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GUESS  WHOSE  SOFTWARE 
TAKES  THE  WORK  OUT  OF 
WORKING  TOGETHER? 


of  course.  As  one  of  the 
^         world's  largest  software  companies, 
we're  developing  software  that's  changing 
the  way  business  works.  For  instance,  our  group 
productivity  software,  TeamWARE®  is  helping  people 
n  companies  around  the  world  communicate,  share 
"iformation  and  work  together  better.  cP  Our  object- 
riented  database  engine  and  tools  are  driving  new 
nultimedia  and  Internet  applications  that  bring  people 
and  information  together.  And  WebWorld,  our  website 
technology,  brings  companies  and  their  customers 
together  in  lively  interactive  virtual  worlds. 
cP  So  we  suggest  you  look  into  Fujitsu 
software.  It's  where  everything 
comes  together. 


cP 


FUJITSU 


COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


Whose  idea  was  this  whole  "less  is  more"  business,  anyway7  Certainly  not  ours.  That  will  be  apparent  the  moment  you 
slip  into  the  supple  leather-trimmed  seats  of  the  new  Lincoln  Town  Car.  Everything  you  look  for  in  a  luxury  car  is  there: 


ffl  LINCOLN 


jacious  comfort.  Distinctive  design.  Quiet  elegance.  And  Town  Car's  legendary  smooth  ride.  Because  having  it  all  is  what 
s  car  is  all  about.  For  a  free  brochure,  call  1  800  446-8888  or  visit  our  web  site  at  www.lincolnvehicles.com. 

he  new  Town  Car  from  Lincoln.  What  a  luxury  car  should  be. 
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For  supplemental  information  on  the  Industry  Outlook,  go 
to  www.busmessweek.com  or  American  Online  (Keyword: 
BW).  Online  only  features  include  interviews  with  leading  analysts  and  executives  from  various 
industries  and  more  detailed  results  from  the  Business  Week/Harris  Executive  Poll. 
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Up  Front 


EDITLX  BY  LARRY  LIGHT  &  ROBERT  McNATT 


RATES  UP,  TAXES  DOWN,  GATES  COWED 


BRAVADO   IS   A  VALUABLE 

commodity  when  predicting 
the  future.  Once  again,  riding 
the  best  informed 
analysis  we  can 
find,  Up  Front 
i/ircs  prognosti- 
cating a  try. 

TOBACCO  DEAL. 

All  the  combat- 
ants— lawmakers, 
state  attorneys 
general,  health 
groups,  and  Big 
Tobacco — want  a 
universal  settle- 
ment that  will 
end  the  legal  skirmishing 
over  the  industry's  culpabil- 
ity. But  no  deal  will  get  done, 
at  least  not  in  1998.  Trouble 
is,  as  the  public  learns  more 
about  the  plans  to  settle, 
the  notion  will  become 
unpopular.  People  won't  like 
that  the  proposed  deals  give 
tobacco  companies  immunity 
and  countenance  huge 
lawyers'  fees.  In  an  election 
year,  Congress  will  come  to 
agree. 

TAX  CUT.  Amid  talk  of 
possible  federal  budget  sur- 
pluses ahead,  Congress,  led 


by  Republicans,  won't  be 
able  to  resist  a  tax  cut. 
Watch  for  them  to  end  the 
marriage  penalty, 
which  taxes  joint- 
filers  more  than 
singles.  Balanced- 
budget-conscious 
Bill  Clinton  will 
grumble,  but  go 
along.  It's  not  the 
mellowing  influ- 
ence of  his  new 
pooch.  The  politi- 
cal appeal  to  the 
President  is  that 
such  a  cut  bene- 
fits the  middle  class  (as 
opposed  to,  say,  low- 
ering the  inheritance 
levy). 

'98  ELECTIONS. 

The  traditional  six- 
year  itch  won't  be 
much  of  a  factor. 
Usually,  six  years 
into  an  Administra- 
tion, the  party  out  of 
power  in  the  White 
House  wins  big  in 
congressional  elec- 
tions. In  1998,  though,  Newt 
Gingrich's  unpopularity  and 
general  questions  about  his 


Showing  signs  of  ti 


SMARTEST  MOVES  OF  1997 


1.  Despite  inflation  jitters  amid  dropping  unemployment,  Alan 
Greenspan  resisted  calls  to  boost  rates  beyond  last  spring's 
quarter-point  hike.  Result:  a  nicely  humming  economy. 

2.  Mixing  stonewalling  and  spin  control,  Bill  Clinton  managed 
to  keep  scandal-hungry  Republicans  off  balance.  The  President, 

playing  the  boyish  rogue,  maintained  a 
towering  approval  rating  from  a  public 
tired  of  partisanship. 

3.  Barry  Sternlicht  waited  until  ITT  had 
exhausted  its  defenses  against  Hilton  Ho- 
tels, then  moved  in  as  its  white  knight. 
After  adding  ITT,  his  Starwood  Lodging 
will  be  the  world's  largest  hotel  operator. 

4.  Capping  a  string  of  savvy  acquisitions, 
Sanford  Weill's  Travelers  joined  Wall 

"  Street's  elite  by  buying  Salomon  Brothers 
for  a  relatively  cheap  two  times  book  value. 
5.  Coca-Cola  avoided  the  succession  turmoil  plaguing  other  cor- 
porate titans,  such  as  AT&T.  When  CEO  Roberto  Goizueta 
died,  the  leadership  transition  to  Douglas  Ivester  w.is  seamless. 


TALK  SHOW  "I  am  long  on  ideas  but  short  on  time.  I  exp| 
to  live  to  be  only  about  100." 

— Thomas  Edison,  in  1931,  the  year  he  died  at  84 


party's  leadership 
will  hold  down  its 
gains  to  just  5 
seats  in  the  House, 
where  their  edge 
now  is  just  11.  In 
the  Senate  (55-45 
Republican  today), 
the  GOP  will  add 
2  more — falling 
short  of  the  60 
needed  to  end  a 
filibuster. 

THE  FED.  With  the  domes- 
tic economy  slowing  for 
much  of  1998,  the  Federal 
Reserve  will  stay  on  the 
sidelines.  There  will  be  too 
much  underlying  economic 
strength  to  justify  a  cut  in 
interest  rates.  By  yearend, 
however,  the  economy 
should  pi  c k  u  p 
enough  for  one  of 
Alan  Greenspan's 
anti-inflation  "insur- 
ance" hikes  of  a 
quarter-point. 

ASIA.  Look  for 
America's  $164  bil- 
lion trade  deficit  to 
balloon  to  $300  bil- 
lion in  1998.  Asia's 
meltdown  will  pro- 
duce a  flood  of  cheap 
imports.  Prices  will  plunge 
further  as  China  devalues 
the  renminbi. 


MICROSOFT.  The  softwa 
giant  will  knuckle  under  sn 
offer  PC  makers  a  currJ 
version  of  Windows  95  at 
its  upcoming  Windows  if 
operating  system  wither 
browser  software.  Micros? 
denies  that  it  is  unfan 
pushing  Internet  Exploit 
its  browser,  onto  PC  makes 
and  Microsoft  will  keep  fig; 
ing  the  Justice  Dept.  in  cor 
to  establish  its  right  to  inl 
grate  the  browser  into  ti 
operating  system. 

TELEVISION.  Some  prb 
nbc  will  win  an  expensi* 
bidding  war  with  cbs  H 
retain  the  hit  show  er.  Ej 
next  fall  will  mark  the  d| 
ma's  fifth  season,  and  alreajj 
the  series  appears  to  I 
growing  tired.  Expect  tjj 
show  to  tumble  from  i 
perch  atop  the  ratings. 


DUMBEST  MOVES  OF  1997 


GREENSPAN 

Minimalist 


NEWT:  Showed 
who  was  boss 


1.  House  GOP  dissidents  carried  out  a  sir! 
gularly  inept  coup  against  Speaker  New 
Gingrich,  who  routed  them.  Next  time,  don 
tell  him  your  plans  first. 

2.  Union  Pacific's  problems  integrating  it 
system  after  the  Southern  Pacific  merger  le 
to  massive  congestion  and  delays. 

3.  The  American  Medical  Assn.  offered  it 
seal  of  approval  for  Sunbeam  products.  I 
the  ensuing  membership  uproar,  the  AM; 
had  to  beat  an  embarrassing  retreat. 


4.  Getting  on  America  Online  was 
hellish  after  AOL  adopted  a  flat 
rate,  attracting  a  horde  of  new  sub- 
scribers it  was  unready  for. 

5.  To  fight  a  budget  deficit,  the 
Japanese  government  keelhauled 
its  economy  by  hiking  taxes  just  as 
the  nation  was  emerging  from  a 
long  recession. 


THE  U.P.:  Growing  paini\ 


FROM  EMPLOYEE  BENEFITS  TO 
INVESTMENT  MANAGEMENT. 


Serving  Businesses  Of  All  Sizes 


Voluntary  Benefits  Group 

•  One  source  to  meet  employee  needs 

•  Eases  administrative  burden 


#1  in  Group  Life* 


USER-FRIENPLY  EMPLOYEE  COMMUNICATIONS 


Investment  Capabilities 

Domestic  Equity 
Value 
Growth 
Small  Cap 

Domestic  Fixed  Income 
Short  Term 
Long  Term 
High  Yield 

International  Equity 

International  Fixed  Income 

Real  Estate 


-St. 

Dental 

Quality  Service, 
Better  Value 


A  leader  in  managed 


Disci   il ity 

benefits 


ON-LINE 
INFORMATION 


www.metlife.com/business 


PI 


GETMET.  ITPAY5. 

1-800-MetLife 

Contact  your  broker,  insurance  consultant,  or  MetLife  account 
representative  and  ask  ab<  >ut  MetLife  for  business. 


401  (k)     G  roup  Dental,  Disability,  Life,  Vision,  Long-Term  Care,  Auto  &  Homeowners  Insurance 
•  Investments  &  Asset  Management  •  Voluntary  Benefits 


'volume  in  force  as  of  12/31/96.  BestWeek,  Life/Health,  6/30/97.  **Group  insurance  products  and  annuities  issued  by  Metropolitan  Life  Insurance  Company, 
o  &  Homeowners  Insurance  underwritten  by  Metropolitan  Property  and  Casualty  Insurance  Company  and  Affiliates,  Warwick.  RI.  *** Investment  management 
ices  provided  by  Metropolitan  Life  Insurance  Company,  State  Street  Research  &  Management  Company,  or  affiliated  companies. 

708SAC-MLIC-LD  ©  1997  Metropolitan  Life  Insurance  Co.  NY,  NY  PEANUTS  ©United  Feature  Syndicate,  Inc. 


QUIT  top  job 

at  Travelers 


NEWS  JUNKIES,  TAKE 
YOUR  BEST  SHOT 

HAVE  YOU  BEEN  PAYING 
attention?  Our  annual  quiz 
will  show  who's  really  up  on 
their  business  news. 

I.  What  new  enterprise 
has  so  far  been  a  disappoint- 
ment for  Eastman 
Kodak? 

2.  The  jobless 
rate  is  at  its  low- 
est since  when? 

3.  What  did  the 
Federal  Trade 
Commission  do 
about  changing 
the  requirements 

"  for  a  "Made  in 
usa"  label? 

4.  Who  directed  the  $200 
million-plus  Titan  iet 

5.  What  is  Telerate  now 
railed'.' 

6.  Who  is  the  new 
executive  at  Chrysler? 

7.  What  company 
Ronald  Perelman  lose 
control  of  in  1997? 

8.  In  his  indictment, 
what  was  ex-Housing 
Secretary  Henry  Cisneros  ac- 
cused of  lying  about? 

9.  ValuJet's  new  name? 

10.  Name  a  pending  Big 
Six  accounting 
merger. 

II.  Sanford 
Weill's  daugh- 
ter quit  a  top 
job  at  Travel- 
ers Group.  Her 
name? 

12.  Which  BIG  SPLASH  / 
ear  of  Evan-  ~ 

der  Holyfield  did  Mike  Tyson 
bite? 

13.  Name  the  cloned  lamb. 

14.  What  London  landmark 
does  the  Fayed  family  own? 


RENO  VS.  GATES  IS  NO  CROWD-PLEASER 


LOST  control 
of  company 


No.  2 


did 


TRIVIA 
QUIZ 


15.  Who  is 
chairman  of 
the  National 
Transportation 
Safetv  Board? 

16. "  In  the 
ge  Capital  di- 
vorce case, 
name  the  hus- 
band and  wife.  ~ 

17.  What  company  did  new 
Avon  Products  ceo  Charles 
Perrin  previously  head? 

18.  Who  is  Bill  Clinton's 
acting  civil-rights  chief? 

19.  Name  Intel's  64-bit 
chip,  expected  out  in  '99. 

20.  What  is  Russian  tycoon 
Vladimir  Potanin's  bank? 

21.  Oxford  Health  Plan 
was  late  doing  what? 

22.  Under  the  original  na- 
tional tobacco  settlement, 
how  much  (within  $50  billion; 
would  the  industry  pay? 

23.  What  was  WorldCom's 
original  name? 

24.  What  did  ex-iBMer  Ray 
Ozzie  invent? 

25.  Name  Starwood 
Lodging  Trust's  acqui- 
sition before  the  jtt 
deal. 

26.  What  safety  test  did 
the  A-Class  Mercedes  flunk 
and  how? 

27.  What  is  Barry  Diller's 
HSN  merging 
with? 

28.  What 
hurt  Green 
Tree  Financial 
in  1997? 

29.  Name 
the  diabetes 
drug  that  was 

~  withdrawn  in 
Britain  but  is  still  sold  in  the 
U.S. 

30.  Which  French  and 
U.  S.  ad  firms  are  splitting  up 
their  alliance? 
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we're  ENTERING  A  NEW 
year  mildly  optimistic, 
according  to  Up  Front's 
fifth  annual  Reader 
Survey,  which  attracted 
a  record  415  responses. 
Even  though  71%  of 
you  believe  Asia's  eco- 
nomic woes  will  harm 
the  U.  S.,  even  more 
feel  the  home  economy 
will  keep  perking  along. 
But  remember:  A  year 
ago,  57%  of  you  predict- 

,v'V  _ 

the    next  two 
years.  We  did 
not  see  the 
dreaded 
R-word 
take  hold 
in   1997,  so 
let's  hope  that 
prediction 
won't  come 
true. 

Most  of 
you  think 
that  the  bull  market  still 
has  legs.  Sixty  percent  be- 
lieve the  Dow  Jones  indus- 
trial average  will  climb  be- 

•  The  Justice  Dept.'s  policy  on 
Microsoft  should  be: 

Curb  the 
giant's 
power 

Get  out  of  ■ 
Gates'  way 

•  Which  will  go  up  more  for  you 
in  1998? 
College  cost: 

Property  - 
taxes 

IRA  value 


•  Will  the  current  felicitous 
economy  continue  in  1998? 

No— i^tl 


SUED  for 

being  No.  1  ? 


Yes 


•  The  high  point  for 
the  Dow  Jones 
industrial  average 
in  1998  will  be: 


booed  on 

two  counts 


yond  8500.  Perhaps  you'\ 
thrown  caution  to  the  win 
Last  year,  only  2%  of  yc! 
thought  the  market  wou 
top  8000,  though  il 
high  was  al- 
most 8300. 
Almost 
half  of 
you  are  r< 
confident 
that  your 
iras  will 
outstrip 
two  of 
today's 
biggest  infla- 
tion-prone 

expenses:  college  costs  aJ 
property  taxes. 

As  for  heroes  and  vi 
lains?  Last  year,  the  go; 
was  a  private-sector  execi 
tive,  Sunbeam's  "Chainsaw 
Al  Dunlap.  This  year,  bus 
ness  wins  accolades,  whil 
government  certainly  doe? 
not.  You'.ve  given  thumt 
down  to  Janet  Reno  in  he 
battle  against  Bill  Gates  an 
for  not  naming  a  Donorgat 
special  prosecutor. 

•  On  the  campaign-finance 
scandal,  Janet  Reno  is: 
A  fearless - 
truth 
seeker 

Clinton's 
stooge 

•  What  do  you  think  about 
irradiated  food? 
I'll  never 
eat  it 

It's  about 
time 

•  Will  Asia's  economic  turmoil 
significantly  harm  the  U.S.? 


8000  OR  LOWER 


10000  OR  HIGHER 


9501-10000 
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How  do  you  make 
a  *10  billion  global  food  company 
even  more  appetizing  to  investors? 

Serve  it  up  as  two  hungry  new  companies. 


CPC  International  has  become  Bestfoods 
and  Corn  Products  International. 


BESTFOODS 


Satisfying  a  Global  Appetite 

$8.5  billion  in  revenue,  thriving  operations  in  over  60  countries  and  sales 
in  1 10,  a  roster  of  some  of  the  world's  best-loved  brands,  a  seasoned 
international  management  team,  a  track  record  of  growing  profits. 
Credentials  any  company  would  prize.  With  two  powerhouse  global 
brands,  Knorr  and  Hellmann's,  and  more  than  90  years  of  experience 
in  international  markets,  the  new  Bestfoods  continues  a  tradition 
of  satisfying  a  global  appetite  — for  high-quality  foods  and  for 
profitable  global  expansion  You'll  find  Bestfoods  products  in 
kitchens  all  over  the  world  And  you'll  find  our  stock  listed  under 
BFO  on  the  New  York  Stock  Exchange. 


Visit  us  at  www.bestfoods.com 


CornProducts 

INTERNATIONAL 

$1.5  billion  in  revenue  and  alliances  generating  another 
$1  billion  in  unconsolidated  sales,  an  organization 
spanning  2 1  countries,  more  than  90  years  of 
international  experience;  products  for  a  host  of  industries, 
including  pharmaceutical,  soft  drink,  paper  and 
corrugating  As  one  of  the  world's  largest  corn  refiners  and 
the  world  leader  in  dextrose  and  corn  starch.  Corn 
Products  International  is  a  newcomer  on  Wall  Street, 
but  no  neophyte  in  business  Focused  operations, 
experienced  management  and  great  competitive 
spirit  position  newly  independent  Corn  Products 
International  to  grow.  Our  NYSE  ticker  symbol  is  CPO. 

©  1998  Bestfoods 


All  of  these  products  contain  essential  ingredients  derived  from  corn 


IBM.  Solutions  lor  a  small  olanet  anil  the  e-business  logo  an:  trademarks  ol  International  Business  Marhmes  Corporation  in  trie  United  Slates  and/or  other  countries  ©  1997  IBM  Coip 


MOW  TO  KKKP  A  SEC \\  WW 


In  transforming  your  business  into  an  e-business,  the  single  most  important 
issue  you  have  to  wrestle  with  is  the  issue  oJ  security. 

Withoul  flexible  control  over  who  sees  what  information,  all  the  benefits  ol 
putting  your  key  business  processes  online  (which  is,  alter  all.  the  definition  ol  an 
e-business)  are  a  moot  point.  And  when  you  connect  your  critical  systems  to  the 
Web  to  help  you  iniprox e  customer  service  or  increase  the  efficiency  of  your 
organization  -  security  is  a  while-knuckle  issue  for  the  people  charged  with  keeping 
your  systems  running  and  your  data  protected. 

It's  not  just  a  matter  oi  whom  you  let  in  and  whom  \ou  keep  out  (although 
that  is  obviously  important).  \\  hen  you're  using  the  Web  (or  an  intranet)  to  do  things 
like  let  your  employees  change  the  asset  allocation  of  their  401  (k)  accounts  or  let 
your  customers  see  what  their  credit  balance  is.  you  need  the  ability  to  determine  who 
sees  what  and  who  can  make  changes  to  what  they  see. 

IBM  e-business  solutions  can  help  you  manage  aeces>  to  the  realK  important 
information  you  make  available  online.  We've  spent  over  three  decades  protecting  the 
integrity  of  corporate  information  systems.  We've  pioneered  things  like  Realtime 
Intrusion  Detection,  Anti  \  bs,  and  Emergency  Response  Services.  \nd  we've 

made  security  an  integral  part  ol  IBM  e-business  technology  -  so  you  can  build  Web 
sites  that  know  how  to  keep  a  secret. 

To  keep  up  with  the  latest  IBM  security  solutions  lor  e-business,  book- 
mark www.ibm.com/e-business.  Or  call  us  at  I  800  426  7080.  extension  \<  131. 


Solutions  for  a  small  planet 


Libby  Cherrington 

Certified  Financial  Planner 


How  do  yoi 
give  them 
more  than 
memories' 

It  should  be  a  simple  thil 
leaving  your  assets  to  th(j 
people  you  care  for  the 
most.  But  without  carefu 
planning,  good  intention 
may  not  be  enough. 

At  American  Express 
Financial  Advisors,  we 
can  explain  issues  such 
as  inheritance  laws  and 
how  to  avoid  unnecessa  ' 
taxes.  So  you  get  the 
expertise  and  insight 
you  need  to  make  smart! 
decisions  and  take  contr! 
of  your  future. 

Call  1-800-GET-ADVICE 
and  own  your  world. 

http://www.americanexpress.com/adviso 
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STATES  TAKE  A  SHOT 
AT  CHOP-STOCK  FIRMS 


I  would  like  to  bring  to  your  atten- 
tion several  initiatives  to  combat  firms 
and  brokers  that  employ  the  nefarious 
schemes  mentioned  in  your  excellent 
special  report  "Investors  beware:  Chop 
stocks  are  on  the  rise"  (Cover  Story, 
Dec.  15). 

On  May  29,  1997,  the  North  Ameri- 
can Securities  Administrators  Assn.  an- 
nounced a  crackdown  on  micro-cap  bro- 
kers in  the  New  York  City  area:  the 
"Northeast  sweep."  Twenty  state  secu- 
rities agencies  took  part  in  the  sweep, 
which  uncovered  the  use  of  numerous 
abusive  sales  practices  and  other  viola- 
tions of  securities  laws  by  the  targeted 
firms,  many  of  which  you  discuss  in 
your  story. 

As  a  result  of  the  sweep,  a  large 
number  of  states  instituted  actions 
against  the  targeted  firms,  including  In- 
vestors Associates  Inc.  and  Meyers  Pol- 
lock Robbins  Inc.,  which  you  promi- 
nently mention.  At  least  17  states  have 
terminated  Investors  Associates'  right  to 
do  business  by  revoking  or  suspending 
its  license  or  barring  them  from  the 
state.  The  cumulative  effect  of  all  these 
state  actions  was  to  put  the  firm  out 
of  business. 

Future  plans  include  another  cooper- 
ative multistate  sweep  of  micro-cap  bro- 
kerage firms,  state  task  forces  to  focus 
on  individual  problem  firms,  and  addi- 
tional criminal  prosecutions  of  firm  prin- 
cipals and  brokers.  State  initiatives, 
along  with  the  Securities  &  Exchange 
Commission,  self-regulatory  organiza- 
tions, and  other  enforcement  authori- 
ties, can  and  do  make  a  difference. 

The  more  publicity  shined  on  the 
problematic  areas  in  the  securities  busi- 
ness, the  better  educated  the  public  will 
be.  We  congratulate  you  on  bring- 
ing . . .  the  chop-shop  issue  to  the  atten- 
tion of  the  American  public. 

Denise  Voigt  Crawford 
President 
North  American  Securities 
Administrators  Assn. 

Washington 


CORRECTIONS  &  CLARIFICATIONS 

"She  got  out  of  Asia — but  it  didn't  help 
much"  (Finance,  Dec.  8)  misstated  the 
return  of  the  Montgomery  Emerging  Markets 
Fund.  It  is  up  6.5%  annually  and  up 
43.48%  since  its  inception  in  1992. 

An  item  on  a  purchase  offer  for  Christie's 
International  ("Christie's  goes  under  the 
hammer,"  In  Business  This  Week,  Dec.  22) 
should  have  said  the  company's  sales  have 
edged  ahead  of  rival  Sotheby's  Holdings 
Inc.,  not  its  earnings — which  remain 
behind  Sotheby's. 

"Saying  'enough'  to  big-league  demands" 
(Sports  Business,  Dec.  15)  incorrectly  said 
that  Seattle  voters  had  approved  financing 
for  a  baseball  stadium.  They  didn't. 

A  photo  in  "Got  a  grand?  You're  golden" 
(Technology  &  You,  Dec.  22)  was  incorrect- 
ly identified.  It  showed  an  IBM  Aptiva  S 
series  computer,  not  an  Aptiva  E16. 

Because  of  a  computing  error,  the  data  in 
a  BUSINESS  WEEK/Harris  Poll  ("Where  to 
invest,"  Cover  Story,  Dec.  29)  reflected 
responses  from  only  912  investor  inter- 
views— not  1,009. 


I  HAVE  NEVER  BEEN  THE 
TARGET  OF  AN  INVESTIGATION' 

"The  heat  on  Clinton's  moneyman" 
(Government,  Dec.  22)  provides  an  ex- 
cellent example  of  the  noxious  atmos- 
phere in  Washington.  The  Republicans 
desperately  seek  parity  on  the  scandal 
hunt  and  the  media  is  too  often  the 
willing  medium.  The  story  gave  the 
misimpression  that  grand  juries  in  New 
York  and  Washington  were  consider- 
ing action  against  me.  This  is  untrue. 

You  failed  to  note  that  I  have  been  a 
cooperating  witness  in  both  investiga- 
tions and  have  never  been  a  target  of 
either  investigation.  Moreover,  the  sug- 
gestion that  the  grand  jury  in  New 
York  is  conducting  an  investigation  into 
my  involvement  in  the  credit  card  busi- 
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ness  is  dead  wrong.  As  I  told  your  re- 
porter, I  have  never  been  the  target  of 
any  kind  of  investigation  in  my  life. 

Finally,  while  you  correctly  noted 
that  I  am  not  the  subject  of  any  Labor 
Dept.  investigation  involving  the  Inter- 
national Brotherhood  of  Electrical 
Workers'  financing  of  projects  in  which 
I  have  an  interest,  you  omitted  mention 
of  the  fact  that  the  ibew  made  a 
healthy  10.5%  overall  cash-on-cash  re- 
turn in  connection  with  all  its  dealings 
with  me,  as  you  were  told  by  an  audi- 
tor for  the  real  estate  partnership  of 
which  I  am  a  principal. 

Terence  R.  McAuliffe 
Washington 

Editors'  note:  The  IBEW/National  Elec- 
trical Contractors'  Assn.  pension  fund 
says  it  received  a  6.5  percent  overall 
return  on  its  investments  with  Mr. 
McAuliffe.  Mr.  McAuliffe  had  other 
ileal  nigs  with  IBEW  that  were  not  pa  rt  of 
BUSINESS  WEEK'S  stortj. 

PILOTLESS  PLANES 

ARE  TAKING  OFF  

Your  article  emphasized  the  crashes 
of  test  vehicles  and  the  "problem- 
plagued"  aspects  of  multibillion-dollar 


programs  ("Pilotless  planes:  Not  cleared 
for  takeoff,"  Science  &  Technology,  Dec. 
8).  Our  experience  at  AeroVironment 
Inc.  with  electrically  powered,  remotely 
and  autonomously  controlled  planes  pro- 
vides a  more  positive  picture. 

On  July  7,  a  solar-powered  Pathfinder 
climbed  to  71,500  feet,  higher  than  any 
other  propeller  aircraft  has  ever  flown. 
nasa  is  the  sponsor  for  this  stratos- 
pheric-monitoring-and-surveillance  vehi- 
cle, having  picked  up  the  ball  after  ini- 
tial Defense  Dept.  support  ended.  The 
program  puts  high  priority  on  reliabili- 
ty— achieved  through  extensive  test  pro- 
cedures, redundant  systems,  careful 
planning,  a  step-by-step  flight  program, 
and  a  realistic  and  helpful  sponsor. 

Our  hand-launched,  video-equipped 
surveillance  dro.ne,  the  9-pound  Pointer, 
has  been  used  by  many  military  units  as 
a  pair  of  "roving  eyeglasses."  In  a 
decade,  this  design  has  probably  accu- 
mulated more  flights  than  any  other 
type  of  unmanned  airplane,  or  perhaps 
all  of  the  others  together.  Many  Pointers 
have  made  more  than  300  flights  each. 

As  a  glimpse  of  the  future,  we  have 
demonstrated  indoors  a  tiny,  1/^-ounce 
battery-powered  plane  that,  like  Pointer, 
sends  back  what  its  video  camera  sees. 


Autonomous  flight  is  far  more  cfl 
plex  than  most  people  appreciate.  C;fe 
ful  programs,  however,  can  produce  fe 
liability  and  economy.  With  success,  i< 
high  value  of  vehicles  that  perform  ip 
ful  missions  without  endangering  pi'fe 
assures  the  growth  of  this  field. 

Paul  B.  MacCre* 
AeroVironment  Ijc 
Monrovia,  C«| 

MAC  USERS 

DON'T  DO  WINDOWS  

I  was  glad  to  see  the  new  Macintl 
G3  line  get  some  attention  in  the  mi 
stream  press  ("These  Macs  are  built  I 
speed,"  Technology  &  You,  Dec.  15).  1 
correctly  point  out  that  the  G3  line! 
Macintoshes  blows  away  anything  ta 
the  Windows-Intel  world  has  to  ofl 
And  the  next  series,  scheduled  for  s 
lease  in  early  1998,  will  be  even  m| 
impressive. 

I  was  surprised,  however,  when  It 
said  the  machines  weren't  poweil 
enough  for  professionals  and  too  expl 
sive  for  average  consumers  and  schol 
Your  conclusion  was  that  there  was! 
market  for  these  impressive  maehin* 

Mac-lovers  are  not  interested  a 
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How  Will  It  Affect  YO  U? 

rom  the  world's  foremost  software  engineering  author  and  his 
daughter  comes  the  first  action  guide  to  the  Year  2000  crisis  that's 
designed  for  everyone.  Whether  or  not  you  own  a  computer, 
virtually  every  aspect  of  your  life  now  depends  on  them: 
communications,  electricity,  transportation,  finance,  medicine, 
your  job,  the  government. ..you  name  it.  What  if  those  computers 
stop  working  for  a  day?  A  month?  A  year? Time  Bomb  2000 
tells  you  the  odds — and  offers  complete  guidance  on  how  you 
and  your  family  can  prepare! 

0- 13-095284-2  •  300  pages  •  $19.95 
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he  1998  Business  Week  Planner, 

[  It  does  everything  but  ask  for  a  raise.  ] 


There  is  nothing  more  valuable  to  the  business- 
person  than  a  dependable  personal  assistant.  The  1998 
Business  Week  Planners  are  just  that.  In  addition  to 
a  spacious  13-month  calendar, 
these  elegant  desk  &  pocket 
planners  contain  vital  informa- 
tion like  international  dialing 
codes,  time  conversion  charts, 
world  holidays,  important  toll 
free  numbers  and  more. 

The  desk  planner  even  comes 
with  a  32-page,  four-color 
world  atlas,  detailed  informa- 


tion about  39  U.S.  and  foreign  cities,  a  wine  vintage 
guide,  plus  many  other  valuable  features. 
The  1998  Business  Week  Planners  are  excellent 

examples  of  fine  bookbinding  I 
craftmanship  and  are  availably 
in  classic  black  or  deep,  rich  ■ 
burgundy,  separately  or  in 
matching  skived  leather  sets. 
Call  today  and  take  advantage 
of  this  special  rate:  25%  off  th 
regular  price.  Order  your  1998 
Business  Week  Planners  now. 
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^-performance  comparisons  with  the 
ridows  world.  If  we  wanted  the  Win- 
vs  operating  system,  we  could  eer- 
ily pay  less  and  have  it.  The  point  is: 
don't  want  Windows.  That's  why 
stubbornly  stick  with  our  beloved 
cs.  I  bought  a  new  G'.S  the  week  they 
re  introduced  because  I  could  get  the 
test  Mac  ever  made  for  thousands  of 
lars  less  than  the  fastest  Macs  cost 


FINDING  US  ONLINE 

he  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 


Wei 


lopping  for  computer  equipment?  Visit  Maven,  our 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 

or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


last  month.  The  relevant  ratio  is  the 
price-performance  ratio  of  these  ma- 
chines compared  with  the  last  genera- 
tion of  Macs — and  it  is  an  impressive  ra- 
tio indeed. 

Sure,  Windows  customers  may  not 
pay  extra  to  switch  to  the  Mac  plat- 
form. But  have  they  ever? 

Adrian  Larsen 
West  Jordan,  Utah 

YOU  SHOULDN'T  NEED  A  DEGREE 
TO  GET  A  FORUM  PRIZE  

Merrill  Lynch  Forum  prizes  are  a 
good  idea — that  should  be  broadened 
to  those  without  degrees  ("Turn  your 
thesis  into  cash,"  Developments  to 
Watch,  Dec.  8).  Abraham  Lincoln  and 
Charles  F.  Kettering  thought  too  much 
education  inhibits  creativity.  Edison  and 
the  Wright  brothers  had  little  or  no  for- 
mal education.  William  H.  Gates  III  and 
other  leaders  of  the  Information  Revo- 
lution are  college  dropouts. 

The  newly  minted  PhD  has  a  univer- 
sity degree  to  give  his  work  credibility. 
The  lone  inventor  or  theoretician  has 
an  almost  impossible  task  getting  ideas 
published  or  even  establishing  credibili- 
ty so  these  ideas  can  be  used  by  society. 


Searching  for  great  ideas  is  like  min- 
ing for  gold:  You  dig  a  ton  of  ore  to 
get  an  ounce  of  metal.  Ninety-nine  per- 
cent of  the  ideas  submitted  might  be 
of  little  value,  while  the  other  1%  might 
be  priceless.  The  Forum  prizes  should 
be  open  to  everyone,  not  just  PhDs. 

Thomas  F.  Hanson 
Newhall,  Calif. 
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SoC 

it  to  us 

America! 


SoC  it  to  us!  That's  the  roar 
thats  reverberating'  across 
the  globe  from  Scotland 
to  Systems  Designers 
and  Engineers.  Why? 
System  on  Chip  is  why 
and  if  you  want  to  be 
at  the  cutting  edge  of 
this  innovative,  earth 
shattering  technology,  you 
need  to  be  in  Scotland 
now.  Its  here  in  Scotland 
that  the   best  technicians 


Mi 


in  SoC  are  assembling 
to  take  this  technology 
to  its  ultimate  goal.  So, 
wake  up  and  smell  the 
coffee',  take  action,  do  it 
now,  this  second,  this 
minute,  today  because 
technology's  moving 
faster  than  you  think. 


http://www.sli- 
e.mail  info@sli- 


scotland.org.uk 
scotland.org.uk 


[Technology's  moving  faster  than  you  think] 
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SELLING  'EM  BY  THE  SACK 

By  David  Gerard  Hogan 
New  York  University  Press 
199pp.  $24.95 


THE  BURGER  KING 

By  James  W.  McLamore 

McGraw-Hill 

286pp  .  $24.95 


McLIBEL 

By  John  Vidal 
New  Press 
354pp . $24 


GROUND  BEEF, 
SWEAT,  AND  TEARS 


The  likely  birthplace  of  one  of 
America's  most  important  cultural 
icons  still  looks  much  as  it  did  al- 
most a  century  ago.  Louis'  Lunch,  on  an 
unremarkable  street  in  New  Haven,  isn't 
much  bigger  than  your  living  room,  offers 
patrons  a  few  cramped  wooden  tables, 
and  serves  hamburgers  between  two 
slices  of  white  toast  as  it  always  has. 
Ask  for  a  bun,  and  you'll  get  an  earful. 

But  while  Louis  Lassen's  old  tavern 
seems  stuck  in  time,  the  hamburger  he 
first  constructed  in  1900  by  throwing 


- 


geting  the  middle  class,  he  emphasizi 
cleanliness  and  boasted  that  all  ljs 
stores  served  the  same  miniature  but- 
ers  cooked  in  the  same  way. 

The  hamburger  caught  on.  By  1929 1 
character  named  Wimpy  in  a  new  c* 
toon  series  starring  a  spinach-cravi:» 
strongman  ate  burgers  constantly.  Wit 
Henry  Ford  did  for  the  car,  Hogi 
writes,  Billy  Ingram  did  for  the  burg*. 

Then  came  the  war.  Rationing  of  sul 
ar  and  beef  pounded  White  Castle,  3 
did  Ingram's  refusal  to  hire  female  al 


Selling 
'em 
by  the 
Sack 

SUlbileffasfieai 


TH  E 


P 


5'  3 


BURGER 

KING 


Jim  McLamore  and  the 
Building  of  an  Empire 

JAMES  W.  McLAMORE 

Cofounder  and  First  CEO  Burger  King 


together  strips  of  discarded  steak  has 
swept  across  the  globe.  A  trio  of  new 
books  traces  the  rise  of  this  sandwich 
and  its  profound  effect  on  society.  In 
Selling  'em  by  the  Sack,  David  Gerard 
Hogan,  who  teaches  history  at  Heidel- 
berg College  in  Tiffin,  Ohio,  focuses  on 
White  Castle  System  Inc.,  the  first  of 
the  big  burger  chains.  Started  by  a  grill 
cook  in  Wichita  in  1912,  it  was  soon 
taken  over  by  a  former  real  estate 
agent  named  Billy  Ingram.  He  realized 
that  his  chief  battle  lay  in  convincing 
customers  that  ground  beef,  often  made 
from  meat  scraps,  was  safe. 

The  name  White  Castle — signifying 
purity  and  strength — was  the  first  mar- 
keting move.  Ingram  then  designed  all 
the  restaurants  to  match  the  name.  Tar- 


black  workers  amid  a  wartime  labr 
shortage.  He  relented  on  the  formr 
during  the  late  '40s  but  did  not  his 
blacks  in  large  numbers  until  the  m> 
'60s.  By  the  1950s,  after  eschewing  / 
advertising,  suburban  expansion,  frt-- 
chising,  and  even  french  fries,  Wh:5 
Castle  had  lost  its  lead  forever. 

It  is  in  the  later  stages  that  Hoga® 
book  stumbles,  too.  His  brief  history  f 
the  American  restaurant  and  Whi? 
Castle's  rise  is  excellent,  despite  occa- 
sional sloppy  or  turgid  writing.  But  Set 
ing  'em  by  the  Sack's  chief  weakness  3 
its  account  of  White  Castle's  fall.  Hogi 
loses  his  objective  eye,  relying  too  hea 
ily  on  internal  White  Castle  documen- 
He  says  customers  were  happy  to  p|f 
higher  prices  and  calls  the  new  coma 


HOW  AMERICA'S  LOWLY  BURGER 
ROSE  TO  CONQUER  THE  WORLD 


iWALKER 


Smart  Financials  Fueling  Business  Advantage 

very  day,  businesses  redefine  themselves. 


an  your  financial  system  get  you  where  you  want  to  be? 

Relentless  competitive  pressures.  Startling  new  technologies.  Fluctuating  industry  rules  and  regulations. 
In  today's  business  world,  it's  no  longer  enough  to  merely  keep  up  with  change. 

Precisely  the  idea  behind  our  new  Smart  Financials.  Designed  for  large-scale  enterprise  environments,  our 
solution  lets  you  take  hill  advantage  of  the  performance,  reliability  and  manageability  that  only  the  IBM  S/390" 
server  can  deliver.  But  what  really  sets  lis  apart  is  how  we  combine  best-of-breed  financial  applications  with  powerful 
analytic  solutions,  to  deliver  the  best  of  what  previously  had  been  two  very  separate  worlds.  So  along  with  getting 
adaptable,  scalable  financial  applications,  you  can  leverage  operational  data  to  predict  trends,  analyze  performance, 
enable  continuous  planning  and  forecasting,  and  much  more.  All  in  a  tightly  integrated,  robust  package. 

Which  means  that  finally,  a  decision  maker  has  just  what  our  turbulent  business  world  requires:  the 
power  to  handle  today's  demands,  and  the  insight  to  be  ready  for  tomorrow's. 

For  more  information,  please  call  1-800-PICK- WALKER  in  the  U.S.,  L-415-495-8811  outside  the  U.S.,ot 
visit  www.walker.com. 


191997  Walker  Interactive  Systems.  Int  All  rights  reserved  IBM  and  S/390  art  registered  trademarks  i>t  International  Business  Machines  Corporation  in  the  United  Stales  and/or  orher  countries 


Books 


tition  "unfortunate."  By  the  end,  he  is 
defending  fast  food  as  an  industry  that 
has  improved  Americans'  diet. 

Of  course,  the  hamburger  industry 
did  not  decline  with  White  Castle.  In  its 
place  sprang  up  new  chains,  one  of  the 
biggest  being  Insta  Burger  King,  found- 
ed in  1953  in  Jacksonville,  Fla. 

James  W.  McLamore,  the  late  co- 
founder  of  the  company  that  would  be- 
come Burger  King  Corp.,  chronicles  the 
development  of  the  world's  second- 
biggest  chain  in  his  autobiography  The 
Burger  King.  It  is  a  typical  compilation 
of  corporate  war  stories — enjoyable  for 
anyone  interested  in  the  industry's  de- 
tails but  lacking  the  perspective  of  a 
more  balanced  history. 

After  conquering  the  U.  S.,  burgers 
have  headed  abroad  in  recent  decades, 
with  McDonald's  leading  the  charge. 
With  $34  billion  in  sales  across  100  coun- 
tries in  1997,  McDonald's  has  paved  the 
way  for  many  other  U.  S.  companies. 
In  the  process,  the  burger  industry  has 
come  under  criticism  for  everything 
from  subverting  local  customs  to  de- 
pressing wages.  A  British  brochure  first 
circulated  in  the  mid-1980s  was  typical 
of  the  most  vitriolic  attacks.  It  charged 
a  McGreedy  McDonald's  with  perpe- 
trating what  the  brochure  called  Mc- 
Cancer,  McTorture,  and  McMurder  for 
the  sake  of  McProfits.  The  work  of  a 
fringe  environmental  group,  it  was  sure 
to  go  almost  unnoticed. 

Then,  in  1990,  the  company  made  a 
horrible  error.  It  took  advantage  of 
Britain's  broad  libel  laws  to  sue  five  of 
the  people  still  distributing  the  leaflet. 
Three  capitulated  and  publicly  apolo- 
gized, but  a  middle-age  ex-postman  and 
single  father  and  a  young  woman  work- 
ing as  a  part-time  bartender  decided 
to  fight  back.  The  result  was  the 
longest  trial  in  the  history  of  the 
British  courts.  The  company,  said  one 
London  lawyer,  "turned  a  flea  bite  on 
[its]  big  toe  into  a  pustulating  boil  all 
over  the  body  corporate." 

More  than  800  newspapers  around 
the  world  covered  the  trial,  and  a 
"McSpotlight"  Web  site  claims  to  have 
received  seven  million  hits.  The  case 
also  spawned  McLibel,  a  well-paced,  en- 
gaging book  by  John  Vidal,  a  reporter 
for  The  Guardian  of  London.  He  is 
sympathetic  to  the  two  defendants, 
David  Morris  and  Helen  Steel.  And  the 
refusal  of  McDonald's  to  grant  him  in- 


terviews makes  the  book  seem  one-sided 
at  times.  But  Vidal  remains  a  trustwor- 
thy raconteur.  He  lavishly  praises  a 
judge  resented  by  Moms  and  Steel,  and 
he  isn't  shy  about  laying  out  their  mis- 
takes, such  as  a  clumsy  effort  to  blame 
McDonald's  for  increased  pollution. 

Vidal  has  a  keen  eye  for  the  ironies 
of  history.  He  notes  that  Morris  was 
bom  the  same  year  that  Ray  Kroc,  who 
eventually  bought  out  the  McDonald 
brothers,  became  a  franchisee.  While 
Morris  was  still  a  boy,  his  family  moved 
to  Finchley,  the  London  suburb  repre- 
sented by  Margaret  Thatcher,  a  rising 
advocate  of  free-market  capitalism.  It 
was  also  home  to  the  first  British  Mc- 
Donald's. Vidal  falters  only  when  em- 
barking on  a  lengthy,  disconnected  dis- 
cussion of  global  capitalism  today. 

Most  of  the  book  focuses  on  the 
trial — and  the  many  ugly  stories  the 
defendants  were  able  to  expose. 
McDonald's,  for  example,  hired  an 
apartheid-era  former  South  African  po- 
liceman to  intimidate  union  organizers 
and  environmentalists.  An  ex-employee, 
meanwhile,  testified  to  cooking  burg- 
ers while  standing  in  an  overflow  of 
sewage.  With  Britain  in  the  midst  of  its 
mad-cow  scare,  the  health  questions 
struck  a  chord.  Old  E.  coli  tales  be- 
came news  again,  including  the  1994 
death  of  a  6-year-old  girl,  whose  par- 
ents blamed  McDonald's. 

Because  McDonald's  had  filed  such  a 
detailed  suit — and  then  enabled  Moms 
and  Steel  to  countersue  by  printing  a 
leaflet  calling  them  "liars" — the  corpo- 
ration was  forced  to  refute  almost  every 
aspect  of  the  original  pamphlet.  It  had 
to  argue  that  high-fat  food  did  not  in 
fact  cause  cancer  or  heart  disease  and 
that  its  1%  annual  raises  of  minimum- 
wage  salaries  were  not  "low."  On  legal 
grounds,  its  ace  lawyer,  Richard  Ramp- 
ton,  did  this  quite  well,  and  in  June, 
1997,  McDonald's  emerged  as  the  winner 
on  many,  but  not  all,  counts. 

By  any  other  measure,  though,  the 
case  turned  out  to  be  an  overwhelming 
victory  for  the  former  postman  and  the 
bartender — and  yet  another  sign  that 
Louis  Lassen's  once  lowly  burger  has 
become  a  global  phenomenon,  with  all  of 
the  privileges  and  perils  that  this  status 
entails. 

BY  DAVID  LEONHARDT 

A  de  votee  of  Louis'  Lunch,  Leonhardt 
covers  the  burger  warn  from  Chicago. 


BRINGING  A  LIBEL  LAWSUIT  WAS 
A  HUGE  ERROR  FOR  McDONALD'S 
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 Every  nignt  at  Hyatt  

brings  you  closer  to  even  more 
free  nignts  or  ilignts. 


Airing  Nigltts  After 
Nights"  all  you  need  is 


Hyatt  Gold  Passport'  and 
one  of  our  supremely  soft 
feather  pillows  to  put  you 
on  the  fast  track  to  a 
weekend  getaway. 


Stay  Receive  ( at  select  hotels) 

1   2  Nights      50%  Off  A  Weekend  Night 


Nights 

AFTER 

Nights. 


4  Nights      1  Free  Weekend  Night  Or  2,000  Bonus  Miles 
|    6  Nights      2  Free  Weekend  Nights  Or  4,000  Bonus  Miles 
8  Nights      3  Free  Weekend  Nights  Or  6,000  Bonus  Miles 


The  more  eligible  nights'  you  stay  at  Hyatt  Hotels  and  Resorts  between  November  15, 
1997  and  February  28,  1998,  the  more  weekend  nights  you'll  earn  (up  to  three).  Or,  if  you 
prefer,  you  can  redeem  your  award  certificate  for  up  to  6,000  bonus  miles  with  one  of  our 
participating  global  airline  partners. 

Participating  in  Nights  After  Nights  is  easy  —  just  enroll  in  Hyatt  Gold  Passport,  our 
worldwide  frequent  guest  program.  Membership  is  free.  And  it  entitles  you  to  special  benefits 
and  recognition  while  earning  Gold  Passport  points  redeemable  for  upgrades  and  free  travel. 

Get  started  on  a  great  getaway  with  Nights  After  Nights.  Enroll  now  in  Gold  Passport 
by  calling  F800-30-HYATT  or  enroll  on  the  internet  at  www.goldpassport.com 
For  reservations,  contact  your  travel  planner  or  call  Hyatt  at  1-800-30-HYATT. 


AMERICAN  | 
IEXERESS 


Cards 


H  Y/\TT 

GOLD  PASSPORT 
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THE  SURQEO 
WARNED  THAT 
CAN  STUNT 


PC  servers*  appear  to  be  perfectly  harmless.  But  if  you  tie  them  to  the  growth  of  yl 
company,  you  may  find  yourself  with  little  room  to  breathe.  Especially  when  yoi 
looking  for  more  transaction  throughput,  better  Web  performance,  and  a  scalable  hose 
for  your  key  business  applications.  The  Sun '  Enterprise  450  Workgroup  Server,  starts 
below  $15,000,  delivers  print  and  file  services  for  your  workstations,  thin  clients  at 


PCs.  What's  more,  true  enterprise-class  solutions  from  Lotus'  and  Oracle"  will  run  l| 

ANYD 

HE'  LL INCLUE 

'PC  servers  refers  to  servers  running  Microsoft'  Windows'  NT  *  ©1997  Sun  Microsystems,  Inc  All  rights  reserved  Sun.  Sun  Microsystems,  trie  Sun  Logo  ?tfce 


iENERAL  HAS 
VERAL  THINGS 

JR  GROWTH. 


('re  tuned  for  Sun-because  they  are.  And  since  the  Sun  Enterprise  450  is  part 


a  Sun  representative  or  reseller  near  you.  Or  visit  us  at  www.sun.com/wgsbw 

microsystems 

ore  you  get  hooked  on  the  wrong  thing.  THE  NETWORK  IS  THE  COMPUTER: 


PC  SERVERS. 

ks  or  registered  trademarks  ol  Sun  Microsystems,  Inc  in  the  United  States  and  other  countries  Other  trademarks  are  the  property  ot  their  respective  owners 
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BY  STEPHEf  H.  WILDSTROM 


GETTING  THE  MOST 
FROM  A  MONITOR 


You'll  spend  a  lot  of 
time  staring  at  that 
screen,  so  make  sure 
it's  easy  on  your  eyes 

Computers  have  pro- 
gressed to  the  point 
that  you  can  take  one 
out  of  the  box,  hook  it  up,  and 
be  up  and  running  in  about 
15  minutes,  even  if  you  know 
next  to  nothing  about  PCs. 
This  is  a  very  good  tiling.  But 
there  is  one  vital  area  of  com- 
puting where  what  you  don't 
know  can  really  hurt  you — 
the  somewhat  tricky  business 
of  getting  the  most  out  of 
your  monitor.  Before  you 
even  shop  for  computers, 
you'll  want  to  learn  a  bit 
about  the  mysteries  of 
displays. 

The  arcane  lingo  of 
monitor  specifications 
is  not  a  big  help.  Dot 
pitch,  the  distance  be- 
tween the  tiny  phos- 
phor spots  that  make  up 
the  image  on  a  TV-style 
monitor,  is  one  indication 
of  quality,  and  the  smaller 
the  better.  But  other-  factors, 
particularly  how  well  the 
electron  guns  that  create  the 
image  are  aligned,  make  a 
big  difference,  and  you  have 
to  trust  your  eyes  or  inde- 
pendent tests.  For  more 
technical  information  on 
choosing  monitors,  check  out 
m  y  buying  guide  at 
www.maven. business  week. 
com./Maven/Help/  C  h  o  o  s  e 
M  o  n  i  t  o  r.  h  t  m  . 
PICK  YOUR  PIXELS.  Once  you 
have  a  monitor,  you  may  still 
have  to  do  some  work  to 
make  it  suit  your  needs.  The 
key  is  understanding  the  rela- 
tionship among  monitor  size, 
resolution,  and  pixels.  A  pixel, 


or  picture  element,  is  the  basic- 
building  block  of  the  screen. 
And  unlike  in  photography, 
where  resolution  is  synony- 
mous with  sharpness,  resolu- 
tion in  computer  displays  just 
measures  how  many  pixels  are 
on  the  screen.  Display  choices 
under  both  Windows  and  Mac 
os  are  640x480  pixels, 
800x600,  or  1,024x768. 

It's  not  hard  to  see  that 
for  any 


dows  or  the  bigger  the  por- 
tion of  yoiu*  spreadsheet  that 
you  can  show  on  the  screen. 

Getting  the  screen  right  is 
a  matter  of  matching  the  res- 
olution to  the  display  size, 
your  eyesight,  and  your  pref- 
erences. Most  people  find 
800x600  comfortable  on  a  15- 
in.  monitor,  but  it  may  be  a 
bit  small  on  a  14-in.  display. 
Seventeen-inchers  do  well  at 
800x600  or  1,024x768,  and 
the  higher  resolution  is  com- 
fortable on  the  new  19-in. 
monitors.  To  experiment  with 
settings,  open  the  Display 
control  panel  in  Windows  or 
the  Monitor's  control  panel  on 
a  Mac. 

There  are  a  few  tricks  for 
fine-tuning  the  settings.  For 
example,  the  Windows  95  dis- 


R  l  ,<  H  O  FS. 


given  screen  size,  the  more 
pixels — or-  the  higher  resolu- 
tion— you  have,  the  smaller- 
each  element  must  be.  Since 
most  objects  on  the  screen, 
particularly  fonts  and  icons, 
are  made  up  of  a  fixed  num- 
ber of  pixels,  pixel  size  dic- 
tates object  size.  On  a  typical 
17-in.  monitor,  a  standard 
Windows  icon  is  about  1.2  in. 
high  at  640  x  480.  At 
1,024x768,  it  shrinks  to  0.75 
in.  On  a  15-in.  monitor,  the 
icons  shrink  to  1  in.  and  0.62 
in.,  respectively.  The  higher 
the  resolution,  the  more  win- 


play  control  panel  offers  sev- 
eral possibilities  for  the  fonts 
used  to  label  icons  and  win- 
dows— the  choices  available 
depend  on  your  video 
adapter-.  Most  programs  al- 
low you  to  adjust  how  they 
display  text.  In  Microsoft 
Word,  for  example,  I  use  10- 
point  type,  but  because  it's  a 
bit  small  on  the  screen,  I  use 
the  zoom  feature  to  display 
text  at  125%. 

The  other  component  with 
a  big  effect  on  how  your  dis- 
play looks  is  the  video 
adapter.  The  video  adapters 


built  into  new  computers)]! 
generally  adequate  for  rte 
uses.  One  trap  to  watch  n 
for-  is  that  makers  of  the  \u 
expensive  PCs  sometime 
save  a  few  bucks  by  inclul 
just  1  MB  of  video  merrf] 
Because  of  the  relation!! 
between  color',  numberlf 
pixels,  and  memory  neeol 
MB  limits  you  to  an  inaj 
quate  256  colors  on; 
1,024x768  display.  You  v| 
2  MB,  and  still  more  if  jo 
plan  to  play  arcade-sl 
games.  Some  low-end  clisfi 
adapters  also  produce  grafe 
unpleasant  text  at  It 
resolutions. 

If  you  want  to  upgrades 
existing  computer  with  a  fe 
ter  display,  changing  jh 
adapter  is  not  difficult,  h 
can  get  a  good  4  MB  disw 
adapter  board — the  eh 
memory  is  used  to  impriv 
3D  performance — f« 
Diamond  Multimeji 
Matrox,  Number  NS 
and  others  for  j} 
than  $200. 

All  of  this  ad| 
assumes  you  ha* 
desktop  compije 
With  laptop  coma; 
ers,  adjusting  h 
display  configurate 
is  not  really  an  ft 
tion.  Unlike  with  £< 
vision-style  monitfe 
the    pixels  on 
screens  stay  at  a  fie 
size.  If  you  switch  § 
x  480    display  or 
•een    that's    built  k 
600,  you  will  just  encu 
with  a  black  border  aroa 
your  image.  With  such  lime 
options,  make  sure  you  t 
the  display  before  you  bu|] 
you're  buying  by  mail,  rrf 
sure  the  company  has  a 
eral  return  policy  so  you 
send  back  the  machine  if 
don't  like  it. 

Most  computer  advertpt 
ments  talk  about  proceifc 
speed  and  memory  and  £ 
size,  but  say  little  about  I 
display.  You're  going  to  spi 
a  lot  of  time  looking  at  m 
display.  Your-  eyes  will 
grateful  if  you  take  the  t 
to  get  it  right. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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R,.i.gabondfundi*ea 

StOCk  fund  ■»  M  to  some  very 

un-bond-fund-like  returns. 


Janus  High-Yield  Fund 


Year  to  Date  12.65% 
One  Year  17.30% 
Life  of  Fund  (12/95)  21.04% 


Average  Annual  Total  Returns  for 
Periods  Ended  September  30, 1997 


Objective:  current  income. 
Method:  same  as  a  Janus  stock 
fund.  And  the  result  has  been 
uniquely  high  returns  from 
Janus  High-Yield  Fund. 


No  surprise.  Bond-picking  and  stock-picking  are  two  sides  of  the 
same  coin  at  Janus:  intensive,  bottom-up  research.  Turning  up 
companies  that  offer  particularly  promising  opportunities.  Stocks 
or  bonds,  finding  those  companies  is  the  thing.  And  Janus  nails  it. 

So  if  you're  looking  for  a  bond  fund  that  feels  free  to  enjoy  the 
upside  potential  of  a  stock  fund,  Janus  High-Yield  Fund  could  take 
you  exactly  where  you  want  to  go. 


Gall  1-888-333-4634 


or  send  for  a  prospectus  containing  more  complete  information, 
including  expenses.  Please  read  it  carefully  before  you  invest  or  send  money.  Or  visit  our  Web  site  at  www.Janus.com. 
Past  performance  does  not  guarantee  future  results. 


Adviser  voluntarily  waives  a  portion  of  the  fund's  expenses,  but  reserves  the  right  to 
change  the  level  of  waiver.  Without  this  waiver,  total  returns  would  have  been  lower. 
High-yield  securities  entail  greater  risks,  including  a  greater  risk  of  default,  than  higher 
quality  securities.  Your  return  and  principal  value  will  vary,  and  shares  may  be  worth 
more  or  less  at  redemption  than  at  purchase.  Total  return  includes  reinvestment  of 
dividends  and  capital  gains.  Janus  Distributors,  Inc.  Member  NASD. 

BW  662 


JANUS 


Get  there. 


nic  Viewpoint 


BY  RUDI DORNBUSCH 


WHAT'S  THE  WEAKEST  LINK 

IN  THE  WORLD  ECONOMY?  JAPAN 


GET  A  GRIP: 

If  Tokyo 
doesn't  clean 
up  the  banks, 
cut  taxes,  and 
deregulate, 
it'll  sink 
fast-and 
drag  global 
prosperity 
down,  too 


Rudi  Dornbusch  is  professor  of 
economics  and  management  at 
Massachusetts  Institute  of  Technology 


The  Asian  miracle  is  gone — and  Japan 
may  be  feeling  it  worst  of  all.  The 
country  is  on  the  ropes,  pummeled  by 
a  collapse  of  asset  prices  and  loss  of  confi- 
dence; by  misgovernance,  corruption,  and  po- 
litical stalemate.  Instead  of  solving  the  Asian 
crisis,  Japan  is  increasingly  the  central  prob- 
lem for  the  entire  world  economy.  Unless 
Japan  grows,  global  prosperity  and  free  trade 
will  suffer.  The  situation  in  Japan  has  all  the 
overtones  of  the  U.  S.  in  1929:  As  the  econo- 
my sinks,  bureaucrats  do  little  and  claim  that 
everything  will  work  out  in  time. 

Tokyo  is  deaf  to  advice  from  U.  S.  policy- 
makers, who  have  been  right  all  along.  Even 
the  International  Monetary  Fund,  with  char- 
acteristic convolution,  has  expressed  skepti- 
cism. As  an  IMF  deputy  managing  director 
recently  said  in  Tokyo:  "It  will  be  important 
that  no  further  withdrawal  of  fiscal  stimulus 
take  place  in  Japan,  although  further  efforts 
are  needed  later  on  to  make  progress  on  fiscal 
consolidation."  Let's  be  a  bit  more  forceful 
here.  Earth  to  Japan:  Get  a  grip!  Get  moving 
and  do  something  big,  because  the  economy  is 
falling  out  of  control. 

ALL  GONE.  A  decade  ago,  Japan  was  king  of 
the  world  economy.  The  country  was  about  to 
own  all  of  America.  A  city  block  in  Tokyo 
was  worth  more  than  all  of  California.  Tech- 
nology was  tops.  Quality  was  unrivaled.  Pub- 
lic finance  was  exemplary.  And  stock  market 
valuation  reflected  an  unlimited  future  of  pros- 
perity. None  of  that  is  left  today.  The  U.  S. 
has  replaced  Japan  as  the  economic  model, 
with  strong  growth,  full  employment,  a  bal- 
anced budget,  and  record  asset  prices. 

Japan  can't  manage  to  take  off  into  sus- 
tained growth.  The  budget  deficit  is  huge  and 
getting  worse.  Falling  asset  prices  threaten 
bankruptcy  throughout  the  financial  system, 
from  banks  to  insurance  companies.  The  only 
growth  is  from  an  overly  depreciated  yen,  as 
Japanese  goods  flood  the  U.  S.  market,  hurting 
the  rest  of  Asia.  Undoubtedly,  this  is  cheeiful 
news  to  Representative  Richard  A.  Gephardt 
(D-Mo.).  There  is  nothing  better  for  a  pro- 
tectionist would-be  Presidential  candidate  than 
the  deluge  of  imports  starting  to  arrive. 

Japan  must  urgently  do  three  things.  It 
must  clean  up  its  banks  completely  so  that 
they  can  start  lending  rather  than  hiding 
their  losses.  The  government's  new  package 
does  not  even  begin  to  solve  the  problems  at 
the  banks,  which  hold  bad  loans  adding  up  to 


nearly  15%  of  gross  domestic  product, 
country  must  also  introduce  a  major  tax  cu 
amounting  to  at  least  2%  of  gdp — to  spar 
consumer  spending.  The  $15  billion  in  1 
cuts  proposed  by  Prime  Minister  Ryutai 
Hashimoto  is  much  too  small  to  boost  ite 
economy.  Finally,  to  pay  for  all  of  this,  Jap 
must  deregulate  dramatically.  This  will  i- 
crease  economic  activity,  create  jobs,  and  gv 
erate  the  growth  that  will  then  provide  tie 
revenues  to  balance  the  budget. 

Japan's  bureaucrats  are  still  mismanagia; 
the  world's  second-largest  economy.  Disdaind 
of  common  sense  and  market  economics,  thy 
hiked  taxes,  only  to  find  that  the  econory 
fell  like  a  rock.  A  recession  will  result,  aS 
will  more  likely  be  deeper  than  the  prevics 
three.  In  fact,  the  1990s  look  increasingly  lie 
a  single  long  recession  briefly  interrupted 
aborted  recoveries.  Unless  the  tight  fisij 
policies  are  set  aside,  the  economy  will  d 
down,  taking  the  budget  with  it. 

Much  the  same  goes  for  the  effort  to  clei 
up  the  banks.  The  Japanese  bank  cleanups 
politicized,  as  it  was  in  the  U.  S.  Populisj 
hate  the  banks  and  conveniently  forget  tht 
banks  are  a  necessary  part  of  the  econom 
The  more  prosperous  they  are,  the  more  thr 
lend.  Bank  cleanups  are  costly,  but  there  is  l] 
tie  choice.  Without  lending,  there's  no  growlt 
Tokyo  must  bite  the  bullet  and  override  t| 
voters  with  some  blunt  truth  about  past  rm 
management  and  current  risks. 

Deregulation  is  the  third  step  Japan  mu; 
take  to  get  its  economy  going.  It  has  be«) 
promised  forever  yet  remains  stalled.  Bl 
cause  of  restrictions  to  entry  and  a  high  cof 
of  doing  business,  Japan's  economy  has  tj 
few  people  paying  taxes.  The  nation  despej 
ately  needs  a  Reagan-Thatcher  revolution. 

Japan  is  the  weakest  link  in  the  wor 
economy.  It  is  rich  beyond  belief,  misma 
aged  like  no  other  place,  stuck  in  a  slump,  ai 
sinking  fast.  Without  a  vigorous  economic  e 
pansion,  Japan's  fiscal  problems  cannot  1 
solved,  the  Asian  financial  crisis  cannot  g 
better,  and  the  open  world  trading  syste 
cannot  operate  smoothly.  The  U.  S.  shou 
not  and  cannot  bail  out  a  rich  trading  partn< 
that  can't  get  its  act  together. 

Hashimoto  has  said,  characteristically:  "W 
are  different  from  the  Asian  economies.  M 
are  rich."  True,  but  it  seems  increasingly  th: 
Japan  would  rather  take  its  wealth  to  tl 
grave  than  do  what  is  necessary  to  change. 
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BY  GENE  KORETZ 

WHAT'S  MOVING 
TODAY'S  ECONOMY? 

Computer  production  explains  a  lot 

To  a  large  extent,  arguments  that 
the  U.  S.  has  entered  a  new  era  of 
noninflationary  robust  growth  have  re- 
lied on  the  idea  that  the  computer  rev- 
olution is  somehow  transforming  the 
economy  the  way  earlier  technological 
breakthroughs  did.  Economist  L.  Doug- 
las Lee  of  HSBC  Washington  Analysis 
points  out,  however,  that  it  is  not  the 
widespread  use  of  computers,  but  rather 
the  rising  output  of  computer  makers 
themselves  that  has  produced  much  of 
the  economy's  recent  spate  of  fast-paced 
inflation-free  growth. 

The  chart  underscores  the  story.  In 
recent  years,  computer  production  and 


HOW  COMPUTERS  HAVE 
BOOSTED  U.S.  GROWTH 
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consumption  alone  have  added  about  1  to 
1.5  percentage  points  to  economic 
growth.  As  Lee  notes,  though,  that's  not 
because  spending  on  computers  has  out- 
paced other  outlays.  Rather,  it's  mainly 
because  computers  are  being  sold  with 
more  power  and  features,  which  statisti- 
cians measuring  gross  domestic  product 
translate  into  falling  prices  and  more 
computer  output . 

The  critical  point,  says  Lee,  is  that 
the  technological  advances  being  embed- 
ded in  computers  add  to  gdp  but  place 
no  extra  strains  on  productive  capacity. 
The  same  people,  factories,  and  raw  ma- 
terials can  be  used  to  produce  each  new 
generation  of  computers.  So  those  who 
want  to  calculate  whether  the  economy  is 
surpassing  its  inflationary  speed  limit 
would  do  well  to  separate  the  contribu- 
tion of  the  computer  sector  from  the  rest 
of  the  economy. 

Such  an  exercise  is  revealing.  Lee 
finds  that  much  of  the  recent  surge  in 
industrial  productivity  is  related  to  the 


technologically  enhanced  output  of  com- 
puter industry  workers.  More  impor- 
tant, subtracting  the  impact  of  falling 
computer  prices  from  national  output, 
he  finds  that  the  economy  has  grown 
at  a  2%  to  2.5%  annual  pace  in  recent 
years — close  to,  but  not  above,  its  long-, 
term  trend. 

From  this  perspective,  the  lesson  for 
market  observers  and  monetary  policy- 
makers is  clear:  As  long  as  the  econo- 
my's high  growth  rates  are  tied  directly 
to  the  computer  sector  itself,  says  Lee, 
the  Federal  Reserve  should  temper  any 
inclination  to  step  down  hard  on  the 
monetary  brakes. 


GIVING  DENTISTS 
A  CHECK-UP 

Tight  laws  don't  benefit  patients 

Does  rigorous  occupational  licensing 
of  professionals — doctors,  dentists, 
lawyers,  and  the  like — promote  consumer 
welfare?  Economists  are  of  two  minds 
on  the  question.  Some,  like  Milton  Fried- 
man, are  concerned  that  restrictive 
licensing  reduces  the  supply  of  practi- 
tioners, thereby  raising  the  price  of  ser- 
vices and  hurting  consumers.  Others 
stress  that  licensing  assures  consumers 
higher-quality  services  by  preventing  in- 
ept and  poorly  trained  practitioners  from 
entering  the  market. 

A  new  National  Bureau  of  Economic 
Research  study  by  Moms  Kleiner  and 
Robert  Kudrie  doesn't  resolve  the  issue, 
but  it  does  suggest  that  licensing  laws 
don't  always  deliver  their  vaunted  bene- 
fits. The  two  researchers  rated  states 
according  to  the  toughness  of  their  li- 
censing laws  for  dentists  by  two  criteria: 
the  pass  rate  on  licensing  exams  and  the 
willingness  of  licensing  boards  to  recog- 
nize the  credentials  of  dentists  licensed 
by  other  states.  They  then  compared  the 
dental  health  of  a  sample  of  new  U.  S. 
Ah-  Force  recruits  with  the  states  where 
they  had  lived. 

The  results  indicated  that  restrictive 
licensing  had  no  beneficial  effect  on  the 
recruits'  dental  health,  which  was  as 
good  among  those  from  states  with  loos- 
er regulation  as  among  those  from 
states  with  the  tightest  rales.  Restric- 
tive licensing,  however,  did  have  a  sig- 
nificant impact  on  the  welfare  of  den- 
tists. Other  things  being  equal,  the 
researchers  found  that  dental  fees  were 
14%  to  16%  higher  and  dentist  incomes 
109?  higher  in  the  states  with  the  tough- 
est licensing  laws  than  in  states  with 
the  least-strict  regulations. 


RISKY  TRADING 
IN  CURRENCIES  > 

Those  big  players  aren't  so  smart' 

To  say  that  the  trading  volume  jj 
the  world's  foreign  exchange  mil 
kets  boggles  the  imagination  is  an  if 
derstatement.  When  the  Bank  for 
ternational  Settlements  last  measurl 
the  flow  two  years  ago,  it  had  alreaj 
surpassed  $1.5  trillion  a  day — equiJ 
lent  to  30%  of  the  total  annual  value! 
goods  traded  around  the  world. 

Because  currency  trading  is  accofl 
panied  by  huge  price  swings  and  is  I 
ten  speculative  in  nature,  some  ecoil 
mists  have  charged  that  it  | 
often  inefficient — distorting  the  sign* 
that  exchange  markets  give  for  lorj 
range  investment  and  trade.  This  chl 
lenges  the  conventional  view  that  prj 
it-minded  traders  provide  vital  liquid 
to  the  market  that  improves  its  e 
eiency  and  dampens  volatility. 

In  a  pathbreaking  study,  Harvard  U| 
versity  economists  Shang-Jin  Wei  al 
Jungshik  Kim  throw  new  light  on  tJ 
issue  by  analyzing  Treasury  Dept.  dJ 
on  the  trading  actions  of  36  large  U.  I 
based  banks  and  financial  institutions  tli 
were  major  currency  traders  from  1SJ 
through  1996.  Rather  than  reducil 
volatility,  they  found  that  heighten! 
trading  activity  by  these  big  playtj 
was  actually  asso- 


THE  HUGE  SIZE  OF 
CURRENCY  TRADIN 


dated  with  greater 
exchange  rate 
swings — a  finding 
that  held  up  not 
only  for  trading 
in  options  (which 
tend  to  be  the 
most  speculative 
trading  instru- 
ment), but  for  po- 
sitions in  spot,  for- 
ward, and  futures 
markets  as  well. 

What's  more, 
the  researchers 
found  that  on  bal- 
ance the  big  players  tended  to  lose  md 
ey  via  their  trading  activities.  As! 
group,  says  Wei,  "they  exhibited  no  stJ 
cial  ability  to  forecast  the  direction 
exchange  rate  movements,  let  alo 
their  size." 

In  sum,  the  results  suggest  that  t 
big  currency  players  trade  on  "nois 
rather  than  economic  fundamentals 
a  result,  they  tend  to  boost  mart 
volatility  rather  than  dampen  it — a 
often  lose  money  in  the  process. 
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HE  FIZZ  WON'T  FIZZLE 
NYTIME  SOON 

msumers  will  help  to  offset  the  drag  from  foreign  trade 


us.  ECONOMY 


AIRCRAFT  LIFTS 
NOVEMBER  ORDERS 
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The  economy  finished  1997 
with  more  fizz  than  a  flute  of 
rier  Jouet.  But  even  New  Year's  Eve  champagne 
ntually  flattens.  And  the  question  facing  the  outlook 
low  soon  in  1998  will  the  economy's  effervescence 
e. 

lot  through  the  winter,  and  maybe  not  even  in  the 
ing.  The  latest  data  show  that  the  economy  started 
first  quarter  with  enough  momentum  to  keep  bar- 
ng  along.  Consumer  fundamentals  remain  remark- 
I  strong,  and  factories  continue  to  fill  their  order 
ks  amid  sparkling  domestic  demand  (chart),  even  as 
y  brace  for  the  fallout  from  Asia. 

On  the  downside  will  be  the 
foreign  sector.  Trade  probably 
gave  a  lift  to  growth  in  the 
fourth  quarter,  but  it  likely 
will  be  a  big  drag  on  real 
gross  domestic  product  in  the 
first  quarter.  That  will  have 
as  much  to  do  with  seasonal 
factors  as  it  does  with  curren- 
cy gyrations  and  financial 
chaos  along  the  Pacific  Rim. 
In  addition,  the  disinflationary 
ids  expected  from  imports  mean  that  price  increas- 
m\\  remain  paltry  in  the  first  half  of  the  year. 

BBLY  CONSUMERS  are  the  sector  that  will  give 
economy  its  zip  well  into  the  New  Year.  Households 
clearly  in  the  best  financial  shape  they  have  been  in 
rs,  so  consumers  are  unlikely  to  cut  back  on  pur- 
ses in  coming  months,  especially  as  they  take  ad- 
itage  of  post-holiday  sales. 

tetailers  saw  only  good,  not  great,  holiday  receipts, 
you  can't  judge  the  strength  of  consumer  spending 
ed  on  the  December  reports  from  retailers.  That's 
ause  gift-giving  is  increasingly  slanted  toward  ser- 
;s,  such  as  vacations  or  trips  to  the  spa.  Also,  online 
pping  via  the  Internet  exploded  in  1997,  and  mail- 
er business  is  booming.  These  purchases  don't  al- 
ys  show  up  in  the  traditional  retail  data, 
n  addition,  consumers  are  buying  more  goods 
oughout  the  year  and  less  during  the  holiday  sea- 
g  That  pattern  shows  up  in  the  government's  sea- 
al  factor  that  the  Commerce  Dept.  uses  to  adjust 
cember  buying  at  department  stores.  That  factor 
i  declined  sharply  during  the  past  decade,  implying 
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ANOTHER  BIG  GAIN 
IN  INCOME 


that  consumers  are  making  fewer  purchases  during 
the  holidays. 

Consumer  spending  during  the  fourth  quarter  looks 
solid.  Real  outlays  for  goods  and  services,  adjusted  for 
inflation,  rose  0.3%  in  both  October  and  November, 
suggesting  that  real  spending  for  the  quarter  will  in- 
crease at  an  annual  rate  in  the  neighborhood  of  2.5%. 
Real  service  outlays  are  set  to  rise  at  a  4%  clip. 

Two  key  factors  underlie  consumers'  bright  prospects: 
strong  labor  markets  and  falling  interest  rates.  In- 
deed, the  Conference  Board's  index  of  help-wanted  ad- 
vertising, culled  from  newspaper  ads  around  the  coun- 
try, jumped  from  87  in  October  to  92  in  November,  the 
highest  reading  since  early  1990. 

Reflecting  the  robust  job 
markets,  real  aftertax  incomes 
surged  0.6%  in  November,  the 
largest  increase  in  a  year  and 
a  half.  For  the  quarter,  real 
income  is  set  to  rise  at  an  an- 
nual rate  of  greater  than  4% 
(chart).  Last  year  was  stellar 
for  income  growth,  with  real 
earnings  rising  about  3.5%, 
which  explains  why  consumer 
spending  increased  so  strongly. 

Also,  in  late  December,  30-year  fixed  mortgage  rates 
dropped  below  7%  for  the  first  time  in  two  years,  a 
psychological  barrier  that  is  sure  to  spur  increased  re- 
financing activity  that  will  put  more  money  in  people's 
pockets  in  the  new  year. 

INCREASED  DEMAND  from  consumers  will  combine 
with  steady  gains  in  business  investment  to  continue  to 
power  the  factory  sector.  New  orders  for  durable  goods 
increased  an  unexpectedly  large  4.8%  in  November. 
Almost  all  of  the  advance  was  in  aircraft.  Excluding 
planes,  new  bookings  slipped  0.5%. 

Moreover,  because  inventories  are  so  lean,  factories 
are  taking  longer  to  fill  these  orders.  Shipments  fell 
0.4%  in  November,  while  the  backlog  of  unfilled  book- 
ings rose  2.4%.  Even  excluding  aircraft,  unfilled  or- 
ders increased  for  the  fifth  consecutive  month. 

So  far  in  the  fourth  quarter,  total  new  orders  are 
growing  at  a  13.3%  annual  rate,  while  the  backlog  is  up 
at  an  8.8%  pace.  To  be  sure,  cutbacks  in  Asian  de- 
mand soon  will  start  to  show  up  in  the  order  data. 
But  with  U.  S.  consumers  flying  high  and  Europe  show- 
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ing  more  strength,  overall  order's  may  not  suffer  too 
much.  And  a  high  level  of  demand  means  the  industri- 
al sector  will  keep  ramping  up  production  in  the  first 
quarter,  leading  to  further  gains  in  payrolls,  which  will 
add  more  fuel  to  consumer  incomes. 

A  SIGNIFICANT  CHUNK  of  this  increased  cash  will  be 
spent  on  imports,  which  already  account  for  a  record 
31%  of  all  nonoil  goods  bought  in  the  U.  S.  That's  es- 
pecially likely  since  producers  in  Southeast  Asia  will  be 
slashing  their  prices  to  export  their  way  to  recovery.  In 
fact,  foreign  trade's  subtraction  from  GDP  growth  could 
be  substantial  in  the  first  half. 

That  drag  would  follow  some  trade  improvement  in 
the  fourth  quarter.  The  trade  deficit  for  all  goods  and 
services  narrowed  sharply  in  October,  to  $9.7  billion, 
from  $11.2  billion  in  September.  Exports  jumped  2.4%, 
to  a  record  $80  billion,  while  imports  were  up  only 
0.4%.  After  adjusting  for  price  changes,  real  merchan- 
dise exports  increased  21.4%  from  a  year  earlier.  That's 
pretty  impressive,  but  real  imports  of  goods  were  up 
23.7%-  over  the  same  time  period  (chart). 

Looking  ahead,  this  gap  in  growth  between  imports 
and  exports  will  widen.  And  so  will  the  trade  deficit. 
Part  of  the  reason  is  statistical.  The  seasonal  factors 
used  by  the  Commerce  Dept.  to  calculate  the  net  ex- 
ports section  of  gdp  expect  little  drop-off  in  goods  ex- 
ports between  the  fourth  and  first  quarters,  even 


ITALY 


IMPORTS  ARE  SET 
TO  OUTPACE  EXPORT 

°       REAL  MERCHANDISE 


though  export  growth  always  slows  in  the  winter.  A 
result,  even  the  seasonally  adjusted  data  overstate  jl 
slowdown  in  export  growth.  That  statistical  quirk  I 
resulted  in  a  widening  of  the  trade  deficit  every  $ 
quarter  of  this  expansion.  This  year,  of  course,  the  i 
will  also  erode  because  of  the  inflow  of  Asian  impcjt 

Just  as  in  1997,  though,  im- 
ported goods  will  act  as  a 
safety  valve  for  the  overtaxed 
production  capacity  in  the 
U.  S.  The  merchandise  from 
Asia  also  will  offset  any  price 
pressures  building  in  the  do- 
mestic economy,  especially  in 
the  service  sector.  Already,  the 
drop  in  imports  has  kept  over- 
all goods  inflation  to  near  zero 
in  1997.  The  prices  of  nonoil 
imported  goods  have  fallen  in  10  of  the  first  11  moid 
of  1997.  In  November,  they  slipped  0.1%  and  stt 
2.3%  below  their  level  of  a  year  earlier. 

Low  inflation  means  that  consumers  will  contii 
to  enjoy  better  buying  power.  At  the  same  time,  \ 
need  to  pump  up  output  to  meet  a  growing  backlo; 
orders  means  that  businesses  will  hire  additional  wl 
ers,  leading  to  even  more  income  gains.  And  inf 
probability,  improving  finances  will  supply  the  cartic 
ation  that  keeps  this  economy  bubbling  into  spring 


OCT. '96  0CT.'!i 
l  PERCENT  CHANGE  FROM  A  YEAR  At 

DATA  COMMERCE  DEPT.,  BUSINESS  WE  : 


OUT  OF  THE  RED  AND  IN  THE  PINK 


Amid  remarkable  progress  on 
inflation  and  fiscal  reform, 
Italy  heads  into  1998  with  bright 
prospects  for  economic  growth  and 
its  first-round  entry  into  a  single- 
currency  Europe  all  but  certain. 
Continued  wrangling 
over  welfare  reform  is 
a  potential  stumbling 
block  in  the  new  year, 
but  Italy  appears  to  be 
on  its  way  to  a  lasting 
recovery. 

The  growth  speedup 
began  in  the  second 
quarter  of  1997,  but  the 
pace  has  been  exagger- 
ated by  government  in- 
centives to  spur  auto  sales.  Third- 
quarter  real  gross  domestic 
product  grew  1.9%  from  a  year 
ago,  and  given  the  jump  in  October 
industrial  production,  fourth-quar- 
ter gdp  should  reach  2%  (chart). 


THE  PACE  OF  OUTPUT 
IS  SPEEDING  UP 


ITALIAN  INDUSTRIAL 
PRODUCTION 
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Although  growth  is  expected  to 
ease  back  in  the  first  half  of  1998, 
as  the  auto-led  boom  wanes,  sever- 
al key  factors  will  fuel  continued 
growth.  First,  short-term  interest 
rates  have  fallen  5  percentage 

points  in  the  past  two 
years,  reflecting  infla- 
tion's drop  from  6%  to 
1.6%  in  November. 
Further  cuts  in  official 
rates  are  expected  af- 
ter passage  of  the  1998 
budget  by  yearend 
1997,  as  Italy  aligns  its 
rates  with  those  across 
Europe  prior  to  mone- 
tary union.  Official 
rates  are  expected  to  drop  from 
6.25%  currently  to  4.5%  or  less  dur- 
ing the  first  half,  supplying  a  big 
boost  to  domestic  demand. 

Also,  while  Italy's  fiscal  policy 
will  stay  tighter  than  that  of  Eu- 


rope generally,  the  severe  drag  o 
recent  years  will  have  lifted.  Mor 
over,  trade  is  a  plus,  since  Italy  i 
one  of  the  European  economies 
least  exposed  to  the  Asian  crisis, 
based  on  an  analysis  by  J.  P.  Mor 
gan  &  Co.  The  lira  should  remair 
stable,  and  the  downdraft  from  it 
steep  appreciation  in  1995  and  19£ 
is  fading. 

Even  with  growth  set  to  pick 
up,  inflation  in  1998  should  remai 
within  the  Bank  of  Italy's  2%  tar 
get,  especially  with  joblessness  e: 
pected  to  remain  above  12%,  and 
with  wage  growth  set  to  slow.  B< 
cause  1997  inflation  came  in  less 
than  the  government's  target,  coi 
tractual  wage  adjustments  for  19 
will  adjust  downward,  reflecting 
the  undershoot,  from  about  4%  ir 
1997.  Slower  wage  growth  also  w 
help  the  1998  budget  deficit  to  di 
below  3%  of  gdp. 
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The  Web  Power  Curve. 
You're  either  on  it. 
Or  you're  out  of  it. 


The  #1  Web  hosting  provider  for 
Fortune's  top  1000  companies 
will  show  you  the  way 
to  the  top. 


Internet  commerce. 
Transforms  the  process 
of  business:  buying,  selling, 
and  information  flow. 


internet 
commerce 


Virtual  organization. 
Intranet  and  Extranet  use  permits 
interactive  customer  service  and 
organizational  collaboration. 


virtual  organization 


Information  exchange. 

Your  Web  site  lets  the  world  access 

all  that  you  have  to  offer. 


information 
exchange 


OMPAd 


vw.compaq.com/isp 


For  unparalleled  expertise,  America's  most  suc- 
cessful companies  have  Chosen  GTE  INTERNETWORKING 
as  their  preferred  Web  hosting  provider.  GTE  has  chosen 
Compaq  ProLiant™  servers  to  deliver  outstanding  perfor- 
mance, reliability  and  manageability  required  to  support 
its  customers'  NT-based,  mission-critical  Web  sites. 

We  are  the  engineers  of  opportunity  at  the  heart  of 
Internet  commerce  projected  to  grow  from  $8  billion 
now  to  $327  billion  by  2002,  on  an  Internet  that  will  mul- 
tiply by  100  times.  Our  commitment  is  to  help  get  you  on, 
stay  on  and  move  up  the  Web  power  curve. 

GTE  INTERNETWORKING  serves  this  challenging 
future  with  proven  performance,  technological  finesse, 
and  a  gift  for  innovation.  Because  it  includes  BBN  (birth- 
place of  the  Internet),  Compaq  ProLiant  server  hardware, 
and  GTE's  global  communications  infrastructure.  This 
breadth  of  experience,  products,  and  flexibility  is  unique. 

ess  Value 

We  alone  have  the  full  capacity  to  guide  any  com- 
pany through  its  own  evolutionary  stages  of  doing  busi- 
ness -  from  simple  information  exchange  to  e-commerce 
transactions. 

In  fact, Forrester  Research 
gives  us  their  highest  perfor- 
mance "Best  Bet"  rating.  To  let 
us  help  you  shape  your  future, 
call  800  472-4565  or  visit  us  at 

www.internetworking.gte.com  internetworking 
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IT'S  THE  BEST 

OF  TIMES-OR  IS  IT? 


Despite  a  robust 
economy,  plenty 
of  companies 
plan  to  downsize 

■  t  seems  incredible.  The  U.  S.  econo- 
I  my  is  chugging  away  vigorously  in 
I  the  seventh  year  of  an  economic  ex- 
I  pansion.  U.  S.  stock  markets  are 
near  all-time  highs,  corporate  profits 
are  strong,  and  the  unemployment  rate 
is  the  lowest  in  two  decades.  Yet  the 
Christmas  season — and  the  entire 
fourth  quarter,  for  that  matter — was 
marked  by  a  wave  of  layoffs  that  will 
affect  tens  of  thousands  of  workers. 
And  many  of  the  cuts  are  coming  at 
companies  that  are  still  racking  up 
strong  earnings. 

What's  going  on?  Global  competition 
has  made  it  impossible  for  companies  to 
raise  prices  and  forced  some  to  cut 
them.  A  strong  U.S.  dollar  only  makes 
the  situation  more  difficult.  So  if  earn- 
ings are  to  be  maintained  and  im- 
proved, corporations  have  one  alterna- 
tive: cut  costs.  And  that  usually  means 
putting  employees  out  of  work — albeit 


in  an  extremely  healthy  job  market. 

Consider  General  Electric  Co.  To  get 
his  sprawling  company  ready  to  com- 
pete in  a  deflationary  economic  envi- 
ronment, late  last  year  Chairman  and 
Chief  Executive  John  F.  Welch  set  in 
motion  plans  for  a  nearly  $2  billion 
across-the-company  restructuring,  even 
though  all  ge's  divisions  were  achieving 
double-digit  returns. 

Where  Welch  goes,  other  ceos  fol- 
low. "If  ge  is  doing  it,  it's  got  to  be  a 
harbinger,"  says  Gail  D.  Fosler,  chief 
economist  at  the  Conference  Board.  Al- 
though she  remains  bullish  on  the 
economy,  Fosler  predicts  that  there 
will  be  lots  of  downsizings  and  re- 
structurings ahead.  "1998  is  going  to 
be  like  a  day  when  it  rains  but  the 
sun's  out,"  she  says.  "We  are  going 
to  see  layoffs  and  pretty  good  eco- 
nomic growth  at  the  same  time." 
ASIAN  BACKLASH.  With  the  crisis  in 
Asian  economies,  forecasters  are  par- 
ing earlier  predictions  of  U.  S.  eco- 
nomic growth  by  as  much  as  half  a 
percentage  point.  That  only  increases 
the  prospects  for  more  consolidations, 
more  downsizings,  and  other  cost-cut- 
ting moves.  Companies  are  already 
falling  short  of  earnings  estimates — 
many  citing  the  Asian  meltdown  and 
the  effect  of  the  strong  dollar  on  over- 
seas sales  and  profits.  Overall,  1998 
profits  are  expected  to  grow  5%  at 
best — half  of  the  1997  growth  rate 
and  one-third  of  1996  earnings  growth. 
One  Salomon  Brothers  Inc.  an- 


Laid-off  workers  can  take  comfort  i 
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st  puts  1998  earnings  growth  at  clos- 
to  2%.  "It  seems  as  though  the  con- 
•n  about  earnings  is  becoming  much 
ire  across-the-board,"  says  Cynthia 
tta,  principal  U.  S.  economist  at  Stan- 
rd  &  Poor's  dri.  "The  economy  is 
ich  more  competitive  than  in  the 
st,  so  problems  are  going  to  be  felt 
tt  much  sooner." 

Throughout  the  economy,  companies 
!  undertaking  massive  restructurings 
try  to  address  problems  sooner 
her  than  later.  Some  are  the  result  of 
;  mergers,  such  as  First  Union 
rp.'s    $16.5    billion    takeover  of 


CoreStates  Financial  Corp.  Some  aim  to 
turn  around  companies  that  haven't 
thrived  in  the  recent  boom.  To  become 
more  competitive  with  Fuji  Photo  Film 
Co.  and  other  rivals,  Eastman  Kodak 
Co.  will  be  laying  off  16,600  employ- 
ees. Levi  Strauss  &  Co.,  also  losing 
ground  in  its  markets,  will  downsize  by 
6,400.  Citing  high  costs  in  the  U.  S., 
Fruit  of  the  Loom  Inc.  said  in  Novem- 
ber that  it  will  cut  2,900  jobs,  or  17%  of 
its  domestic  workforce,  as  it  moves  pro- 
duction to  Mexico. 

One  of  the  most  surprising  cuts  is 
coming  at  Boeing  Co.  On  Dec.  16,  the 
Seattle-based  aircraft  giant  announced 
that  it  would  cut  its  payroll  by  12,000  in 
the  second  half  of  1998.  That's  despite  a 
record  backlog  and  a  hiring  binge 
last  year  that  brought  in  41,000 
workers.  Boeing  executives  say 
they  hope  to  achieve  most  of  the 
downsizing  through  attrition  but 
will  resort  to  layoffs  if  necessary. 
COLD  JANUARY.  In  Motown,  where  the 
Big  Three  approach  record  profits,  Gen- 
eral Motors  Corp.  is  embarking  on  a 
$2  billion-plus  restructuring,  still  try- 
ing to  downsize  to  match  its  declining 
market  share  and  improve  productivity. 
The  massive  charge  includes  the  clos- 
ing of  the  large  Buick  City  assembly 
plant  in  Flint,  Mich.,  the  reduction  of 
the  workforce  by  1,900  at  its  Opel  Bel- 
gium operations,  and  the  sale  of 
dozens  of  Delphi  auto-components 
plants.  Eventually  the  com- 
pany hopes  to  reduce  its 
workforce  by  more  than 
40,000  workers  by  the  mid- 
dle of  the  next  decade. 

"They're  leapfrogging 
each  other,"  says  John  Chal- 
lenger, executive  vice-presi- 
dent of  the  outplacement 
Challenger,  Gray  & 
Christmas  Inc.,  of 
the  cross-country 
tit-for-tat.  "And 
they     won't  be 
alone.  January  is 
|     traditionally  the 
worst  month 
for  layoffs." 

That's  when 
AT&T's  new 
CEO,  Michael 
C.  Armstrong, 
will  announce  his 
restructuring  plans.  In  December,  he 
made  a  deal  to  sell  off  AT&T's  Jack- 
sonville (Fla.)-based  Universal  Card 


COMPANIES  KEPT 
DOWNSIZING  IN  1997... 
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DATA.  CHALLENGER,  GRAY  &  CHRISTMAS  INC 

Services  unit  to  Citicorp.  In  addition, 
he's  expected  to  eliminate  positions  at 
headquarters  and  at  the  long-distance 
business — as  many  as  5,000  jobs. 

The  Universal  Card  sale  is  also  ex- 
pected to  result  in  layoffs.  And  that 
has  folks  in  Jacksonville  spooked.  The 
town  has  seen  Bamett  Banks  Inc.  swal- 
lowed up  by  NationsBank  Corp.  and 
National  Australian  Bank  buy  local 
mortgage  company  HomeSide  Inc.  Ul- 
timately the  deals  will  result  in  lost 
jobs  in  Jacksonville.  Loreen  Wiggins, 
an  employee  in  Universal  Card's  col- 
lection department,  and  her  husband, 
George,  are  nervous.  They  didn't  ex- 
change Christmas  presents  and  for  now, 
she  says,  "we're  putting  off  plans  of 
starting  a  family." 

The  biggest  job  losses  are  likely  to 
come  in  industries  such  as  banking  that 
are  undergoing  the  fundamental 
changes.  Bank  holding  companies  are 
buying  regional  banks  to  offer  inter- 
state banking  and  a  new  range  of  fi- 
nancial services.  As  prices  have  spi- 
raled  upward,  management  has  had  to 
effect  deeper  post-merger  cuts  to  make 


!  unemployment  rate  expected  to  remain  under  5% 
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their  deals  pay  off.  In  the  wake  of  its 
purchase  of  CoreStates,  analyst  Claire 
M.  Percarpio  of  Janney  Montgomery 
Scott  Inc.  says  First  Union  may  elimi- 
nate up  to  5,500  of  18,000  jobs." 

Now,  analysts  are  wondering  if  Wall 
Street  will  be  the  next  sector  to  start 
downsizing.  At  287,000,  Wall  Street  em- 
ployment has  surpassed  the  peak  set 
in  1987.  The  mergers  of  Morgan  Stanley 
&  Co.  with  Dean  Witter,  Discover  & 
Co.  and  of  Travelers  Group  Inc.  with 
Smith  Barney  Inc.  should  take  a  bite 
out  of  that  record. 

The  Asia  crisis  could  lead  to  more 
layoffs  on  the  Street  as  well.  "We've 
seen  many  of  the  investment  firms 
ramping  up,  especially  for  the  Asian 
markets,"  says  Michael  Flanagan,  own- 
er of  Financial  Service  Analytics.  "Now 
we're  going  to  see  employment  declines 
from  ongoing  consolidation." 

Another  pattern  to  watch  for  is  re- 
vamping overseas  operations.  "There's  a 
lot  of  talk  about  growth,  but  not  very 
much  successful  action,  so  they're  look- 
ing at  the  cost  side,"  says  Patrick  M. 
Byrne,  managing  director  of  consultants 
A.  T.  Kearney  Inc.  That's  why,  for  ex- 
ample, both  Philip  Morris  Cos.  and  fur 
Nabisco  Inc.  have  announced  plans  to 
cut  jobs  internationally.  FUR  is  cutting 
its  tobacco  business  to  become  more 
cost-competitive,  while  Philip  Morris  is 
trimming  from  its  international  food 
business. 

Back  in  the  U.  S.,  at  least,  downsized 
employees  can  take  comfort  in  the  robust 
job  market.  Economists  and  employment 
experts  expect  the  unemployment  rate  to 
remain  relatively  stable  at  less  than  5% 
for  the  next  year.  They  also  point  out 
that  companies  getting  rid  of  one  type  of 
worker  often  are  hiring  others  simulta- 
neously. "It  may  look  like  downsizing, 
when  in  fact  what  they're  doing  is  ro- 
tating people  to  what  is  needed,"  says 
Mitchell  S.  Fromstein,  chairman  and  ceo 
of  Manpower  Inc. 

That's  small  comfort  to  Jacksonville 
Mayor  John  A.  Delaney.  "When  I  look 
at  the  numbers,  I  say,  'This  is  going  to 
be  O.K.,'"  he  says.  "But  when  I  walk 
through  the  grocery  store  and  see  wor- 
ried people,  you  can't  help  but  think 
of  the  human  level."  The  mayor  of 
Rochester,  N.  Y. — home  of  Kodak — is 
equally  bitter:  "It  was  like  the  layoffs 
were  almost  a  footnote  to  their  re- 
structuring charges,"  grouses  William 
A.  Johnson  Jr.  Indeed,  layoffs  and  re- 
structurings have  become  standard 
operating  procedure — in  good  times 
and  bad. 

By  David  Greising  in  Atlanta,  with 
bu  reau  reports 
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HAVE  I  GOT 

It's  an  election  year,  and 
that  means  a  torrent  of 
promises  is  on  the  way 
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BIG  SPENDERS 


"Nobody  is  talking 
about  the  safety  net," 
gripes  a  House  liberal 


Thanks  to  a  surprisingly  stro| 
economy,  tax  dollars  are  rollif 
into  Washington  and  into  stgfe 
coffers  at  stunning,  surplus-pa 
ducing  rates.  So  are  politicians  thinki* 
about  paying  down  debt?  Of  course  nl 
This  is  an  election  year.  And  politicias 
have  a  more  appealing  thought:  Ct 
taxes.  Governors  from  Connecticus 
John  G.  Rowland  to  California's  P«| 
Wilson  are  working  on  legislation  to  1 
turn  most  of  the  booty — a  total  tit 
could  top  $24  billion  in  fiscal  1998-1 
taxpayers. 

In  Washington,  where  a  surplus  n 
the  coming  year  is  still  more  hope  tha 
reality,  Hill  Republicans  already  ajp 
fighting  among  themselves  over  jit 
which  taxes  to  trim.  House  Speakr 
Newt  Gingrich  (R-Ga.)  is  claiming  tit 
a  small  surplus  already  exists  if  yu 
calculate  the  year  from  November  o 
November.  Clintonites,  while  cautid- 
ing  that  the  surplus  is  still  theore- 
cal,  are  mulling  their  own  electic- 
year  cuts.  "Nobody  is  talking  abc;t 
the  safety  net,"  laments  one  Hoie 
liberal.  "Everybody  is  talking  abcit 
reducing  taxes." 

"TOUGH  CHOICES."  It's  too  soon  1 
anybody  to  start  parceling  out  a  ftf- 
eral  surplus  in  the  form  of  tax  cik 
or  new  programs.  While  some  priv^B 
economists  foresee  $40  billion  in  bk£ 
ink  this  year,  the  government  is  si 
expected  to  forecast  a  $20  billion  defiil 
for  fiscal  1998. 

cop  lawmakers  are  not  letting  si 
numbers  stand  in  their  way.  At  mil 
mum,  they  expect  to  push  through . 
least  a  five-year  tax  cut  of  $25  billior- 
a  tenth  the  size  of  the  cut  enacted  l;(t 
summer.  The  OOP's  top  priority  will  « 
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ing  the  so-called  marriage  penalty, 
lay,  married  couples  often  pay  high- 
taxes  than  singles  earning  the  same 
ome.  But  eliminating  the  penalty 
aid  cost  up  to  $30  billion  a  year.  A 
re  likely  solution  is  a  modest  deduc- 
i  for  couples.  The  political  downside: 
entment  from  single-earner  families. 
fs  Gillian  Spooner,  partner  at  ac- 
intants  kpmg  Peat  Marwick:  "This 

1  require  some  tough  choices." 
louse  Ways  &  Means 
airman  Bill  Archer  (R- 
c.)  is  more  focused  on 
)-investment  breaks. 

2  '97  tax  bill  set  three 


up  to  $270,000  at  the  expense  of  those 
making  even  more. 

Not  to  be  outdone,  Clinton  is  mulling 
a  five-year,  $25  billion  package  of  breaks 
aimed  at  everything  from  child  care  to 
stimulating  the  use  of  nonpolluting  en- 
ergy. He  is  hoping  that  such  targeted 
cuts  will  give  congressional  Democrats 
ammunition  for  then-  '98  reelection  bids. 
But  instead  of  unbalancing  the  budget, 
Clinton  would  pay  for  the  package  by 


Some  Ideas  for  1998  Tax  Cuts 


rates  for  capital  gains: 
i%  for  short-term 


MARRIAGE  PENALTY  Married  couples  often  pay  higher 
taxes  than  singles  earning  the  same  income.  Cost  of  repeal 


cians]  think  it's  our  money,"  says  Row- 
land. Arizona's  newly  elected  (;op  gov- 
ernor, Jane  D.  Hull,  may  propose  $300 
million  in  cuts  in  income,  vehicle,  and 
business-property  taxes. 
GOODIES.  Other  states  are  guarding  their 
tax  bases  by  offeiing  one-time  rebates  in- 
stead of  rate  cuts.  In  Ohio,  families  will 
get  back  4%  of  their  state  taxes  this 
spring,  and  Colorado  residents  will  get 
checks  for  $37  to  $80.  New  York  Repub- 
lican Governor  George  E. 
Pataki  not  only  wants  to 
cut  property  taxes  but 
vows  to  repeat  his  popular 
sales-tax  holiday  week  in 


28%    $30Wlion   J£ 


medium-term,  and  20% 
long-term.  Archer 
uld  like  to  dump  the 
%  rate  and  set  a  20% 
e  for  all  investments 
d  a  year  or  more. 
Another  target  will  be 
:  alternative  minimum 
:.  Archer  failed  to  get 
■epealed  in  1997,  but  he 
y  try  again.  The  levy 
3  taxpayers  who  have  unusually  high 
luctions,  excess  depreciation,  or  in- 
ne  from  certain  tax-exempt  bonds, 
e  Republicans  also  may  push  an  ex- 
ption  for  the  first  $400  of  interest 
1  dividends. 

Well-off  taxpayers  also  may  benefit 
m  a  proposal  to  restore  tax  breaks 
it  vanish  as  income  rises,  such  as  the 
'sonal  exemption  and  income  caps  for 
estors  in  individual  retirement  ac- 
mts.  But  Congress  may  pay  for  the 
ft  by  raising  the  top  39.6%  rate,  a 
p  that  would  help  families  earning 


January,  when  clothing  and 
s  costing  up  to  $500 


ALTERNATIVE  MINIMUM  TAX  Since  1986,  Republicans 
have  wanted  to  eliminate  the  special  tax — now  26% — aimed  at 
those  who  would  otherwise  pay  no  tax  because  of  unusually 
high  deductions  or  excess  income  from  certain  types  of  munici- 
pal bonds.  Cost  of  repeal:  $2  billion 

GLOBAL  WARMING  President  Clinton  wants  a  new  package 
of  special  tax  breaks  to  encourage  the  use  of  nonpolluting 
energy,  including  alternatives  to  fossil  fuels.  Cost:  $5  billion 

DATA:  BUSINESS  WEEK,  JOINT  TAX  COMMITTEE 


closing  business  loopholes,  such  as  one 
that  allows  companies  to  get  tax  credits 
for  some  foreign  investments. 

The  states  have  more  flexibility  to 
cut  taxes  because  they  actually  have 
the  money  in  hand.  And  with  chief  ex- 
ecutives in  36  states  facing  reelection 
this  year,  1998  promises  to  be  the  fifth 
straight  year  of  state  tax-cutting.  In 
Connecticut,  Governor  Rowland  will  pro- 
pose a  $200  million  tax  cut — although 
he's  backing  away  from  a  pledge  to  re- 
peal the  state's  income  tax.  "It's  tax- 
payers' money,  though  a  lot  of  us  [politi- 


will  be  exempt. 

National  politics  is  help- 
ing to  feed  tax-cut  fever. 
In  California,  Wilson  hopes 
to  leave  Sacramento  and 
launch  his  campaign  for 
the  White  House  with  a 
$1  billion  tax  cut.  To  bol- 
ster their  national  antitax 
reputation,  gop  activists 
have  persuaded  10%  of  all 
state  legislators  to  sign  a  no-tax-hike 
pledge.  "Success  breeds  imitation,"  says 
Grover  G.  Norquist,  president  of  Amer- 
icans for  Tax  Reform. 

That's  for  sure.  In  '98,  the  political 
fad  will  be  copycat  tax-cutting.  The  pub- 
lic may  be  content  with  the  humming 
national  economy,  but  incumbents  are 
figuring  that  a  few  extra  goodies  won't 
hurt  when  voters  go  to  the  polls  next 
fall. 

By  Howard  Gleckman  and  Mike 
McNamee  in  Washington,  with  bureau 
reports 
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COMMENTARY 


By  Catherine  Yang 


TELECOM:  CONGRESS  SHOULD  REFORM  ITS  REFORM 


As  the  anniversary  of  the  1996 
Telecommunications  Act 
approaches,  it's  becoming 
painfully  obvious  that  Congress 
needs  to  take  another  look  at  the 
historic  legislation.  Despite  the 
law's  attempt  to  bring  about  a 
sweeping  revamp  of  the  U.  S.  com- 
munications industry  by  removing 
old  regulations,  it  has  yet  to  deliver 
its  vaunted  benefits  to 
consumers.  For  many 
types  of  service,  such  as 
lucal  calling  and  cable, 
most  businesses  and  con- 
sumers still  cannot 
choose  among  numerous 
competitors.  Nor  are 
prices  dropping  rapidly. 

Few  politicians — espe- 
cially in  an  election  year — 
are  eager  to  start  messing 
with  a  bill  that  took  five 
years  to  pass.  But  the 
lack  of  competition  may  so 
undermine  one  of  their 
most  cherished  mandates 
under  the  act — universal 
service,  or  the  provision 
of  affordable  telecom  ser- 
vice to  all — that  Congress 
may  be  forced  to  take  an- 
other look. 

EXPLOSIONS.  Lawmakers 
got  a  glimpse  of  the  bat- 
tles ahead  over  universal 
service  at  the  end  of  last 
year.  It  was  time  for  the  Federal 
Communications  Commission  to  im- 
plement a  provision  to  provide  dis- 
counted Internet  service  to  schools 
and  public  libraries  through  subsidies 
from  long-distance  and  other  telecom 
companies.  But  suddenly  AT&T,  MCI 
Communications  Corp.,  and  others 
balked.  They  said  that  the  only  way 
the  money  would  be  there  was  from 
a  new  charge  on  customers'  bills. 
Lawmakers  went  ballistic,  and  the 
F<  :< '  is  scaling  back  the  program, 
which  the  agency  had  originally  fore- 
cast would  need  $2.25  billion. 

There  is  a  far  bigger  fight  to 
come.  That  battle  will  involve  the 
funding  of  universal  phone  service 
subsidies  to  keep  prices  affordable 
for  millions  of  rural  Americans.  The 
cost:  Between  $2.(i  billion  and  $9.M 


billion  a  year,  according  to  phone- 
company  estimates. 

The  universal  service  concept 
dates  back  to  the  old  Bell  System, 
which  used  artificially  high  business 
and  long-distance  rates  to  subsidize 
low  local  residential  calling  rates  and 
pay  for  the  upkeep  of  a  national  sys- 
tem. After  the  at&t  breakup,  the 
pattern  persisted.  To  maintain  it 


One  sticking  point  is  providing  funds 
needed  for  universal  access 

LIBRARIES  ARE  SUPPOSED  TO  GET  THE  NET  AT  A  DISCOUNT 


now,  however,  consumers  and  busi- 
nesses everywhere  may  have  to  ac- 
cept much  higher  phone  rates,  which 
seems  unlikely.  "I  predict  there  will 
be  a  backlash  when  the  total  cost  of 
this  becomes  known."  says  Senate 
Commerce  Committee  Chairman 
John  McCain  (R-Ariz.). 

The  Telecommunications  Act  was 
supposed  to  make  sure  that  none  of 
this  would  happen.  Here  was  the 
theory:  With  competition  unleashed, 
telecommunications  providers  would 
vie  for  the  most  lucrative  cus- 
tomers— business  and  urban  users. 
The  competition  would  then  force 
companies  to  cut  rates,  adopt  better 
technology,  and  find  operating  effi- 
ciencies. Then,  after  two  years,  the 
FCC  would  start  to  collect  the  money 
needed  for  universal  service.  This 


may  have  required  small  rate  hikes, 
but  rates  would  be  so  low  that  no 
one  would  complain.  This,  of 
course,  is  hardly  where  the  nation 
finds  itself. 

That  doesn't  matter  to  rural-state  ! 
senators  across  the  political  spec- 
trum— from  Ted  Stevens  (R- Alaska)  | 
to  Byron  L.  Dorgan  (D-N.  D.) — who 
consider  universal  service  sacrosanct 
Two  years  ago,  they  re- 
fused to  support  the  act 
without  the  program. 
Now,  as  universal  service 
is  threatened  by  the 
shortcomings  of  the  tele- 1 
com  act,  this  bloc  may  be 
more  likely  to  call  for  its 
reopening. 

RATES  RISE.  That  may  be 
a  good  thing.  Universal 
service  isn't  the  only  pa: 
of  the  act  that  isn't  work 
ing.  After  a  federal  court 
overturned  the  many 
routes  the  FCC  had  pro- 
posed for  long-distance 
earners  to  break  into  the 
local-exchange  markets, 
few  rivals  have  been  able 
to  challenge  the  Baby 
Bell  monopolies  on  their 
home  turf.  And  since 
competition  in  local  mar- 
kets is  a  prerequisite  for 
the  Bells  to  enter  long 
distance,  few  local  phone 
companies  are  likely  to  break  into 
at&t  and  mci's  territory  anytime 
soon  either.  Meanwhile,  without  vig- 
orous competition  from  satellite 
providers  and  others,  cable  compa- 
nies are  raising  rates.  FCC  Chairman 
William  E.  Kennard  is  even  mulling 
a  temporary  freeze. 

Before  these  disappointments  lead 
to  a  widespread  backlash  against 
telecom  reform,  lawonakers  should 
reopen  the  statute.  Otherwise,  the 
problems  with  the  already  unpopular 
legislation  may  lead  to  something 
that  the  U.  S.  can't  afford:  delays  in 
building  a  telecommunications  systen 
for  the  information  economy  of  the 
21st  century. 

Yang  covers  telecommunications 
from  Washington. 
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LECUTIVE  SUITE 


UTTING  THE  PEROT 
AGK  IN  PEROT  SYSTEMS 

>ss  rejoins  his  namesake  outfit,  and  the  changes  start  at  once 


toss  Perot  might  be 
"temporary"  chief  ex- 
ecutive at  Perot  Sys- 
ns  Corp.  But  nobody 
mnd  the  company's  Dal- 
headquarters  is  ques- 
ning  who's  in  charge, 
ice  Nov.  10,  the  steely- 
>d  onetime  Presidential 
ididate  has  been  walk- 
the  halls,  spouting  his 
nagement  bromides,  por- 
;  over  expenses,  and 
:onsidering  everything 
m  the  corporate  struc- 
e  to  recruiting  tactics. 
Perot  himself  might  say, 
s  sticking  his  nose  un- 
•  the  hood  and  fiddling 
h  the  engine  of  the  corn- 
er-services startup  he 
nched  a  decade  ago. 
Since  taking  the  reins  af- 
file abrupt  resignation 
July  of  ceo  James  A. 
nnavino,  Perot  has  trav- 
i  worldwide  to  meet  em- 
yees  and  customers.  "My 
losophy  in  business  is  to 
en,  listen,  listen  to  people 
o  do  the  work  and  listen, 
.en,  listen  to  my  cus- 
ler,"  says  Perot,  who  was 


Corp.  in  1962.  They  figure  a  man  who 
shuns  electronic  mail  ("I  can't  have  a 
conversation  with  a  memo,"  says  Perot) 
may  not  fit  into  the  wired  world.  Former 
insiders  say  he  once  viewed  the  Internet 
as  a  fad.  And  they  believe  he  is  no  fan  of 
the  consulting  practice  that  Chairman 
Morton  H.  Meyerson  and  reengineering 
guru  James  A.  Champy  have  planned 
for  Perot  Systems.  Perot  denies  holding 
such  views. 

Perot  also  insists  that 
he's  not  worried  about  any 
financial  problems.  "We 
have  a  great  company,"  he 
says.  "We  have  a  great  base 
of  business.  The  only  rea- 
son I'm  directly  involved  in 
doing  these  things  is  that 
Mort  [Meyerson]  is  buried 
in  a  number  of  major  op- 
portunities." Meyerson  de- 
clined comment. 

But  there  was  also  Can- 
navino.  The  former  head  of 
IBM's  PC  business  clearly 
grated  on  Perot,  ex-em- 
ployees say.  For  example, 
when  Perot  called  or  paged 
Cannavino,  he  often  had  to 
wait  for  a  reply.  Perot,  who 

CHEAP:  As  interim  CEO, 
Perot  is  taking  no  salary 


ROSS  TO  THE  RESCUE 

JUNE,  1992  Former  Electronic  Data  Systems  President  Mor- 
ton Meyerson  takes  over  as  CEO  so  Ross  Perot  can  run  for 
President 


stresses  family  values,  like- 
ly was  not  pleased  to  hear 
tales  about  Cannavino,  who 
while  separated  from  his 
wife  started  dating  another 
woman,  whom  he  has  mar- 
ried. Asked  about  those 
events,  Perot  snaps,  "you've 


SEPTEMBER,  1995  Perot  Systems  announces  "historic"  25- 

computer  outsourcing  deal  with  Swiss  Bank  u'^tTr  \ "\ 

umian  until  1992,  when    I  "  °   been  listening  to  silly  gos- 

left  to  run  for  President.    SEPTEMBER,  1996  Meyerson  hands  day-to-day  control  and  sip."  Cannavino  refused  to 

CEO  title  to  ex-IBMer  James  Cannavino  discuss  his  relationship  with 

_                      _  Perot,  his  personal  life, 

APRIL,  1997  Cannavino  renegotiates  troubled  Swiss  Bank  or  tne  circumstances  of  his 

megadeal,  cutting  it  to  10  years  departure. 


Still,  there's  been  plenty 
action  since  Cannavino's 
t.  Over  a  half-dozen  man- 
;rs  have  left,  though  Per- 
says  only  one  has  been 
:d.  Perot  has  also  rein- 
ted  drug  testing  of  job 
)licants,  and  stepped  up 
ruiting  from  the  military, 
d  he  admits  he's  reconsidering  the 
ilth  benefits  for  same-sex  partners 
rot  Systems  introduced  a  year  ago. 
UGH  QUESTIONS.  What  brought  Ross 
:k?  His  detractors  think  he  was  simply 
■ed  after  fading  from  the  political  spot- 
tit.  But  others  familiar  with  the  67- 
ir-old  entrepreneur  figure  he  was  trus- 
ted that  the  company  that  bore  his 
ne  had  gotten  off  track  with  excessive 
;nding  and  an  inconsistent  strategy. 
True,  Perot  Systems  has  been  grow- 
;  nicely,  thanks  in  part  to  a  huge  out- 
ircing  contract  with  Swiss  Bank, 
dch  was  renegotiated  in  1997  (table). 


JULY  25, 1997  Cannavino  abruptly  resigns 

NOV.  10,  1997  Ross  Perot  returns  as  interim  CEO  and  joins 
the  board  of  directors 


Sales  are  expected  to  hit  $780  million 
for  1997,  up  from  $600  million  in  1996. 
But  expenses  have  soared,  too,  prompt- 
ing tough  questions  from  Perot,  say 
some  former  employees.  Securities  & 
Exchange  Commission  filings  show  Per- 
ot Systems'  revenue  jumped  30%  during 
that  period,  to  $557  million,  while  oper- 
ating income  fell  28%,  to  $21  million. 

Perot — who's  taking  no  salary  and 
paying  his  own  expenses — insists  he's 
searching  for  a  permanent  ceo.  But  some 
former  employees  wonder  whether  Perot 
is  also  trying  to  return  to  the  days  when 
he  founded  Electronic  Data  Systems 


So  how  long  will  Perot 
stay  on?  In  a  speech  to 
Dallas  employees  on  Nov. 
10,  Perot  insisted:  "When 
the  new  [ceo]  comes  in, 
I'm  going  to  be  around  until  that  person 
is  completely  up  the  curve,  fully  trained, 
and  practicing  [my]  business  philoso- 
phies, and  then  I'll  ease  back  out  of  the 
way.  That  may  take  a  while." 

It  may  also  take  a  while  longer  for 
Perot  Systems  to  go  public  now.  Perot, 
who  controls  40%  of  the  stock,  seems  in 
no  huny.  "A  company  should  never  go 
public  until  you  know  absolutely  that  you 
can  produce  continued  growing  earnings," 
he  says.  With  his  name  on  the  door  and 
his  hand  on  the  wheel,  he  has  reason  to 
prove  that  he  can  do  that. 

By  Wendy  Zellner  in  Dallas 
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DEREGULATION 


SO  FAR,  IT'S  ALL  BUZZ 
AND  NO  ZAP 

There's  hardly  a  jolt  of  competition  in  electric  power 


It  was  supposed  to  be  the  next  Gold 
Rush.  Just  a  year  ago,  investors  and 
consultants  predicted  that  deregula- 
tion of  the  $210  billion  U.  S.  retail  elec- 
tricity market  would  usher  in  rip-roar- 
ing competition.  Expecting  hordes  of 
newcomers  into  their  business,  utilities 
threw  themselves  into  a  merger  frenzy. 

But  deregulation  is  proving  to  be 
anything  but  an  overnight  sensation. 
Competition  is  barely  trickling  into  the 
business  of  supplying  electric  power. 
And  there  are  lots  of  reasons  why.  State 
regulators  are  setting  rates  and  impos- 
ing "transition"  fees  that  make  all  con- 
sumers— even  those  who  switch  to  new 
suppliers — pay  for  the  "stranded  costs" 
of  obsolete  power  plants.  The  sheer 
complexity  of  crafting  new  power-dis- 
tribution and  pricing  systems  is  also 
causing  delays. 

SECOND  LOOKS.  Then  there  are  the 
limits  written  into  the  deregulation 
laws:  California's  doesn't  immediately 
cover  the  roughly  30%  of  consumers 
served  by  municipal  power  operations. 
Illinois'  law  requires  utility  customers 
who  opt  to  switch  providers  to  pay  an 
exit  fee  through  2006.  Little  wonder 
consumers  aren't  rushing  to  change 
electric  companies. 

The  biggest  problems  have  cropped 
up  in  the  state  that  was  to  be  deregula- 
tion's star;  California.  The  $23  billion  mar- 
ket was  supposed  to  open  to  competi- 
tion on  Jan.  1,  but  that  has  been  delayed 


so  programmers  can  fix  a  system  to  set 
daily  prices  for  electricity  marketers. 
Now,  California  is  putting  off  a  market 
opening  until  March,  citing  poor  perfor- 
mance of  a  crucial  power  pricing  system. 

No  biggie,  though;  few  consumers 
seem  charged  up  by  the  idea  of  dereg- 
ulation. California's  investor-owned  util- 
ities say  transfer  requests 
are  well  behind  expecta- 
tions. As  of  Dec.  22,  Pacific- 
Gas  &  Electric  Co.  had  re- 
ceived 10,000  applications 
for  switching.  Southern  California  Edi- 
son Co.  has  lost  just  1%  of  its  4.2  million 
customers.  Says  R.  Thomas  Beach,  vice- 
president  of  utility  consultants  Cross- 
border  Energy  Inc.:  "The  requests  have 
been  less  than  overwhelming." 

It's  not  just  California,  either.  Across 
the  nation,  power  companies  and  regu- 
lators say  true  competition  is  years 


Co 


llltO 


SWITCHING  STATION? 
In  California,  transfer  requests  a 
running  well  behind  expectation 

away.  Because  most  states  are  granti 
utilities'  requests  to  recover  costs 
obsolete  plants  from  all  consumers,  "t 
markets  won't  open  up  and  be  as  co 
petitive  as  people  would  like  to  se 
says  Stephen  W.  Bergstrom,  preside 
of  power  marketer  Electric  Clearii 
house.  "I  think  customers  will  see  t 
as  a  facade." 

Would-be  competitors  are  also  t; 
ing  another  look.  Hagler  Bailly  Inc. 
consulting  firm,  estimates  that  the  av; 
able  retail  electric  market  in  the  top 
states  amounts  to  just  $1.5  billior 
year.  That  helped  persuade  Oregon  el 
trie  giant  PacifiCorp  to  back  away  fr 
plans  to  hop  the  border  and  s 
throughout  California.  "We  just  did 
see  enough  opportunity  to  justify  t 
expense,"  says  Manager  of  Regulate 
Policy  Carole  Rockney. 

Not  everyone  is  retreating.  New  I 
ergy  Ventures,  a  startup  power  m 
keter  led  by  former  Southern  Califor 
Edison  President  Michael  R.  Pevey,  1 
signed  up  1,500  business  customers 
California.  Enron  Corp.,  which  invest 
$100  million  in  1997  to  establish  a  rel 
energy  marketing  business,  says  it  I 
13,000  California  residential  custom* 
as  of  Dec.  19.  Still,  Enron  no  lonj 
plans  to  automatically  enter  pilot  p 
grams,  as  it  has  been  doing. 

Still,  there  are  some  bright  spo 
Pennsylvania  had  900,( 
customers  apply  for  250,( 
spots  in  a  pilot  program  tl 
began  on  Nov.  1.  "We're  i 
getting  all  the  savings  [ 
would]  if  we  went  to  full  competitio 
concedes  Pennsylvania  Public  Util 
Commissioner  John  Hanger.  "But  it 
possible  to  get  some  of  the  potential  s; 
ings."  Who  knows?  Maybe  a  few  m< 
nuggets  like  that  can  incite  a  gold  rui 
Bij  Gary  McWilliams  in  Housti 
with  Ronald  Graver  in  Los  Angeles  a 
De'Ann  Weimer  in  Chicago 


SHORT-CIRCUITING  ELECTRICITY  DEREGULATION 


CALIFORNIA  Planned  Jan.  1  opening  of  the  market  to  competition  delayec 
due  to  software  glitches.  Mandated  pricing  slows  residential  competition. 

PENNSYLVANIA  Began  limited  customer-choice  plan  Nov.  1,  but  state-man 
dated  charges  for  obsolete  plants  will  delay  full  competition  until  July,  2007 


MASSACHUSETTS  Marketers  complain  the  state  lets  utilities  charge  rivals 
who  want  to  resell  power  more  than  they  charge  end-customers. 

NEW  HAMPSHIRE  Market  opening  is  now  threatened  by  a  lawsuit  filed  by 
the  state's  largest  incumbent  supplier,  Northeast  Utilities. 
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MOST  MEETINGS  ARE  SAVED  BY  SOMEBODY  PULLING  SOMETHING  FROM 
THEIR  BACK  POCKET.  LIKE  A  COLOR  PRESENTATION. 

'  With  its  640  x  240  pixel  color  screen,  the  new  HP  620LX  lets  you  do  everything  in  color: 
send  e-mail,  surf  the  net,  create  spreadsheets,  give  compelling  presentations.  Wherever, 
whenever,  www.hp.com/handheld 


THE  NEW  HP  620LX  COLOR  PALMTOP 

PC 

Extra-wide  256-color  display 

Powered  by 

Pocket  PowerPoint**  with  SVGA  PC-card* 

16MB  memory 

Voice  recorder  with  closed-case  recording 

Mm  rusotl 

Month-at-a-Glance  (exclusively  from  HP) 

Windows'CE 

E-mail  &  Internet  access  via  Type  II  PC  card  modem* 

'SVGA  PC-card  and  modem  are  optional  Microsoft,  Windows  and  the  Windows  CE  logo  are 
either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or 
other  countries  Screen  is  simulated  '£11998  Hewlett  Packard  Company  PPG489 


-  HEWLETT 
EM  PACKARD 
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COMMENTARY 


By  Elizabeth  Lesly  Stevens 


CAUGHT:  A  JOB-HUNTER.  PENALTY:  HOUSE  ARREST 


Who  owns  the  contents  of  Rich 
Cronin's  brain? 
A  judge  in  a  Manhattan 
courtroom  is  mulling  that  question 
right  now  as  Cronin,  his  former 
employer,  Viacom  Inc.,  and  his 
prospective  new  employer,  News 
Corp.,  wage  a  particularly 
nasty  battle  over  the  future  of 
a  valued  executive.  At  issue  is 
the  leeway  that  any  executive 
under  contract  has  to  plan  his 
or  her  career  and  the  lengths 
to  which  an  employer  can  go 
to  claim  ownership  of  the 
expertise  of  their  executives. 

Cronin,  who  until  recently 
headed  Viacom's  Nick  At  Nite 
and  TV  Land  cable  networks,  is 
asserting  what  many  execu- 
tives across  Corporate  America 
view  as  an  absolute  right — to 
advance  his  career  by  looking 
for  a  new  job  elsewhere.  In  Oc- 
tober, Cronin  agreed  to  leave 
Viacom  after  his  contract  ex- 
pired in  June,  1998,  to  head 
News  Corp.'s  Fox  Kids  broad- 
cast unit  and  its  huge  Family 
Channel  cable  network. 

Viacom  fired  him  on  the  spot 
and  sued,  arguing  that  Cronin 
had  no  right  to  make  such  for- 
mal plans  before  his  contract 
expired.  Cronin's  behavior  was 
so  heinous  in  Viacom's  view 
that  it  is  trying  to  keep  the 
now  unemployed  Cronin  from 
joining  Fox,  perhaps  indefinitely.  Says 
Cronin:  "This  is  insanity.  I  thought 
these  people  were  my  friends." 
POUND  OF  FLESH.  But  there's  more.  If 
Cronin  works  again,  Viacom  says  it's 
entitled  to  a  cut.  How  so?  Viacom 
contends  that  he  amassed  knowledge 
and  formed  relationships  on  Viacom's 
dime.  Now,  Viacom  wants  a  return  on 
its  investment.  If  Cronin  is  allowed  to 
join  Fox,  Viacom  is  asking  for  an  un- 
specified percentage  of  any  increased 
value  of  the  assets  Cronin  oversees. 
Otherwise,  Viacom  argues  in  court  pa- 
pers, "a  key  competitor  [will]  profit 
from  the  very  skills  and  relationships 
that  mtv  Networks  paid  Cronin  to  de- 
velop for  its  own  benefit." 

Viacom  is  way  out  of  line.  It  is 
standard  for  companies  to  put  non- 


compete clauses  in  employment  con- 
tracts and  make  departing  execs  af- 
firm that  they  will  not  share  trade  se- 
crets with  rivals.  But  in  its  case 
against  Cronin,  Viacom  is  seeking  re- 
strictions that  would  make  normal  job 
jumping  impossible. 


CRONIN:  Viacom  won't  let  him  work  for  Fox 


Viacom  seems  to  be  saying  that  its 
executives  may  not  even  have  ex- 
ploratory discussions  with  other  em- 
ployers until  their  Viacom  contracts 
expire.  But  much  of  what  Cronin  did 
is  common  practice  and  hardly  consti- 
tutes betrayal  worthy  of  the  penalties 
Viacom  seeks.  Courts  recognize  "the 
need  to  allow  people  the  freedom  to 
talk  about  job  opportunities,  if  not 
done  on  company  time"  says  Joseph 
E.  Bachelder,  a  Manhattan  attorney 
who  specializes  in  executive  compen- 
sation. "You're  not  a  monk,  dedicating 
your  life  to  thought  and  prayer  on  be- 
half of  the  company  and  nothing  else. 
Planning  to  leave  after  you've  proper- 
ly ceased  to  be  employed  is  not  in  my 
book  breach  of  loyalty." 

It's  possible  Viacom  is  simply  try- 


ing to  intimidate  its  remaining  em- 
ployees. "Many  of  these  lawsuits  are 
really  a  signal  to  other  employees  not 
to  do  the  same  thing,"  says  Andrea 
Christensen,  an  employment  attorney 
with  Kaye  Scholer  Fierman  Hays  & 
Handler  in  New  York.  Viacom's 

lawyer  lambasted  Cronin  for 
using  his  company  phone  to 
talk  with  Fox  executives,  for 
not  taking  an  official  day  off 
when  he  met  with  Fox,  and 
even  for  using  his  office  phone 
to  call  his  wife.  These  are  mi- 
nor offenses,  and  Cronin 
should  reimburse  Viacom  ac- 
cordingly. However,  such 
transgressions  don't  normally 
lead  to  litigation. 
"OPEN  SEASON."  Viacom  main- 
tains that  it  is  simply  making 
sure  that  it  gets  the  full  ef- 
forts  of  its  executives  for  the 
duration  of  their  contracts. 
Says  an  mtv  Networks  spokes 
fflte   woman:  "This  conduct  sanc- 
tions an  open  season  for  the 
poaching  of  executives." 

But  Viacom  has  let  other 
high-level  executives  leave 
without  a  fuss.  Nickelodeon 
President  Geraldine  Laybourne 
left  before  her  contract  ended 
in  early  1996  to  head  Walt  Dis 
ney  Co.'s  cable  operations,  and 
Nickelodeon  International  chief 
Jon  Miller  was  allowed  to  go  to 
work  for  Barry  Diller  in  1997. 
"[I]  may  have  been  the  straw  that 
broke  the  camel's  back,"  Cronin  says. 

Cronin  maintains  that  he  was  fired 
without  cause,  is  therefore  not  subject 
to  a  noncompete  clause,  and  should  be 
allowed  to  start  working  for  Fox  im- 
mediately. That's  a  bit  much:  Viacom 
shouldn't  have  to  compete  against 
Cronin  for  the  period  it  thought  he 
would  be  under  contract.  But  come 
July  1,  Cronin  should  be  free  to  run 
the  Family  Channel,  motivated  to 
knock  the  daylights  out  of  Viacom's 
Nickelodeon.  Who  knows?  If  Cronin 
does  a  good  job,  maybe  Viacom  could 
call  one  Friday  afternoon  with  a  bet- 
ter offer.  It  has  worked  before. 

Associate  Editor  Lesly  Stevens 
covers  media  for  BUSINESS  WEEK. 
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BEETLEMANIA 
TO  THE  RESCUE 

VW  hopes  its  new  Bug  will 
revive  the  brand  in  the  U.S. 

Robert  Case  has  had  the  Bug  bug 
for  a  long  time.  The  retired  school 
principal  has  owned  15  vintage 
Volkswagen  Beetles  over  the  years,  in- 
cluding the  1953  and  1961  models  cur- 
rently in  his  garage  in  Fainiington  Hills, 
Mich.  "This  was  a  utilitarian,  reliable, 
economical  car,"  he  says.  "Whether  you 
thought  they  were  cute  or  ugly,  the 
beauty  of  the  Beetle  was  within." 

Now,  nearly  20  years  after  the  last 
Bug  rolled  out  of  a  U.  S.  showroom, 
the  Beetle  is  back.  The  1998  New  Bee- 
tle went  into  production  at  vw's  Puebla 
(Mexico)  plant  in  December,  and  vw  is 
scheduled  to  unveil  it  at  the  North 
American  International  Auto  Show  in 
Detroit  on  Jan.  5.  It  will  begin  ship- 
ping Bugs  to  dealers  in  March. 


Can  Beetlemania  reverse  vw's  slide  in 
the  U.  S.?  The  German  carmaker's  U.  S. 
sales  went  into  a  downward  spiral  after 
production  of  the  original  Beetle  was 
halted  20  years  ago.  From  its  peak  of 
569,000  vehicle  sales  in  1970,  when  it 
accounted  for  46%  of  all  imports  sold 
in  the  U.  S.,  vw  bottomed  out  at  49,000 
cars  sold  in  the  U.  S.  in  1993.  Industry 
analysts  questioned  what  future — if 
any — the  carmaker  had  in  the  U.  S. 
Sales  topped  135,000  in  1997,  but  vw's 
U.  S.  market  share  is  still  barely  1%. 

The  company  hopes  that  sales  of 
the  New  Beetle,  along  with  re 
designed  Passat  and  Jetta  mod 
els,  will  take  it  back  to 
prosperity,  vw  will  build  /, 
100,000  New  Beetles  in 

BACK  TO 
THE  FUTURE 

The  New  Beetle 
prototype: 
Air  condition- 
ing and  six- 
speaker  stereo 
are  standard 


Mexico  in  1998,  half  of  which  are 
geted  for  the  U.  S.  market.  Loi 
term,  the  company  may  even  follow 
lead  of  BMW  and  Mercedes-Benz 
open  a  U.  S.  assembly  plant. 

The  New  Beetle  is  one  of  the  ind 
try's  most  anticipated  new  models 
year.  Its  predecessor  was  the  most  ]J 
ular  car  in  history,  surpassing  the 
el  T,  with  more  than  15  million  in  s; 
Indeed,  the  Beetle's  quirky  design, 
price,  and  legendary  dependability 


FOR  BOOMERS  READY  TO  CHUCK  THEIR  TRUCKS... 


The  Beetle  isn't  the  only  blast 
from  the  past  awaiting  baby 
boomers  at  car  showrooms.  Sta- 
tion wagons,  too,  are  making  a 
comeback.  Not  the  faux-wood  hulks 
of  their  childhoods  but  sleek  all- 
wheel-drive  models  that  offer  the 
capacity  of  sport-utility  vehicles 
(suvs)  and  minivans — in  a  civilized 
package.  "I  got  tired  of  the  truck 
experience,"  says  Gayle  DeVries,  a 
mother  of  three  from  Orono,  Minn., 
who  traded  her  Ford  Explorer  for 
an  Audi  A6  Quattro. 

In  addition  to  Audis,  boomers  are 
buying  Volvo  V70s  and  Subaru  Out- 
backs. BMW  will  introduce  a  new 


version  of  its  5-series  wagon  next 
spring.  These  suppliers,  absent  from 
the  suv  craze,  have  found  a  ready 
market  by  repositioning  their  wag- 
ons as  yuppie  family  transport.  "You 
have  to  wonder  if  the  next  era  of 
sporty  cars  will  be  this  kind  of  wag- 
on," says  analyst  Lincoln  Merrihew 
at  J.  D.  Power  &  Associates  Inc. 

Audi  was  the  first  to  tap  into  the 
suv  backlash  with  ads  that  showed  a 
woman  trying,  with  difficulty,  to 
alight  from  a  high-altitude  truck.  The 
campaign  helped  Audi  double  A6 
wagon  sales  from  1995  to  1997. 

But  it  will  take  a  lot  more  than 
that — Audi  wagon  sales  were  1,472 


•y 


AINT  YOUR 

A  woody,  c 


in  the  U.  S.  last  year — for  a  full- 
fledged  comeback.  Christopher  W. 
Cedergren,  managing  director  of 
auto  consultant  NexTrend  Inc.  in 
Thousand  Oaks,  Calif.,  predicts  wag- 
on sales  will  inch  up  6%,  to  332,000, 
by  2000  and  all-wheel-drive  versions 
will  climb  from  22.5%  of  all  wagons 
sold  to  28.9%. 

EUROPEAN  CHALLENGE.  In  the  '60s, 
Detroit  sold  a  million  wagons  a  yeai 
But  at  this  point,  the  Big  Three  are 
sticking  with  suvs  and  minivans. 
Most  wagon  models  have  been  re- 
tired, leaving  only  Ford's  Taurus, 
Escort,  Mercury  Sable,  and  Tracer, 
and  General  Motors'  Saturn. 

Still,  U.  S.  carmakers 
are  responding  to  the  Eu- 
ropean challenge.  New 

suvs,  such  as  the  Lin- 
^  coin  Navigator,  are 
equipped  like  luxury 
wagons.  And  in  2002, 
Cadillac  plans  to  roll 
out  its  suv.  With  jus' 
a  touch  of  wood  on 
the  sides? 
By  Kathleen  Kerwin  in  Detroi 


WAGON: 

irca  1959 
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ANNOUNCING  A  NEW  CONNECTION. 


iarn  up  to  13,000  bonus  Dividend  Miles  by  calling  MCI  at  1-888-MORE-MILES. 


S  Airways  and  MCI  have  joined  together  to  help  you  earn  miles  faster  than  ever  before.  Now  you'll  receive 
000  bonus  Dividend  Miles  when  you  sign  up  for  MCI  long  distance  and  up  to  11,000  bonus  miles  if  you 
gn  up  for  all  of  MCI's  other  advanced  products  and  services:  Then  earn  5  more  for  every  dollar" "  spent 
n  long  distance  and  other  MCI  services.  And  if  you're  a  Preferred  member,  you  can  earn  even  more,: 
lus  your  miles  are  automatically  posted  to  your  account  and  there's  no  monthly  spending  requirement  to 
irn  miles.  So  sign  up  today  by  calling  1-888-MORE-MILES  or  visit  www.mci2000.com/usairways 


Dividend  Miles  terms  and  conditions  apply.  "For  new  MCI  customers  only.  Cellular  service  available  in  certain  areas.  Other  terms  apply  to  bonus  offers, 
new  MCI  customers  only.  Expires  3/31/98.  Other  terms  apply.  ©1997,  MCI  Telecommunications  Corporation.  All  rights  reserved.  '  . 


""Excluding  taxes,  credits  and  discounts.  Bonus  offer 


News:  Analysis  &  Commentary 


Oi- 


ated  a  cult  following.  "It  was  just  com- 
pletely different  from  any  other  car  in 
the  world,"  says  James  Flammang, 
author  of  the  book  Volkswagen:  Beetles, 
Buses  and  Beyond. 

vw  execs  want  to  capitalize  on  the 
nostalgia,  but  they're  also  trying  to  cre- 
ate a  separate  identity  for  the  New 
Beetle.  "Where  the  original  Beetle  pro- 
vided basic  transportation,  the  New 
Beetle  is  an  upmarket,  lifestyle  vehi- 
cle," says  vw  of  America  President 
Clive  Warrilow.  Based  on  the  Golf  chas- 
sis, it's  bigger  and  more  powerful  than 
the  original.  Creature  comforts,  such  as 
air  conditioning  and  a  six-speaker 
stereo,  are  standard,  and  options  in- 
clude antilock  brakes  and  front-seat 
heaters.  The  engine  is  under  the  hood 
instead  of  in  the  rear,  but  the  curvy 
exterior  is  remarkably  similar  to  the 
classic  Beetle  (page  77).  "Fundamental- 
ly, it's  not  going  to  be  that  different  a 
car  from  the  Golf,"  says  Rene  Rondeau, 
a  1950  Beetle  owner  in  Corte  Madera, 
Calif.  "It's  going  to  be  one  of  those  'fun' 
kind  of  cars." 

TOUGH  market.  Even  with  a  base  price 
of  just  under  $16,000,  making  it  com- 
petitive with  the  Ford  Escort  GX2  and 
the  Mitsubishi  Eclipse,  the  New  Beetle 
may  not  be  an  easy  sell.  "The  market 
for  two-door  sports  coupes  is  contract- 
ing rapidly,"  says  Lincoln  Merrihew,  an 
analyst  at  J.  D.  Power  &  Associates 
Inc.  In  addition  to  aging  baby  boom- 
ers, the  ear 
BETTING  ON  must  attract 

THE  NEW  BUG       ^says"  bUy6rS' 

Indeed,  Volks- 
wagen will  have 
tn  bring  off  some 
clever  marketing 
if  it  wants  to 
catch  up  with 
the  growth  rates 
of  other  Euro- 
pean imports  in 
the  U.S.  While 
most  European 
auto  makers  en- 
joyed a  strong 
1997,  with  U.S.  sales  up  9%  through 
November,  vw  sales  were  flat.  Most  of 
the  gains  for  European  auto  makers 
were  in  the  luxury-car  segment  that  in- 
cludes Mercedes-Benz,  BMW,  and  Volk- 
swagen's Audi  unit. 

A  hit  with  the  Bug,  though,  combined 
with  strong  sales  of  the  Passat  and  Jet- 
ta,  could  help  vw  reach  200,000  in  sales 
for  the  first  time  in  a  decade.  That's  a 
lot  to  ask  of  a  little  car.  Then  again,  no 
car  was  ever  loved  like  the  Bug. 

By  Bill  Vlasic  in  Detroit 


VOLKSWAGEN 
SALES  IN  THE  U.S. 
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G000  MEDICINI' 

Some  experts; 
doubt  that 
killing  the 
birds  will  stod 
the  epidemic  I 


HONG  KONG 

NOW  FOR  THE 
SIDE  EFFECTS 

The  avian  flu  is  clobbering 
tourism  and  other  industries 

The  mysterious  "bird"  flu  was  the 
last  thing  that  beleaguered  Hong 
Kong  needed.  Fearing  an  epidemic, 
residents  have  already  struck  chicken 
from  their  diet.  And  on  Dec.  29,  gov- 
ernment health  authorities  slaughtered 
some  1.3  million  chickens  and  other 
poultry  suspected  of  carrying  the  virus. 

Any  business  with  a  real  or  imag- 
ined link  to  the  tainted  birds  is  feeling 
the  side  effects.  Sales  are  down  10%  to 
15%  at  kfc  Corp.,  even  though  the  local 
outlet  imports  all  its  chickens  from  the 
U.  S.  "We're  doing  our  best  to  ride  this 
out,"  says  Arthur  Ho,  ceo  of  Wybridge 
Holdings,  the  privately  held  franchisee. 
LATEST  BLOW.  The  flagging  tourist  in- 
dustry, which  had  already  suffered  a  10% 
decline  in  arrivals  this  year,  is  also  feeling 
the  effects  of  the  bird  flu.  Cathay  Pacific 
Airways  Ltd.'s  earnings  are  down  an  es- 
timated 35%  for  1997.  The  airline  says  so 
far  there  have  been  few  cancellations  re- 
lated to  the  scare,  but  travelers  to  Hong 
Kong  are  constantly  ringing  Cathay  Pa- 
cific offices  for  more  information  about 
the  virus  known  as  H5N1,  which  has 
killed  four  people  and  sickened  20  othere. 
The  bird  flu  is  the  latest  in  a  series  of 


crises  for  the  islal 
Since  its  return  U 
Chinese  sovereign 
last  July,  Hong  K(k 
has  suffered  frorJ 
major  downturn! 
tourism,  plunges^ 
the  stock  and  pr| 
erty  markets,  a 
speculative  attacks  on  the  Hong  Kcjg 
dollar.  The  flu  is  "one  more  psychologi 
blow,"  says  Christopher  Wood,  equl 
strategist  for  Peregrine  Securities.  . 

Agricultural  companies  clearly  \jl 
take  a  hit.  Guangnan  Holdings,  a  $'6 
million  red  chip  specializing  in  agriJ 
tural  goods,  is  preparing  for  a  big  sl<j 
down  in  chicken  sales.  The  company 
try  to  make  up  for  those  losses  by  s| 
ing  more  frozen  pork  and  fish. 

Executives  of  Guangnan,  which 
tributes  80%  of  Hong  Kong's  live  chJ 
ens  from  the  mainland,  say  the  slauj 
ter  could  clean  up  the  market  in  ml 
ways  than  one.  They  hope  tighter  rl 
illations  could  drive  off  chicken  sml 
glers,  who  they  say  bring  in  as  muchl 
25%  of  the  chickens  imported  from  (J 
na  to  Hong  Kong. 

It's  those  chickens  from  China,  hJ 
ever,  that  leave  many  wondering  if  t< 
slaughter  will  work.  Some  health  expa 
believe  the  virus  originated  on  the  ma 
land.  But  the  Guangdong  Provincial  Al 
cultural  Bureau  says  it  has  "not  foil 
any  cases  of  H5N1"  in  the  province  J 
insists  it  has  kept  a  "close  eye  on  chil 
en  farms."  World  Health  Organizatf 
leaders  hope  to  visit  China  in  JanuarJ 
examine  virus-detection  techniques.  |l. 

Hong  Kong  residents  hope  that  $ 
stroying  the  poultry  will  halt  the  sprJ 
of  the  bird  flu.  But  even  if  it  does,  thl 
unlikely  to  cure  Hong  Kong's  mala! 
With  a  weakened  stock  market  ana 
slowing  economy,  it  will  take  more  til 
a  health  department  order  to  give  Hcl 
Kong  a  clean  bill  of  health. 

By  Joyce  Barnathan  and  Brit 
Einhorn  in  Hong  Kong 


KFC's  Hong  Kong  sales  are  down,  eve 
though  its  poultry  comes  from  the  U.U 
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I  ALLERGY  DRUG 
IEATHES  ITS  LAST 

'  OUT  YOUR  HANDKERCHIEFS, 

rgy  sufferers.  Under  pres- 
e  from  regulators,  Hoechst 
rion  Roussel  is  pulling  its 
rgy  drug,  Seldane,  off  the 
rket  on  Feb.  1.  The  drug 
i  been  linked  with  liver 
blems  and,  in  people  who 
e  Seldane  with  certain  an- 
otics,  potentially  fatal  heart 
hythmias.  After  the  Food 
Drug  Administration  ap- 
ved  Allegra,  a  similar  but 
er  Hoechst  anti-allergy 
g  in  1996,  it  asked  Hoechst 
take  Seldane  off  the  mar- 
.  But  while  Hoechst  mar- 
ed  Allegra  as  a  replace- 
nt,  it  kept  selling  Seldane 
il  the  fda  also  approved  a 
sion  of  Allegra  containing  a 
ongestant.  That  drug,  Al- 


CLOSING  BELL 


COPPER  BOTTOM 

)w  low  can  copper  go?  The 
lot  price  for  the  bellwether 
immodity  hit  a  four-year  low 
760  a  pound  on  the  Lon- 
>n  Metals  Exchange  on  Dec. 
).  Futures  prices  are  drop- 
ng,  too,  and  could  fall  fur- 
ier,  say  analysts.  Asia, 
hich  accounts  for  more  than 
fourth  of  world  demand, 
js  cut  back.  Meanwhile, 
oducers  are  adding  capaci- 
,  especially  in  Latin  Ameri- 
i.  "The  industry  thinks 
lese  prices  are  cheap,  but 
ley  will  come  to  be  regarded 
>  high,"  says  E.D.&F.  Man's 
harles  Hatton. 


JAN.  3,  '97  DEC.  29 
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legra-D,  won  fda  approval  on 
Dec.  29,  paving  the  way  for 
Seldane's  removal. 


BILLIONAIRE    SAUDI  PRINCE 

Alwaleed  bin  Talal  bin  Abdul- 
aziz  Alsaud  is  getting  hooked 
on  high  tech.  In  November, 
he  bought  stakes  in  Netscape 
Communications  and  Motorola 
and  added  to  his  5%  holding 
of  Apple  Computer.  And  Al- 
waleed paid  a  call  on  wireless 
phone  pioneer  Craig  McCaw 
in  late  December  to  consider 
putting  $200  million  into  Mc- 
Caw's  satellite  telecom  start- 
up, Teledesic.  With  backers 
such  as  Microsoft's  Bill  Gates 
and  at&t,  Teledesic  isn't  hurt- 
ing for  cash.  But  an  interna- 
tional partner  like  Alwaleed 
could  help  Teledesic  sell  its 
data-transmission  services  in 
hard-to-reach  markets  in  the 
Middle  East  and  Africa.  Tele- 
desic won't  comment. 


SIMON  DEBARTOLO  GROUP,  AL- 

ready  the  nation's  largest 
mall  owner,  gave  itself  a 
dozen  new  malls  for  the  holi- 
days, adding  more  than  150 
million  square  feet  of  leasable 
retail  space  in  34  states.  Si- 
mon formed  a  joint  venture 
with  Santa  Monica  (Calif.)'s 
Macerich  to  buy  the  malls  for 
$489.5  million,  plus  almost  as 
much  in  debt,  from  ere 
Yarmouth,  an  institutional 
real  estate  adviser  that  sold 
them  for  its  pension  fund 
clients.  Its  new  properties, 
says  Simon,  will  bring  in  100 
million  mall  visitors  a  year. 


JAPAN'S  NEC  IS  INVESTING  AN 
additional  $300  million  in 
Packard  Bell  NEC  as  a  pre- 
lude to  taking  the  U.  S.  eom- 


The  force  is  still  with 
George  Lucas.  Hollywood 
studios  will  vie  early  in 
1998  for  rights  to  dis- 
tribute the  long- 
anticipated  "pre- 
quels"  to  his 
Star  Wars 

films.  In  the  M 
works:  a  trio  of 
foai  iii-os,  start- 
ing  with  the  sto-  .^M 
ry  of  Anakin  Sky- 
walker,  which  begins 
when  the  future  Darth 
Vader  is  8  and  ends  after 
he  marries  and  fathers 
twins  Luke  and  Leia. 

Lucas  already  has  cashed 
in  with  a  multimillion-dollar 
promotional  deal  with  Pepsi- 
Co for  the  first  installment. 
And  he  is  selling  the  mer- 
chandise rights  to  Hasbro 
and  Galoob  Toys  for  $235 


puter  maker  public.  NEC's 
share  of  Packard  Bell  voting 
stock  will  grow  from  20%  to 
49%,  and  it  will  get  a  third 
board  seat.  Since  1995,  NEC 
has  poured  $1.3  billion  into 
Packard  Bell  nec,  whose 
market  share  has  declined 
over  the  past  two  years  but 
which  is  still  the  leading  mak- 
er of  pes  sold  to  consumers. 
Much  of  the  new  investment 
is  aimed  at  strengthening  its 
business  computer  line,  which 
carries  the  NEC  brand.  In  Au- 
gust, the  company  announced 
that  it  would  sell  directly  to 
corporations  in  a  bid  to  com- 
pete with  direct-marketing 
powerhouse  Dell  Computer. 

A  HAIR-RAISING 
ADVENTURE  

DOES  THE  NEW  YEAR — AND 

that  thinning  dome — make 
you  painfully  aware  of  your 
advancing  age?  On  the  latter 
score,  Merck  may  be  able  to 
offer  some  assistance.  On 


million  in  stock — giving  him 
an  estimated  5%  of  Hasbro 
and  20%  of  Galoob. 

Twentieth  Century  Fox 
Film  has  collected  an 
estimated  $636  mil- 
lion   from  the 
movies  since  the 
^      1977  release  of 
B      Star  Wars.  It's 
^     expected  to  get 
first  crack  at  the 
new  series,  due  to 
hit  theaters  in  May, 
1999.  "This  will  not  be  a  dif- 
ficult decision  to  make,"  says 
Fox  studio  chief  Bill  Me- 
chanic. Disney,  which  has 
rides  based  on  Star  Wars  at 
its  theme  parks,  is  a  long 
shot  to  get  the  flicks.  Lucas 
pal  Steven  Spielberg  also 
may  bid  on  behalf  of  his 
DreamWorks  skg  studio. 

By  Ronald  Grover 


Dec.  22,  the  pharmaceutical 
giant  received  approval  from 
the  Food  &  Drug  Adminis- 
tration to  market  Propecia,  a 
drug  that  is  designed  to  com- 
bat male  pattern  baldness. 
However,  there  is  some  bad 
news:  The  drug  has  some 
nettlesome  side  effects,  which 
include  decreased  sexual  de- 
sire in  some  patients.  But 
even  so,  Propecia  is  expected 
to  be  a  blockbuster,  ubs  Se- 
curities  analyst  .lorry  Brimey- 
er  figures  sales  could  reach 
$500  million  annually. 

ETCETERA. .. 

■  Shaw  Industries  will  shut- 
ter about  100  stores  and  take 
a  fourth-quarter  charge. 

■  Bethlehem  Steel  will  close 
its  money-losing  coke  divi- 
sion in  Bethlehem,  Pa. 

■  Hewlett-Packard  is  buying 
Heartstream  for  about  $130 
million. 

■  Tyson  Foods  pled  guilty  to 
giving  illegal  gifts  to  ex- Agri- 
culture Secretary  Mike  Espy. 


A  MALL  GIANT 
GOES  SHOPPING 


NEC  BUYS  A  PACKET 
OF  PACKARD  BELL 


THE  PRINCE  COMES 
CALLING  ON  McCAW 


HEADLINER:  DARTH  VADER 


THE  EMPIRE  STRIKES  GOLD  (AGAIN) 


BUSINESS  WEEK  /  JANUARY  12.  1998  49 


(□Cisco 

^    Powered  Network ™ 


THIS  IS  THE  DOOR 
THE  BUILDERS  PUT  IN. 


OF  WAYS 
» I  NESS 
NITER  NET. 


The  promise  of  networked  commerce. 
Stronger  customer  relationships.  The 
ability  to  rapidly  respond  to  a  constantly! 
changing  marketplace. 

Where  there's  a  reason  to  put  your  1 
business  on  the  Internet,  there's  a  reason  I 
to  rely  on  the  expertise,  strength  and 
security  of  Cisco  Systems  —  the  companj 
that  brought  the  Internet  to  business. 

Look  for  the  Cisco  Powered  Network 
mark.  It  means  your  network  service 
provider  uses  Cisco  equipment  —  the 
common  platform  that  lets  your  network! 
work  with  any  other  network  on  the  plane! 

Which  is  why  Cisco  Powered  Network 
service  providers  are  uniquely  equipped 
to  make  the  Internet  work  for  you, 
whether  it's  Internet  access,  ATM,  frame  j 
relay  or  other  data  services. 

To  find  out  more,  visit  our  website  at 
www.cisco.com.  And  let  a  Cisco  Powered 
Network  service  provider  open  up  the 
Internet  for  your  business. 


Cisco  Systems 


!«1 


The  Network  Works. 
No  Excuses." 


1997  Cisco  Systems.  Inc.  All  rights  reserved 
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UTED  BY  OWEN  ULLMANN 


HIS  YEAR,  THE  HILL  S  FIERCEST  FIGHTS 
SAY  BE  FAMILY  FEUDS 


Vhenever  Congress  kicks  off  an  election-year  session, 
you  can  count  on  pitched  battles  all  the  way  to  No- 
vember. But  in  1998,  combat  between  Republicans  and 
rnocrats  may  be  overshadowed  by  nasty  fights  within  each 
•ty.  "Both  have  cracks  in  their  foundations,"  says  a  gop  op- 
itive.  "The  next  year  will  tell  us  which  crack  is  deeper." 
rhe  fissures  will  show  up  in  congressional  leadership  strug- 
s  and  early  jockeying  for  the  2000  Presidential  nomination, 
both  sides  of  the  aisle,  ideological  purists  want  to  push  is- 
;s  that  sharpen  the  divides  between  par- 
3.  The  result  could  be  policy  paralysis.  "I 
|t  think  you'll  see  a  lot  of  serious  legis- 
ing,"  says  Washington  &  Lee  University 
itical  scientist  William  F.  Connelly  Jr. 
>ODWINKED  OR  ASLEEP."  gop  ferment  in 
;  House  could  erupt  at  any  time.  Speaker 
wt  Gingrich  (R-Ga.)  and  right-wing  rebels 
/e  called  a  truce  after  the  botched  coup 
linst  him  in  '97.  Still,  the  insurgents  would 
b  to  force  Gingrich  out  after  the  election 
i  replace  him  with  Representative  Bill 
xon  (R-N.  Y.).  Gingrich  fired  him  from  his 
dership  post  for  his  role  in  the  revolt, 
t  Paxon  has  been  piling  up  political  chits 
stumping  for  dozens  of  House  candidates. 
Some  Republicans  say  Gingrich,  who  is 
5ing  a  White  House  run,  may  step  down 
1999.  If  not,  Paxon  may  challenge  House  Majority  Leader 
chard  K.  Armey  (R-Tex.).  Already,  he's  dumping  on 
mey's  push  for  a  flat  tax.  "It's  a  political  and  policy  mistake 
'  us  to  talk  about  a  solution  before  we've  had  a  discussion 
th  the  public,"  Paxon  says. 

The  right's  beef  with  Gingrich?  He  sides  too  often  with 
derates,  who  oppose  conservatives  on  such  issues  as  curb- 
l  environmental  regs  and  creating  private-school  tuition 
iichers.  In  '98,  conservatives  may  name  "floor  monitors"  to 
ht  higher  spending  for  items  ranging  from  roads  to  the 


CAPITAL  WRAPUP 


PAXON:  Pili  ng  up  party  favors 


arts.  "There  were  times  this  past  year  we  felt  hoodwinked  or 
asleep  at  the  switch,"  says  Representative  Matt  Salmon  (R- 
Ariz.).  "We're  just  not  going  to  let  that  happen  again." 

In  the  Senate,  Presidential  politics  will  divide  the  GOP. 
An  ongoing  dispute  will  be  over  campaign  finance.  The  lead- 
ership is  dead  set  against  reform,  but  Senators  Fred  Thomp- 
son of  Tennessee  and  John  McCain  of  Arizona  may  launch 
White  House  bids  as  champions  of  change.  And  Senator  John 
Ashcroft  (R-Mo.)  may  snarl  gop  efforts  to  rally  behind  a  sin- 
gle tax-reform  scheme  by  pushing  a  popular 
plan  to  cut  payroll  taxes. 
CENTRIST  BACKLASH?  The  fight  for  the  soul 
of  the  Democratic  Party  is  no  less  intense. 
House  Minority  Leader  Richard  A.  Gephardt 
of  Missouri  and  Minnesota  Senator  Paul  D. 
Wellstone — both  White  House  wannabes  and 
liberal  stalwarts — want  to  change  the  party's 
centrist  course  charted  by  President  Clin- 
ton and  Vice-President  Al  Gore.  Gephardt 
assailed  the  White  House  on  Dec.  2  as  a 
"money  machine"  but  backed  off  after  a  fu- 
rious party  backlash.  Still,  he's  leading  union- 
backed  Democrats  to  block  Clinton-Gore  ini- 
tiatives, including  new  free-trade  pacts  and 
energy  curbs  to  slow  global  warming.  The 
left  wing  will  also  demand  increased  spending 
for  domestic  programs  and  will  resist  White 
House  attempts  to  revamp  Social  Security  and  Medicare. 

Outnumbered  party  moderates  in  Congress  are  threatening 
to  fight  back.  Already,  there's  talk  of  a  centrist  challenge 
after  the  midterm  election  to  Gephardt's  No.  2,  liberal  fire- 
brand David  E.  Bonior  of  Michigan. 

Such  family  feuds  won't  produce  great  legislation.  But 
they  will  redefine  both  parties  as  they  head  into  2000.  And 
that  could  have  a  major  impact  on  the  nation's  agenda  well 
into  the  next  century. 

By  Richard  S.  Dunham,  with  Amy  Bomis 


'R0DUCT-LIAB1L1TY  DEADLOCK 

►  Business  hopes  for  a  deal  on  prod- 
et-liability  reform  are  fading.  After 
inting  at  a  compromise,  President 
Clinton  has  come  up  with  a  new  pro- 
posal that  falls  far  short  of  the  goals  of 
orporate  lobbyists.  Business  objects  to 
White  House  offer  to  cap  punitive 
lamages  at  $250,000,  but  only  for  small 
ompanies.  Business  also  wants  to  ban 
uries  from  holding  one  company  liable 
or  all  damages  even  if  it  were  found 
>nly  partly  responsible.  But  the  Clin- 
on  proposal  doesn't  address  that  issue. 


MILITARY  RETREAT? 

►  Is  Defense  Secretary  William  S.  Co- 
hen serious  about  Pentagon  reform?  In 
November,  he  proposed  saving  $6  bil- 
lion a  year  by,  among  other  things, 
cutting  his  staff.  But  some  lawmakers 
are  griping:  They  say  that  no  sooner 
did  Cohen  unveil  his  cost-cutting  plan 
than  he  moved  to  funnel  an  extra  $4 
million  into  a  unit  of  his  that  oversees 
airborne  reconnaissance.  The  Pentagon 
counters  that  the  money  would  only 
partly  offset  deep  congressional  cuts  in 
the  reconnaissance  unit. 


SPOOK  CONTROL 

►  Good  news  on  the  industrial- 
espionage  front:  Trade-secret  thefts 
have  leveled  off  after  soaring  in  re- 
cent years,  reports  the  American  So- 
ciety for  Industrial  Security.  Accord- 
ing to  the  group,  reported  incidents 
had  jumped  323%,  to  384  a  year,  from 
1992  to  1995  as  companies  got  better 
at  detecting  thefts  and  a  wave  of  for- 
mer communist  spooks  became  eco- 
nomic spies  in  the  early  1990s.  But 
growth  slowed  in  1996-97  after  both 
trends  peaked. 
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Why  Buy 
The  New 
1  Gig  SparCT? 


Because  a  single  SparQ 
cartridge  gives  you 
the  same  room  as 
10  Zip™  disks 
at  1  /3  the  cost.* 


If  ljou  're  considering  buying  a  Zip  ™  drive 
stop  and  consider  buging  the  new  one  gig 
removable  cartridge  drive  from  SyQuest. 


TM 


THE  REVOLUTION 

BEBIN5  WITH  A  5INGLE  5par0™ 


And  SparQ  is  now  available  at: 

CompUSA.  Computer  City.  Best  Buy.  Micm  Center.  J&R  Computer  World.  Oatavision. 
RCS  Computer  Experience.  Egghead.  Creative  Computer.  Future  Shop  and  other 
authorized  SyQuest  resellers  or  call  I.  BOO.  245.  EE7B- 

*$199  gets  you  a  gig  and  the  SparQ  drive.  Additional  gigs  are  $33  each  when  you  buy  a  three  pack.  Otherwise 
they're  only  $39  each. Comparison  is  based  upon  a  ';  0  pack  of  Zip™  disks  at  $99  SRP.  ©  1997  SyQuest  Technology, 
Inc.  Syquest  is  a  registered  trademark.  The  SyQuest  logo'^d  SparQ™  are  trademarks  of  SyQuest  Technology,  Inc.  Zip7' 
is  a  trademark  of  Iomega  Corporation.  All  other  names  are  trademarks  of  their  respective  companies. 
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[nsideWall  Street 


IY  GENE  G.  MARCIAL 

KUDOS  FOR  THREE 
LAGGARDS  

IMIhile  most  market  mavens  are  wary 
II  heading  into  1998,  Joseph  Batti- 
>aglia,  investment  strategist  at  Gruntal 
.  Co.,  is  fiercely  upbeat.  He  says  that 
he  Dow  will  hit  9000  by  midyear,  tech 
tocks  will  rebound  smartly,  and  large- 
aps  will  lead  the  upward  drive. 

What's  behind  Battipaglia's  bullish 
tance?  He  expects  the  Fed  to  cut 
hort-term  interest  rates  in  the  first 
[uarter,  in  part  due  to  Asia's  woes, 
rhe  market  will  also  draw  staying 
>ower  from  solid  corporate  earnings. 
)verseas  news  will  brighten:  Batti- 
>aglia  sees  a  decent  resurgence  in  Eu- 
rope, robust  8%  growth  in  China's 
;ross  domestic  product,  and  a  rebound 
or  the  rest  of  Asia  by  the  second  half. 

Battipaglia  is  beating  the  drum  for 
hree  recently  disparaged  large-caps: 
Joeing  (ba),  bowling-gear  and  boat 
milder  Brunswick  (bc),  and  Texas  In- 
truments  (txn) — the  chipmaker  that 
ligh-tech  bears  love  to  hate.  Boeing, 
ays  Battipaglia,  will  be  '98's  "comeback 
tock."  Now  at  45,  the  stock  has  been 
»eaten  by  investors  who  bailed  out  after 
Joeing  acknowledged  it  was  having 
rouble  filling  orders.  Battipaglia  sees 
the  stock  at  70 
sometime  in  1998. 
The  stock  is  being 
hurt  by  deferred 
Asian  orders,  "but 
the  orders  have 
only  been  de- 
ferred— not  lost," 
he  says.  Manage- 
ment is  confident, 
he  adds,  that  pro- 
duction "will  be 
back  to  plan"  by 
April.  He  expects 
earnings  of  $3.10 
in  1998  and  $4.60 
in  1999,  up  from 
1997's  estimated 
$1.80. 

Brunswick, 
whose  stock 
"  dropped  from  36 
■o  28  in  1997,  has  been  hit  by  a  one- 
wo  punch,  says  Battipaglia.  With  in- 
ernational  sales  accounting  for  25%  of 
•evenues — and  Asia  representing 
10% — analysts  have  pared  down  1998 
istimates.  At  the  same  time,  the  Fed- 


IATTIPAGLIA:  He 

ikes  TI,  Boeing, 
md  Brunswick 


eral  Trade  Commission  is  looking  into 
allegations  of  monopolistic  practices  by 
its  boat  operations.  Battipaglia  says 
the  stock,  at  11.5  times  estimated  1998 
earnings  of  $2.43,  deserves  a  higher 
price-earnings  ratio  and  is  worth  45. 

Ti  is  Battipaglia's  bet  in  the  volatile 
technology  group.  He  thinks  its  recent 
recovery — from  40  to  45 — reflects 
recognition  that  Asia  accounts  for  less 
than  20%  of  revenues.  So  he  expects  ti 
sales  in  '98  to  jump  to  $10.8  billion,  up 
from  1997's  estimated  $8.9  billion. 
Earnings,  he  says,  will  leap  to  $3.10 
from  1997's  estimated  $2.08.  His  12- 
month  target:  70 — also  its  1997  high. 

A  SEDUCTIVE 
SUBPRIME  LENDER 

The  greater  the  risk,  the  bigger  the 
reward.  That's  the  heart  of  subprime 
mortgage  lending — or  loans  to  less  cred- 
it-worthy borrowers.  The  huge  spread 
between  the  cost  of  funds  and  the  high 
rate  of  interest  that  lenders  charge  has 
made  the  business  lucrative.  But  it's 
also  risky,  and  the  group  has  been  un- 
der severe  pressure.  Still,  money  man- 
ager Vince  Carino  likes  Southern  Pacif- 
ic Funding  (sfc).  It  attains  a  high 
internal  rate  of  return  because  of  lower 
loan-origination  costs,  notes  Carino, 
president  of  Brookhaven  Capital,  which 
recently  acquired  a  6%  stake. 

Its  stock,  at  11, 


WEIGHED  DOWN 
DY  THE  SHORTS 


has  fallen  from  its 
52-week  high  of  25 
during  the  mar- 
ket's recent  volatil- 
ity. And  the  shorts 
have  helped  pull  it 
down:  Short  inter- 
est in  Southern 
Pacific  is  3  million 
shares,  or  about 
27%  of  the  shares 
in  public  hands. 
The  shorts  con- 
tend that  the  com- 
pany is  short  on 
capital — the  bulls 
think  not.  Carino 
expects  the  company  to  sell  part  of  its 
loan  portfolio  at  a  premium — for  $120 
million.  That  should  ease  concerns  about 
a  shortage,  he  argues. 

But  one  event  that  could  force  the 
shorts  to  run  for  cover:  a  buyout.  A 
New  York  investment  banker  says 
Southern  Pacific  officials  have  been 
holding  "advanced  talks"  with  high-lev- 
el brass  at  a  major  financial-services 
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firm.  The  buyout  price  being  discussed: 
18  a  share.  Southern  Pacific  cfo  Peter 
Makowiecki  declined  comment. 

Analyst  Jennifer  Scutti  of  Prudential 
Securities  notes  that  in  the  past  few 
months,  Southern  Pacific  has  strength- 
ened its  fundamentals  through  more 
conservative  accounting,  increased  loss 
reserves,  and  lower  overhead  expenses. 
She  sees  earnings  of  $2.60  a  share,  up 
from  an  estimated  $2.23  in  1997. 

LONE  STAR: 
READY  TO  RISE? 

Something  funny  happened  to  Lone 
Star  Technologies  (lss)  after  Robert 
Bass  and  his  group  made  it  known  on 
Dec.  16  that  they  might  acquire  the 
oilfield  gearmaker.  Its  stock  has  tum- 
bled to  25,  after  it  climbed  to  30  on  the 
news.  The  stock  dipped  again  due  in 
part  to  the  weakness  in  the  oil  sector. 

No  matter.  Some  pros  say  "Lone 
Star  will  be  gone — gobbled  up  fast  ear- 
ly in  1998."  The  stock  hit  59  in  mid-Oc- 
tober. These  experts  argue  that  the 
drop  affords  investors  a  rare  chance 
to  buy  at  depressed  levels — before  a 
deal  is  sprung  in  the  new  year.  One 
of  two  things  will  happen:  Either  the 
Bass  group  opts  to  buy  the  75%  of  the 
stock  it  doesn't  yet  own,  or  the  Basses 
will  help  Lone  Star  merge  with  anoth- 
er company,  says  one  money  manager. 

The  stock  was  first  highlighted  in 
this  column  in  mid-December,  1995, 
when  it  was  at  TA.  That  was  when  the 
Basses  first  took  a  shine  for  Lone  Star 
and  stepped  up 
RIPE  FOR  A        buying  shares. 
BUYOUT  "The  stock  will 

jump  in  a  heart- 
beat once  in- 
vestors realize 
that  the  Basses 
are  seriously  con- 
sidering a  move," 
says  one  investor. 
Jan  Loeb  of  Was- 
serstein  Perella 
has  a  price  target 
of  40. 

John  Harbin, 
Lone  Star  chair- 
man and  ceo,  ad- 
mits that  such 
ideas  have  been  discussed  with  the  Bass 
group.  He  plans  to  hold  more  talks  "to 
explore  alternatives  designed  to  advance 
our  mutual  interest."  Lone  Star  Trea- 
surer Charles  Keszler  says  "we're  leav- 
ing all  avenues  open." 


JULY  11, '97       DEC.  29 
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SPECIAL  REPORT 


OF  THE 


When  it  comes  to  reaching  the 
top  or  being  the  best,  there 
are  no  rules.  So  it  should 
come  as  no  surprise  that 
business  week's  25  Top  Managers  in 
1997  are  a  diverse  lot  who  defy  easy 
categorization. 

Yet  in  a  year  of  global  upheaval 
and  near-constant  change,  they  all  had 
one  characteristic  in  common:  Each 
was  able  to  break  from  the  pack  and 
clearly  outperform.  From  a  variety 
of  countries  and  industries,  the  Top  25 
span  the  gamut  of  age  and  back- 
ground. They  have  earned  their 
stripes  in  every  conceivable  business 


THE  BEST 


MANAGERS 

 56^ 

MANAGERS  TO  WATCH 

62 

ENTREPRENEURS 

70 

NEW  PRODUCTS 

74 

PRODUCTS  TO  WATCH 

77 


arena,  from  the  intricacies  of  clesig- 
ing  cutting-edge  software  to  the  gue- 
rilla tactics  of  executing  a  multib: 
lion-dollar  takeover. 

While  then-  management  approach 
es  may  differ,  all  these  individual 
have  won  the  ultimate  kudos:  respec, 
and  sometimes  fear,  from  their  peer. 
Many  have  also  inspired  near-fanatic 
employee  loyalty.  Each  has  put  his  <! 
her  personal  imprint  on  operation 
And  all  have  moved  quickly  whei 
necessary,  seizing  opportunity  befo: 
rivals  have  had  the  chance  to  react 

Some  of  our  Top  Managers  ail 
strong-willed  executives  who  took  di 


7 
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ssed  companies  and  muscled  them 
:k  into  shape.  Take  Harvey  Golub 
\  Ken  Chenault:  the  top-ranked  duo 
once-stagnant  American  Express, 
ther  than  cutting  prices  to  win 
rket  share,  they  expanded  the  mar- 
;  with  credit  cards  that  are  linked 

airline  frequent-flier  programs. 
By  also  used  their  card  holders  as  a 
;e  from  which  to  build  a  now-boom- 
;  financial-advisory  business. 
Another  turnaround  ace,  Robert 
uis-Dreyfus,  the  chief  executive  of 
>rt-shoe  maker  Adidas,  transformed 
:ompany  that  not  long  ago  was  in 
e  straits.  He  moved  production  to 
;aper  quarters  and  then  plunked 
!  savings  into  marketing  that  was 
led  at  young  adults.  The  brand's 
ro  appeal  has  brought  the  company 
;k  to  life — and  put  pressure  on 
g-dominant  rivals. 
)ther  Top  Managers  got  results  by 
ng  what  comes  most  naturally  to 
an:  charging  full  speed  ahead  at 
npanies  they  have  been  running 

years.  Caterpillar's  Donald  Fites 
sted  record  earnings  even  as  the 
;h  dollar  threatened  competitive- 
3s  and  a  bitter  labor  dispute  lin- 
red.  And  at  Tropicana,  Ellen  Mar- 
n  was  able  to  boast  a  three-year 
eak  of  double-digit  quarterly  earn- 
js  increases,  thanks  in  part  to  her 
roduction  of  several  new  products 
ih  as  smoothies  and  blended  juices. 
Business  as  usual  for  these  go-go 
ecutives  is  anything  but  routine, 
id  although  big  acquisitions  were 
t  the  norm  for  '97's  Top  Managers, 
ten  they  made  them,  they  did  so 
th  a  bang.  Take  Travelers'  hard- 
arging  Sandy  Weill,  who  continued 
s  decade-long  empire-building  cam- 
ign  with  the  $9  billion  acquisition  of 
Uowed  investment  bank  Salomon, 
was  a  risky  move  in  a  15-year  bull 
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market.  But  Weill  has  so  far  accom- 
plished everything  he  has  promised 
and  more.  Then  there's  Bernie 
Ebbers,  the  telecom  exec — and  for- 
mer basketball  coach — who  exploded 
on  the  scene  this  year  with  the  auda- 
cious $37  billion  purchase  of  larger  ri- 
val MCI. 

Others  have  permanently  changed 
then-  industries  with  radical  technolo- 
gies or  bold  business  approaches. 
Then,  seeing  untapped  opportunities, 
these  executives  rushed  to  get  those 
innovations  into  new  markets.  Not 
stopping  at  that,  they  soon  brought 
out  more  improvements,  remaining 
several  large  strides  ahead  of  their 
competitors. 

That  was  the  case  with  German  en- 
trepreneur's Hasso  Plattner  and  Diet- 
mar  Hopp,  whose  business-applica- 
tions software  has  taken  the  world 
by  storm.  Rather  than  kicking  back, 
though,  they  revved  into  high  gear 
in  1997,  launching  a  host  of  new  In- 
ternet software  programs.  And  Bill 
George,  another  up-and-comer  in  the 
medical-products  arena,  moved  be- 
yond a  core  pacemaker  business;  in 
1997,  fully  70%  of  his  company's  rev- 
enues came  from  new  products. 

How  did  business  week  pick  its 
Top  Managers  for  1997?  First,  we  sur- 
veyed a  team  of  experts — our  staff 
of  178  writers  and  editors  located  in 
25  bureaus  around  the  globe.  Then, 
we  narrowed  the  group  down  to  fi- 
nalists based  on  financial  and  share- 
price  performance.  Since  the  strong 
economy  gave  a  lift  to  so  many  cor- 
porations this  year,  we  sought  out 
managers  who  truly  outperformed 
their  peers. 

Whether  masters  of  the  turnaround, 
hard-driving  old  hands,  or  bold  up- 
starts, this  group  of  overachievers 
proved  an  inimitable  bunch  in  1997. 
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TELECOM  TERROR 


A  Last  year  hard-charging  BERNARD  J.  EBBERS, 

ceo  of  WorldCom,  jumped  into  the  telecom  big 
leagues.  The  former  high  school  basketball  coach 
outbid  both  British  Telecom  and  GTE  in  a  high- 
adrenaline  race  to  snare  MCI  Communications  for 
$37  billion.  If  the  deal  passes  regulatory  muster, 
it  will  vault  WorldCom  to  the  No.  2  spot  in  long 
distance  behind  AT&T  (page  93).  The  brash 
Ebbers,  56,  now  must  prove  he  can  manage  as 
well  as  he  chases  down  deals. 


GUNNING  HONDA 

►  A  onetime  race-car  engine 
designer,  Honda  President 
NOBUHIKO  KAWAMOTO,  61,  has  the 

Japanese  auto  maker  barreling 
down  the  fast  lane.  His  small 
sport  utilities  are  a  hit,  and  prof- 
its, boosted  by  restructuring  and  a 
weak  yen,  should  swell  to  a  record 
$1.97  billion  for  '97.  In  November, 
Honda  nudged  ahead  of  Nissan  to 
become  Japan's  No.  2  carmaker.  In 
the  U.  S.,  the  all-new  '98  Honda 
Accord  battled  it  out  for  Car  of 
the  Year  with  Toyota's  Camry. 
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i  1997,  managers  faced  roller-coaster  financial  markets,  tight  labor  supplies,  and 
virtual  absence  of  pricing  flexibility.  But  the  best  of  them  scored  big  anyway, 
ith  bold  moves  and  solid  execution — from  the  mega-acquisitions  in  finance  and 
^communications  to  a  host  of  new-product  rollouts  from  computer  makers.  For 
ie  Top  25  Managers,  the  year  turned  out  to  be  exceptionally  prosperous. 


JUICY  PROFITS 


T  The  juice  has  been  flowing  since  former 
Nabisco  exec  ELLEN  R.  MARRAM,  50,  took  over 
Tropicana  Beverage.  She  boasts  three-years 
of  double-digit  quarterly  profit  hikes,  and  her 
14%  gain  in  the  year  ended  in  June  '97  was 
nearly  twice  that  of  parent  Seagram's  spirits- 
and-wine  business.  Marram's  '95  purchase  of 
Dole  Food's  juice  business  got  Tropicana  into 
23  nations.  Now  she's  planting  groves  in  Chi- 
na and  pushing  novelties  like  calcium-added 
juice  around  the  world. 


ACES  AT  AMEX 


▲  In  '97,  CEO  HARVEY  GOLUB  and  President 
KENNETH  I.  CHENAULT  got  American  Express 
back  on  track.  Golub,  the  strategist,  and 
Chenault,  the  marketing  whiz,  carried  out  a 
fierce  counterattack  against  Visa  and  Master- 
Card. After  years  of  losing  ground,  AmEx  be- 
gan regaining  U.S.  market  share.  The  duo  also 
kicked  off  17  new  cards  abroad.  The  result: 
While  many  rivals  struggled,  AmEx  earnings 
rose  15%  in  the  first  three  quarters  of  '97,  to 
$1.5  billion,  and  its  stock  is  up  about  61%. 
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MEDTRONIC  MARVEL 

▼  The  beat  goes  on  at  Medtronic  under  ceo 
WILLIAM  W.  GEORGE.  Since  taking  over  in  1991  at 
the  heart  pacemaker  company,  George,  55,  has 
pumped  Medtronic  into  higher  gear.  The  compa- 
ny has  long  been  the  world  leader  in  pacemakers, 
but  George  won  approval  in  '97  to  apply  its  tech- 
nology to  diseases  such  as  Parkinson's  and  incon- 
tinence. Thanks  to  new  products — now  account- 
ing for  70%  of  sales — greater  R&D  spending,  and 
George's  tight  financial  discipline,  shareholders 
have  seen  compound  annual  returns  for  each  of 
the  past  five  years  of  33%;  in  '97  alone,  Med- 
tronic shares  soared  roughly  49%. 


BANANA  BONANZA 

►  Gap's  JEANNE  P.  JACKSON  has 

worked  magic  at  its  long-strug- 
gling Banana  Republic  stores. 
The  retailer  had  chucked  the 
safari  theme  years  ago,  but  it 
took  the  46-year-old  marketing 
star  to  finally  distinguish  the 
chain  from  its  sister  Gap  stores. 
Its  upscale  clothes  for  young 
professionals  and  new  line  of 
home  furnishings  have  the  cash 
registers  ringing  in  a  series  of 
recently  opened  flagship  stores 
in  large  cities  such  as  Chicago, 
Las  Vegas,  and  San  Francisco. 
Revenues  should  hit  $840  mil- 
lion for  '97,  an  18%  jump.  Com- 
ing next:  a  Banana  Republic 
catalog  due  in  July. 
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TAIWAN'S  CHIP  JUGGERNAUT 


▲  MORRIS  CHANG,  CEO  of  Taiwan  Semiconductor  Manufacturing,  isn't  worried  about 
the  roiled  Asian  markets.  Since  Chang,  66,  founded  tsmc  in  the  mid-'80s,  he  has 
created  one  of  the  world's  leading  chipmakers  by  supplying  U.  S.  and  international 
giants  with  his  incredible  shrinking  circuits.  The  company  forecasts  '97  earnings  of 
$535  million  on  $1.3  billion  in  sales.  With  customers  such  as  Texas  Instruments  and 
Siemens  clamoring  for  its  chips,  tsmc  should  have  another  banner  year.  And  as  more 
chipmakers  outsource  to  cut  costs,  it  should  keep  right  on  growing. 

SUN  STAR 


•4  People  keep  counting  him  out. 
But  feisty  SCOTT  G.  McNEALY,  42,  has 

delivered  on  his  high-risk  strategy. 
The  Sim  Microsystems  chief  execu- 
tive has  positioned  his  Java  pro- 
gramming language  as  the  most  se- 
rious challenger  yet  to  Microsoft's 
software  dominance.  And  sales  of 
Sun's  lucrative  UNIX  computers  are 
booming,  despite  Microsoft's  growing 
presence  in  corporate  computing. 
The  combination  helped  Sun  blow 
away  rivals  for  '97.  Profits  surged 
some  60%  in  the  year  ended  in 
June,  to  $762  million,  while  sales 
were  up  21%,  to  $8.6  billion. 
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COMPUSA'S  UPGRADER 

▲  When  JAMES  F.  HALPIN,  ceo  of  CompUSA,  took 
the  helm  in  December  of  '93,  the  country's  largest 
computer  chain  seemed  to  be  on  its  last  legs.  But 
Halpin,  47,  has  since  engineered  a  masterful  turn- 
around by  pushing  beyond  low-margin  retailing 
into  more  profitable  services,  such  as  training  and 
build-to-order  PCs.  Earnings  grew  57%  for  the 
year  ended  June  '97,  and  though  Wall  Street  wor- 
ries about  a  slowdown  in  computer  sales  that 
hurt  the  stock  late  last  year,  at  around  27,  it's 
still  well  up  from  a  low  of  6  in  mid-'94. 


TODAY  SOLLY... 


►  SANFORD  I.  WEILL'S  masterful  $9  billion 
acquisition  of  Salomon  was  the  latest  in 
a  decade-long  empire-building  campaign. 
With  equity  of  $20.2  billion  now  under 
Travelers  Group,  the  64-year-old  Weill 
has  secured  his  position  as  one  of  the 
most  powerful  figures  on  Wall  Street. 
Weill's  dealmaking  paid  off  big-time,  as 
Travelers  stock  shot  up  about  75%  in  '97. 
But  he's  hardly  finished:  In  '98,  he'll  fo- 
cus on  transforming  Salomon  Smith  Bar- 
ney into  an  investment  banking  power- 
house even  as  he  remains  on  the  prowl 
for  further  buvs  in  financial  services. 


ALL  SMILES 


►  Colgate-Palmolive's  U.S.  busi- 
ness has  been  sparkling  since  LOIS 
D.  JULIBER,  48,  took  over  domestic 
operations  in  '94.  A  strong  adver- 
tising budget  and  the  introduction 
of  hot  products  such  as  anti- 
bacterial dish  detergent  and  tooth- 
paste with  baking  soda  and  perox- 
ide have  sent  North  American 
earnings  up  44%  since  '94.  Col- 
gate's stock  rose  about  52%  last 
year,  to  69,  and  Juliber,  who  added 
European  operations  to  her  portfo- 
lio in  March,  is  on  everyone's 
short  list  for  ceo. 
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PORSCHE  PANACHE 

▲  In  '93,  when  WENDELIN  WIEDEKING  took  over 
Porsche,  the  sports-car  maker  was  at  death's  door. 
But  by  ditching  a  planned  four-door  sedan  in  favor  of 
a  version  of  its  classic  two-seater,  and  hiring  Japan- 
ese experts  to  slash  costs  and  hike  quality,  Wiedek- 
ing,  45,  has  executed  a  U-turn.  Dealers  can't  keep 
cars  in  stock  and  hopes  are  high  for  the  new  Carrera. 
Sales  are  up  125%,  and  the  former  lossmaker's  prof- 
its hit  $78.3  million  in  the  year  ended  July  '97. 


WE  LOVE  LUCENT 


T  Lucent  Technologies  is  on  a  tear  thanks  to  Chairman 
HENRY  B.  SCHACHT,  63,  and  CEO  RICHARD  A.  McGINN,  51. 

Since  its  '96  spin-off  from  at&t,  Lucent  has  broadened  its 
product  offerings  to  swiftly  tap  new  customers,  including 
many  at&t  competitors.  Earnings  should  be  up  42%  for  '97, 
sending  the  stock  soaring  151%  since  a  '96  initial  public  of- 
fering. In  October,  Schacht  handed  over  the  ceo  post  to 
McGinn,  who  will  be  mostly  calling  the  shots  on  his  own. 
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WELCH  NEVER  RESTS 

►  Three  years  from  retiring  as  ceo  of 
the  world's  most  profitable  company,  Gen- 
eral Electric's  JOHN  F.  WELCH  show's  no 
sign  of  flagging.  After  17  years  at  the 
helm,  Welch,  62,  continues  to  move  ge 
out  of  manufacturing  and  into  higher- 
margin  financial  and  business  services.  A 
push  to  boost  quality — and  a  restructur- 
ing expected  next  year — will  keep  costs 
under  pressure.  The  plan  seems  to  work: 
'97  earnings  should  be  up  12%,  to  $12.3 
billion,  while  <;e  shares  rose  about  51%. 


DRIVING  COSTCO 

<  Discount  warehouse  king  JAMES  D. 
SINEGAL,  CEO  of  Costco,  had  another 
banner  year.  By  keeping  a  fid  on 
costs — the  company  does  no  advertis- 
ing— and  pushing  into  high-profit  ser- 
vices such  as  insurance,  Sinegal,  61, 
drove  up  profits  25%,  to  $312  million,  in 
the  year  ended  in  August.  With  mar- 
gins approaching  12%,  Costco  is  closing 
in  on  Wal-Mart  Stores'  much-envied 
13%  margins.  As  a  result,  the  discount 
days  for  Costco  stock  are  over.  Shares 
rose  about  69%  in  '97,  to  41. 


MANAGERS  TO  WATCH  IN  1998 


C.  Michael  Armstrong 

AT&T 

f   

g£>       Armstrong,  59,  is 
Jk  off  In  a  last  .-tail. 

JsMM  In  just  two  months 
as  ceo,  he  has  sped  up  the 
sale  of  non-core  assets  and 
he's  scaled  back  a  big  push 
into  local  phone  markets. 
With  at&t's  long-distance 
business  under  siege,  he  aims 
to  save  $4  billion  a  year  by 
slashing  overhead.  Since 
Armstrong  arrived,  AT&T 
shares  are  up  about  35%. 


Philip  M.  Condit 

Boeing 

What's  with  Boe- 
ing? First,  a  sur- 
prise $1.6  billion 
loss  because  it  can't  boost 
production  fast  enough. 
Then,  amid  faa  worries  that 
its  rapid  ramp-up  is  hurting 
safety,  Boeing  says  it  will 
cut  12,000  jobs  and  take  an- 
other $1  billion  write-off  in 
'98.  Now  ceo  Condit,  56, 
must  clean  up  the  mess. 


Anthea  Disney 

HarperCollins 

After  media  mogul 
Rupert  Murdoch 
put  her  in  charge 
of  HarperCollins  Publishers, 
Disney  shocked  the  industry 
by  canceling  more  than  100 
book  contracts.  Will  that  be 
enough?  So  far  the  house  re- 
mains troubled,  but  Disney's 
star  hasn't  dimmed:  In 
September,  Murdoch  added 
TV  Guide  and  digital  pub- 
lishing to  her  watch. 


M.  Douglas  Ivejj 

Coca-Cola 

Can  new  ceo| 
Ivester  keep 
Cola  bubbling? 
hand-picked  successor  t| 
cently  deceased  Robertcf 
Goizueta,  Ivester  is  a  tcl 
competitor  and  financial! 
He  just  inked  a  $840  mi| 
Orangina  deal,  but  with  I 
eign  earnings  growth  lilj 
to  slow  and  Pepsi  itchinf 
relaunch  the  cola  wars, 
lenges  await. 
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COMPAQ'S  WILY  CAMPAIGNER 

▲  There's  just  no  stopping  Compaq  Computer  ceo  ECKHARD 
PFEIFFER.  Even  as  he  pushed  further  into  the  large  computer  busi- 
ness in  '97  with  acquisitions  of  Tandem  Computers  and  Microcom, 
Pfeiffer,  55,  kept  his  eye  on  the  PC  business.  Compaq  defended  its 
leading  share  of  business  PCs  and  servers  while  recapturing  sec- 
ond place  in  notebooks  and  becoming  one  of  the  top  two  suppliers 
of  home  PCs.  With  '97  revenue  up  an  estimated  24%,  to  $25  billion, 
Pfeiffer  is  on  his  way  toward  $50  billion  in  sales  by  2000. 


THE  HARDHAT  AT  CATERPILLAR 

•4  Caterpillar  CEO  DONALD  V.  FITES  is  reaping  the  benefits 
of  the  huge  restructuring  he  began  after  heavy  losses  in 
the  early  '90s.  A  global  spending  boom  should  help  '97 
profits  grow  18%,  to  more  than  $1.5  billion,  on  expected 
sales  of  $17.5  billion.  Now,  long-stalled  union  talks  are  set 
to  start.  With  51%  of  revenues  coming  from  overseas,  the 
company  is  vulnerable  to  volatility  in  Asia.  But  Fites,  63, 
vows  to  hit  $30  billion  by  2010. 


George  M.C.  Fisher 

Eastman  Kodak 

After  a  sorry  '97, 
the  57-year-old 
ceo  faces  another 
ting  year.  He  cut  16,600 
oyees  and  lost  a  major 
national  trade  case 
ist  Japan  last  year,  even 
irnings  sank.  Now  Fish- 
ust  stop  rival  Fuji's  ad- 
es  in  the  U.  S.  and  turn 
)fit  in  his  lagging  digital 
ography  unit. 


Edward  C.  Crutchfield  Jr. 

First  Union 

In  a  decade  at 
the  top  of  First 
Union,  Crutchfield, 
46,  has  inked  75  deals  and 
built  the  bank  into  a  $157 
billion  goliath.  But  he  paid  a 
hefty  price  for  his  $16.6  bil- 
lion buyout  of  CoreStates 
Financial  last  year,  the 
biggest  bank  deal  ever.  Hav- 
ing created  a  franchise  from 
New  England  to  Florida,  in 
'98  he  must  get  it  working 
smoothly. 


Masayoshi  Son 

Softbank 

For  Softbank 
founder  Son,  the 
staggering  debt 
load  brought  on  by  his  two- 
year,  $4.5  billion  buying 
spree  means  that  '98  could 
be  an  ugly  year.  The  stock 
has  dropped  about  65%  in 
'97,  and  Son,  40,  may  be 
forced  to  sell  a  minority 
stake  of  his  prized  Ziff-Davis 
Publishing  to  U.S.  investors 
to  raise  cash. 


Steven  P.  Jobs 

Apple  Computer 

\  Whether  he  re- 
[  mains  ceo  or  not, 
Jobs  will  likely  be 
working  overtime  to  resusci- 
tate Apple.  He'll  also  try  to 
recreate  Toy  Story  magic  in 
1998  with  a  new  release 
from  his  Pixar  Animation 
Studios. 
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A  DEMON  FOR  DATA 

▼  In  five  years,  MICHAEL  C.  RUETTGERS, 

55,  has  gone  from  nothing  to  leader  of 
the  $10  billion  corporate  data  storage 
business.  As  ceo  of  emc,  he  has  beaten 
even  IBM,  thanks  to  a  two-year  technolo- 
gy lead.  Ruettgers  can  charge  premium 
prices  for  emc's  open  systems,  which 
store  data  from  different  computers.  Af- 
ter tripling  between  '93  and  '96,  revenue 
should  jump  28%  in  '97,  to  $2.9  billion. 
Profits,  too,  should  soar  by  more  than 
30%,  to  $547  million.  That  has  pushed  emc 
shares  through  four  stock  splits. 


DELL'S  LEAN  LOCOMOTIVE 


▲  MICHAEL  S.  DELL,  32,  continues  to  redefine  the  PC  industry  even  as  he 
takes  his  ultra-lean  manufacturing  style  to  the  higher-margin  workstation 
and  server  markets.  Sales  at  Dell  Computer  are  growing  a  torrid  50% 
annually  and  should  hit  $12.2  billion  for  the  fiscal  year  ending  Jan.  31.  With 
Dell's  stock  up  about  220%  by  late  '97,  the  company  is  also  steaming  ahead 
in  overseas  markets,  and  has  expanded  its  sales  over  the  Internet  to  more 
than  $3  million  a  week — and  growing. 


MANAGERS  TO  WATCH  IN  1998 


Dr.  Thomas  F.  Frist  Jr. 

Columbia/hca 


1  SH  In  '98,  ceo  Frist 

AVH  will  face  hi' 

•         greatest  test  of 
his  three-decade  career.  He 
regained  the  troubled  hos- 
pital chain's  helm  in  '97,  in 
the  midst  of  a  federal  in- 
vestigation of  its  billing 
practices.  Now,  Frist,  59, 
must  remake  the  company 
and  negotiate  a  settlement 
with  the  Justice  Dept. 


Barry  Diller 

HSN 


Does  Diller,  55, 
creator  of  the 
Fox  TV  network, 
still  have  the  programming 
touch?  After  buying  Uni- 
versal Studio's  TV  unit  and 
the  usa  cable  network,  he's 
trying  to  build  another  na- 
tional network.  His  first 
shows  air  this  spring. 


Joyce  Roche 

Carson 


One  of  the  top- 
ranking  black 
women  in  Corpo- 
rate America,  Roche  left 
Avon  to  become  president 
of  tiny  Carson.  It  has  been 
tough  going  at  the  $110-mil- 
lion  maker  of  personal-care 
products  for  African- Ameri- 
cans. A  marketing  ace  at 
Avon,  Roche,  50,  must  now 
reverse  soft  sales  and  a 
50%  drop  in  Carson's  stock 
price. 


Charles  R. 

GTE 


Lee 


ceo  Lee  made  a 
bold  move  with  his 
llth-hour  $28  bil- 
lion bid  for  long-distance  gi- 
ant mci.  But  he  was  outbid 
by  upstart  WorldCom.  Now, 
if  Lee  can't  line  up  another 
major  acquisition,  gte  could 
lose  its  status  as  a  major 
telecom  player,  and  risks  get- 
ting gobbled  up  itself. 
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[ow  Clarify  is  helping  Toyota  use  customer  service 
to  rev  up  sales. 


Carole  Pedriana,  National  Manager,  New  Era  Business  Project 


MANAGERS 


ADIDAS'  REBOUNDER 

T  CEO  ROBERT  LOUIS-DREYFUS,  51, 

wears  sneakers  and  jeans  to  work,  but 
there's  nothing  laid  back  about  the  re- 
bound he  has  led  at  Adidas.  By  mov- 
ing production  out  of  high-cost  Ger- 
many and  boosting  marketing,  '97 
earnings  should  grow  40%,  to  $250 
million,  on  expected  sales  of  $3.7  bil- 
lion. And  with  the  recent  buy  of 
equipment  maker  Salomon,  Adidas  will 
be  second  only  to  Nike.  Now,  Adidas 
is  taking  on  the  Swoosh  boys  on  their 
U.  S.  home  turf. 


"  CLEAN  AND  MEAi 


<  Two  years  after  stepping 
up  in  the  middle  of  a  contr 
versial  restructuring,  JOHN 
PEPPER,  CEO  of  Procter  & 
Gamble,  is  enjoying  a  big 
payoff.  Pepper,  59,  has  sim- 
plified marketing  and  prodi 
development,  trimmed  was 
ful  ad  spending,  and  plowe< 
the  savings  into  lower  prici 
Growth  in  China,  where  sa. 
have  hit  $1  billion,  has  pari 
offset  weakness  in  German; 
and  Japan.  With  profits  up 
12%,  to  $3.4  billion,  for  the 
year  ended  last  June,  share 
have  more  than  doubled,  to 
80,  under  Pepper. 


SAP'S  TAG  TEAM 

►  Some  consider  sap,  based  in 
Walldorf,  Germany,  to  be  Eu- 
rope's answer  to  Microsoft. 
Thanks  to  the  tech  smarts  and 
marketing  savvy  of  co-chairmen 
HASSO  PLATTNER,  54,  and  DIET- 
MAR  HOPP,  57,  sap's  programs 
now  drive  the  back  offices  of 
many  of  the  globe's  biggest 
companies.  And  in  '97,  SAP 
launched  an  Internet  commerce 
venture  with  Intel.  From  $2.1 
billion  in  '96,  sales  soared  more 
than  60%  for  '97's  first  nine 
months.  With  profits  hopping 
at  the  same  pace,  SAP  shares 
jumped  about  145%  for  the 
year. 


MANAGERS  TO  WATCH  IN  1998 


Richard  K.  Davidson 

Union  Pacific 

One  year  into  his 
new  job,  ceo 
Davidson  is  at 
the  controls  of  a  stalled 
company.  He  must  contend 
with  massive  congestion 
following  up's  bungled 
merger  with  Southern  Pa- 
cific Rail.  And  as  the  finan- 
cial toll  mounts,  Davidson, 
55,  must  prove  he  can  win 
back  irate  customers  and 
appease  regulators. 


Paul  Hazen 

Wells  Fargo 


Will  Hazen,  56, 
put  Wells  Fargo 
on  the  block?  He 
paid  a  pricey  $11.3  billion 
for  First  Interstate  in  '96, 
but  investors  question  if 
the  merger  is  working. 
With  angry  customers  flee- 
ing and  the  stock  lagging 
far  behind  rivals,  Hazen 
recently  hinted  he  might 
sell. 


Lee  Kun  Hee 

Samsung  Group 

Running  the 
jr    giant  chaebol 
k  ^MKta  won't  be  easy  in 
'98  for  its  55-year-old 
chairman.  Falling  chip 
prices  have  hurt  his  core 
electronics  business,  and 
although  Lee  is  cutting  in- 
vestment, Samsung  is  like- 
ly to  go  into  the  red.  Its 
debt  load,  plus  Korea's 
volatile  currency,  could 
deepen  losses. 


Stephen  F.  Wiggins 

Oxford  Health  Plans 

In  '97,  ceo 
Wiggins  went 
from  managed 
care  golden  boy  to  Wall 
Street  whipping  boy.  Big 
third-quarter  losses  and 
billing  snafus  sent  shares 
down  80%.  Now  Wiggins, 
41,  must  restore  the  com- 
pany to  health. 
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RAINMAKER  AT  LILLY 

▲  Since  arriving  at  Eli  Lilly  four 
years  ago,  CEO  RANDALL  L.  TOBIAS  has 

readied  a  slew  of  new  products.  And 
in  '97,  he  reaped  his  reward.  Lilly  has 
five  new  drugs  to  offset  its  slowing 
workhorse,  Prozac,  including  a  hit 
drug  for  schizophrenia,  Zyprexa  (page 
77).  Better  still,  shareholders  barely 
blinked  last  June  when  Tobias,  55, 
took  a  $2.4  billion  write-off  on  his 
overpriced  purchase  of  drug-benefits 
manager  pes  Health  Systems.  The 
stock  rose  92%,  to  hit  an  all-time  high 
of  70. 


A  MASTER  OF  CARDS 


▲  Mailboxes  stuffed  with  credit-card  of- 
fers meant  hot  competition  and  falling 
profits  in  '97  for  most  card  companies.  B 
CHARLES  M.  CAWLEY,  president  of  MBNA, 
No.  2  in  the  industry,  pushed  net  income 
up  about  30%,  to  an  estimated  $620  millio 
Cawley,  57,  has  built  his  success  with  cu 
tomized  group  cards,  offered  to  everyone 
from  university  alumni  to  members  of  a 


duck-hunting  club.  Only  Citicorp  is  large 


FORD'S  ROAD  WARRIOR 

■4  Since  taking  the  wheel  as  president  oi 
Ford's  auto  operations  in  late  '96,  JACQUI 
A.  NASSER,  50,  has  sliced  bloated  costs  b; 
about  $3  billion,  killed  slow  sellers,  and 
shaken  up  the  executive  suite.  With 
record  profits  of  $6.5  billion  expected  for! 
'97 — Detroit's  best — Lebanon-born  Nasse 
is  on  the  road  to  becoming  Ford's  next 

CEO. 


MANAGERS  TO  WATCH  IN  1998 


John  F.  Antioco 

BLOCKBUSTER 

Since  Viacom 
paid  $8.4  billion 
for  Blockbuster 
Entertainment  Group  in 
'94,  a  sharp  drop  in  earn- 
ings has  sent  its  value 
plummeting  75%.  Now  An- 
tioco, 48,  the  video  chain's 
third  ceo  under  Viacom, 
must  overcome  intense 
competition  from  cable  and 
satellite  services  if  he's  to 
write  Blockbuster's  happy 
ending. 


Sir  Richard  B.  Sykes 

Glaxo  Wellcome 

Sykes,  55,  needs 
to  overcome 
some  tough  set- 
backs. Last  year,  U.  S. 
patents  expired  on  two  top- 
selling  drugs,  and  his 
planned  successor  abruptly 
quit.  Yet  he  vows  sales — 
which  dropped  3%  in  '97 — 
will  grow  in  double  digits 
by  '99,  thanks  to  some  new 
offerings. 


Lawrence  J.  Ellison 

Oracle 

In  the  wake  of 
disappointing 
earnings,  ceo 
Ellison,  53,  watched  Ora- 
cle's stock  plunge  29%  in 
a  single  December  day.  In- 
vestor fears  over  its  core 
database  software  busi- 
ness— under  growing 
threat  from  Microsoft — 
are  upping  pressures  to 
find  new  growth.  Ellison 
also  must  fix  a  rocky  sales 
force  reorganization. 


Jack  M.  Greenberg, 

McDonald's  USA 

Despite  the  ham- 
burger chain's 
recent  shakeup, 
U.  S.  performance  remains 
weak.  Earnings  are  expected 
to  be  slightly  down  for  '97,  a 
10%  drop  from  '95.  First 
priorities  for  the  55-year- 
old  ceo:  Speed  up  the  ser- 
vice and  spruce  up  the 
restaurants. 
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IF 

MANAGING 
THOUSANDS 


V If  your  mainframe-based  enterprise  has  expanded  to  include  thousands  of  PCs  and  servers,  while 
your  internal  resources  haven't,  call  Vanstar,  the  distributed  computing  experts.  fVanstar  offers  the 
network  management  and  life  cycle  services  you  need  to  manage  growth:  consulting  and  design, 
network  planning,  integration,  procurement,  financing,  installation,  and  deskside  support.  Everything 
you  need  to  break  free  of  your  internal  constraints.  V  With  Vanstar,  you  choose  as  much,  or  as  little, 
of  our  expertise  as  you  need  to  master  your  distributed  computing  environment.  That  flexibility  is  why 
hundreds  of  Fortune  1000  companies  have  selected  Vanstar.  Y  To  learn 
how  you  can  stay  ahead,  please  visit  us  at  www.vanstar.com/8ball  or  call 

us  at  1-800-994-2345.  We'll  help  von  make  a  clean  break.  www.vanstar.com 
VST 


It  looks  so  easy.  All  it  seems  to  take  is  a  worthy  idea  and  a  bit  of  good  luc 
But  in  a  world  where  giant  corporations  dominate  the  landscape,  becomin 
a  standout  entrepreneur  is  a  whole  lot  tougher  than  that.  Her 
are  seven  who  had  far  more  than  great  ideas.  The 


▲  Three  years  ago,  SKY 
DAYTON  (iwned  a  pair  of  hip 
Los  Angeles  coffeehouses. 
Then  he  started  EarthLink 
Network,  an  Internet  service 
provider.  On  course  toward 
having  600,000  customers  by 
the  end  of  1998,  EarthLink  is 
fast  creeping  up  on  the  Mi- 
crosoft Network.  Rut  Dayton, 
26,  is  eyeing  the  N 
behind  America  Online.  Rev 
enues,  which  were  just  $3 
million  in  1995,  were  nearly 
$80  million  last  year.  At  23, 
the  stock  was  up  about  75% 
for  the  year. 


RICHES  FROM  RAGS 


A  In  just  three  years,  ANTHONY  MARK  HANKINS,  29,  has  built  a  $40  million  clothing 
business,  selling  his  colorful  threads  to  over  1,000  stores  including  Sears  and  Nord- 
strom. He  has  his  own  show  on  the  Home  Shopping  Network,  has  just  launched  a 
line  of  home  furnishings,  and  this  year  will  expand  into  fragrances  and  men's  cloth-  ] 
ing.  A  relentless  marketer,  Hankins  is  set  to  release  his  autobiography  in  March. 
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THERE'S  AN  EMERGENCY  BOARD  MEETING.  THE  CFO  NEEDS  NUMBERS  BY  NOON! 


E-mail:  bw@sas.com      wwwrsas.com/visron      919.677.8200       In  Canada  1.800.363.8397 


You  Need  Them 

Fast 

You  Need  Them 

Right 

You  Need 

TM 

CFO  Vision 


T    -  V 


When  you're  under  pressure  to  make  critical 
business  decisions,  CFO  Vision  software  delivers 
the  timely  and  accurate  information  you  need. 

CFO  Vision  is  the  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  profitability,  the  potential 
impact  of  a  reorganization,  or  key  performance 
indicators— in  any  currency. 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (OLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  100. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas.com/vision 


SAS  institute  Inc. 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark,  of  SAS  Institute  Inc.      Copyright  1997  by  SAS  Institute  Inc 
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ENTREPRENEURS 


MANY  HEALTHS 
RETURNS 


<  Since  1993,  when  IRWIN 
D.  SIMON,  38,  took  out  a  1 
second  mortgage  to  buy  a 
kosher  frozen-foods  busi- 
ness, his  Hain  Food  Grou], 
has  acquired  a  pantry  full 
healthful  and  diverse  bran 
Selling  everything  from  o 
ganic  tortilla  chips  to  low| 
fat  mayonnaise,  Hain  has 
grown  from  $15  million  in 
sales  in  1994  to  $65  millioi 
last  year.  The  company's 
offerings  dominate  some  c 
the  fastest  growing  cate- 
gories in  food  these  days, 
including  organic,  sugar- 
free,  and  dairy-free  prod- 
ucts— and  shareholders 
have  seen  the  lite:  Hain's 
shares  tripled  in  1997,  a 
tasty  treat  for  George 
Soros,  who  owns  14%. 


COLOR  ME  SHREWD 

►  In  1997,  DINEH  MOHAJER,  the  25-year-old 
founder  of  Hard  Candy,  kicked  off  a  fashion 
craze  with  mod  nail-polish  shades  like  Sky, 
Mint,  Porn,  and  Jailbait.  Mohajer  and  boyfriend 
Ben  Einstein  started  out  by  mixing  polish  in 
their  West  Hollywood  bungalow.  When  Hard 
Candy's  pastel  look  caught  on  with  celebrities, 
its  popularity  soared.  Now  sold  in  Blooming- 
dale's,  Nordstrom,  and  Neiman  Marcus,  Hard 
Candy  saw  sales  double  to  about  $20  million 
last  year,  and  big-name  cosmetics  companies  are 
scrambling  to  cash  in  with  their  own  imitations. 
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The  All-New  Dodge 


is  changes 


In  1993  we  < 
everything.  I 
became  Tlie 
The  New  Dc 
Intrepid.  An 
became  I  hi  ^ 

Now  w  e  /o  M 
everything  >  .§ 
introducing 
Dodge  Intre 
perhaps  eve 
signifn  anth 
way  to  crea, 
that  we  call 
synthesis'"  / 
system  mah 
to  electronic 
assemble  at 
automobile 
thing  is  buii 
And  the  ne\ 
Intrepid  is  1 
first  automt 


Intrepid  ^  The  New  Dodge 

For  more  information,  call  1-800-4-A-DODGE  or  visit  our  Web  site  at  www.4adodge.com 
*2  \  EPA  est  c  nv  m  p  g    Always  use  seal  bolts.  Remember  a  backseat  is  the  safesl  place  tor  children. 


THE  BEST 


ENTREPRENEURS 


ANIMATION  ARTIST 


►  From  the  cornfields  of  Ames,  Iowa,  comes  a  hot  new 
name  in  technology:  Engineering  Animation.  Last  year  CEO 
MATTHEW  M.  RIZAL  41,  sold  about  $40  million  in  computer- 
animation  software  to  the  likes  of  Deere  and  Ford.  More 
growth  will  come  from  new  interactive  consumer  software, 
such  as  a  cd-rom  for  Mattel  that  lets  kids  style  Barbie's 
hair.  The  stock  rose  about  77%  in  1997,  to  43,  as  earnings 
should  soar  more  than  200%,  to  around  $5.7  million. 


ONLINE  EMPEROR 

<  In  just  five  years,  ceo  HALSEY  M.  MINOR 

has  created  an  online  media  empire  with 
cnet.  The  33-year-old  has  11  Internet  sites, 
including  the  popular  all-tech  News.com  (page 
79),  and  four  television  programs  devoted  to 
technology,  cnet  has  yet  to  earn  a  profit,  but 
1997  revenues  should  more  than  double,  to 
$37  million.  With  his  September  launch  of 
Snap!  Online,  a  competitor  to  America  Online, 
Minor  is  going  after  mainstream  consumers. 


MAKING  GOOD 
ON  BAD  DEBTS 

<  WILLIAM  R.  BARTMANN, 

49,  has  built  an  unusual 
but  lucrative  financial  em- 
pire. Since  the  onetime 
oil-field  supplier  started 
privately  held  Commer- 
cial Financial  Services  in 
1986,  it  has  become  the 
largest  buyer  of  delin- 
quent credit-card  accounts 
written  off  by  banks.  Tul- 
sa-based  cfs  makes  mon- 
ey by  buying  bad  debt  at 
10%  of  face  value,  then 
politely  but  firmly  collect- 
ing 30%.  Earnings  should 
hit  $190  million  for  1997, 
up  140%. 
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TOPLESS  FUN 

<  Entry-level  P| 
always  looked 
er  than  they  9 
That  is,  untfl 
BOXSTER  ciSS 
along.  The  I 
|   $40,000  raj 

^n^HFI   pulse  racing 
as  quickly  A 
big  brother,  te 
911,  does.  Shift! 
through  the  gear 
curvy  country  roa 
there's  no  doubtingl 
two-seater's  race-bred  heritage. [ 
the  interior,  with  swooping  lines  I 
neatly  packaged  controls,  is  lightf 
ahead  of  its  clunky  predecessors! 


A  JAVACHIP 
TO  GO 

►  Starbucks  cooled 
its  coffee  to  create 
a  hot  line  of  ice 
cream  products. 
Over  the  past  year, 
Starbucks  and  part- 
ner Dreyer's  Grand 
Ice  Cream  rolled  out  eight  flavors  of 
STARBUCKS  ICE  CREAM,  plus  two  coffee 
cream  bars.  They  captured  24%  of  the 
ice  cream  market  with  such  rich  and  cr 
flavors  as  Biscotti  Bliss  and  JavaChip. 


COOL  WHEELS 

►  It's  not  for  the  ca- 
sual rider.  This  MCR 
RACER  from  Taiwan's 
Giant  Manufacturing 
is  the  result  of  single- 
piece  molding,  with  compos- 
ite carbon-fiber  materials 
replacing  steel  and  aluminum. 
Even  the  spokes  are  aero- 
dynamic. Price:  $2,500  to 
$3,000. 


EWE  TWO 


Many  biologists  believed 
it  impossible  to 
produce  an  ani- 
mal by  cloning 
an  adult  cell. 
Then,  in  February, 
Scottish  embryologist 
Ian  Wilmut  announced 
'   the  birth  of  DOLLY.  If 
I  duplicated  in  humans, 
the  process  may  revo- 
lutionize reproductive 
medicine. 


$ub-$l,000  PC  and  make-believe  pets  for  the  kids.  A  sexy  Porsche  and  a  lift 
your  golf  game  for  yourself.  From  Barney  to  Dolly,  the  new  products  of 
17  appealed  to  the  young  and  young  at  heart.  So  sit  back  in  your 
nger  and  Web  surf  on  your  tiny  laptop  or  cell  phone,  or  just  pop  in  a 
ital  video  disk  and  enjoy  a  movie  in  all  the  splendor  Hollywood  intended 


WINATE  'EM 
ITH  FEELING 

e  it.  Hear  it.  Now, 
t.  PC  games  get  an 
fillip  with  the 
DSOFT  SIDEWINDER 
E  FEEDBACK  PRO  joy- 
By  adding  tactile 
tions,  you  can  feel, 
he  G-forces  when  pi- 
j  a  jet.  Price:  $160. 


PHONE 
MEETS  PDA 

4  Finally,  a  combina- 
tion cellular  phone 
and  personal  digital 
^"^td  ass'stant-  Nokia  pio- 
neered wireless  Web 
surfing  in  1997  with 
the  9000  COMMUNICATOR.  The  $550  device  lets 
busy  road  warriors  trade  stocks  via  the  Internet 
or  zap  off  messages  with  attached  documents. 


CHIP  OFF 
THE  OLD  CHIP 

A  Intel's  new  champ  is 
the  PENTIUM  II.  A 

"sixth-generation" 
processor  (like  the  1996 
Pentium  Pro),  it  packs 
20%  more  punch  than 
the  original  mmx.  Ex- 
pect them  to  power 
nearly  all  PCs  by  1999. 


EYE-POPPER 


SOFTWARE  TO  WATCH  IN  1998 


■  Are  you  a  Mystaholic? 
You'll  be  thrilled  by  riven, 
the  long-anticipated  sequel 
to  Myst  from  Red  Orb  En- 
tertainment and  Cyan  Inc. 

■  For  a  diversion  at  the  of- 
fice, try  DreamWorks  Inter- 
active and  Cyclops  Soft- 
ware's DILBERT'S  DESKTOP 
games.  Among  its  delights: 
Boss    Evaders,    a  game 

where  you  toss  status  reports  at  pink-slip  wielding 
bosses,  m  On  the  serious  side,  lotus  notes  is  a 
powerful  system  for  worker  cooperation.  The  latest 
version,  domino  4.6,  lets  anyone  with  a  Web  brows- 
er read  Notes  documents  and  join  discussions. 
h  naturallyspeaking  from  Dragon  Systems  trans- 
lates your  speech  into  text  on  your  screen.  The 
$120  program's  understand- 
ing isn't  always  perfect,  but 
it  marks  a  breakthrough  in 
speech  recognition.  m 
Rarely  does  a  pc  software 
application  go  platinum — 
selling  20  million  copies. 
Doing  that  in  10  months 
made  microsoft  office  97 
the  fastest-selling  business 
software  package  ever.  Of- 
fice 97  combines  a  word  processor,  spreadsheet, 
presentation,  and  E-mail  modules  and  sells  for 
about  $199.  It  lets  you  quickly  convert  documents 
to  html  pages  on  the  Web.  m  Speaking  of  the  Web, 
microsoft  internet  explorer  4.0  is  a  very  capable 
browser.  And  this  free  upgrade  adds  an  improved 
look  to  all  of  Windows  95  and  NT  4.0.  The  single 
best  feature:  You  can  use  forward  and  back  buttons 
to  navigate  through  windows  on  your  desktop. 


BOSS-STOPPER 
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SWING  TIME 


►  Golf  game  not  up  to  par?  With 
GL  Technology's  $1,195  ELECTRONIC 
PUTTING  CHALLENGE,  you  can  try 

sinking  the  toughest  shots  withou 
leaving  your  home  or  office.  The 
seven-foot-long  computerized  green 
provides  72  changing  contours,  so  you  can  putt  up- 
hill, downhill,  or  with  various  breaks.  Once  you're  back 
on  the  links  and  determined  to  drive  a  long  way,  you  might 
want  to  try  the  TOP-FLITE  AERO  ball.  Its  100  teardrop-  and  232 
ellipsoid-shaped  dimples  cut  wind  resistance. 


RELAX  TO  THE  MAX 

▼  You'll  never  want  to  get  up 
again.  The  new  LA-Z-BOY  MAXIM 

recliner  combines  pulsating  mas- 
sage and  heat  and  lets  you  plug  in 
a  speakerphone  and  answering 
machine.  Price:  $699  to 
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OWN  UP 

le  all-new  '98 
la  ACCORD  is 

ir  and  quicker 
its  predeces- 
-and  at  $15,495 
11,945,  most 
;ls  are  cheaper,  too. 
e's  more  legroom,  head 
i,  hiproom,  and  shoulder  space. 

)0SE  OF  REALITY 


►  There's  hope  for  the  50  mil 
on  people  around  the  world 
,'ho  are  afflicted  with  schizo- 
phrenia. Eli  Lilly's  ZYPREXA 
elps  control  hallucinations, 
epression,  and  other  symp- 
oms — racking  up  global  sales 
f  $550  million. 


WINDOWS  WARRIOR 

►  The  first  of  a  new  breed  of  tiny 
laptops,  the  Toshiba  LIBRETTO  packs 
the  power  of  a  Windows  95 
notebook  into  a  1.9-pound 
package.  Although  indeed 
cramped,  the  $1,999  Libretto 
can  run  the  same  Windows  pro 
grams  as  full-sized  PCs. 


FLY  RIGHT 


It  has  become  a  Wednesday 
morning  ritual.  That's  when 
American,  Continental,  and  us 
Airways  dispatch  notices  to 
subscribers  of  CUT-RATE  FARES 
VIA  E-MAIL  on  unsold  seats  for 
the  coming  weekend.  Deals 
include  short-hop  round-trips 
for  under  $100  and  over- 
Sjjjj^  seas  trips  for  $250. 
 s     Next  up:  United. 


E  THINKING  KID'S  BARNEY 

icrosoft  is  betting  that  kids  can't  get 
gh  of  Barney.  The  $109  plush  ACT! MATES 
RACTIVE  BARNEY  plays  peek-a-boo  and  sings 
equest.  Link  him  to  a  PC  or  TV,  ($64  each 
he  necessaiy  cd-rom  or  video)  and  he  talks 
|  using  his  2,000-word  vocabulary. 


VW  BEETLE 


PRODUCTS  TO  WATCH  IN  1998 


After  a  decade  of 
technical  debates, 

DIGITAL  TV  Sets  will 

finally  show  up  in 
1998.  But  no  one 
is  sure  what  kind 
of  digital  pro- 
gramming will  be 
available,  and  not  all  sets 
will  display  high  definition  in 
its  full  glory.  Moreover,  consumers  will  surely  balk  at 
high  prices.  ■  The  Bug  is  back,  in  a  more  upscale 
version.  Volkswagen's  new  beetle  may  well  be  the 
car  to  set  baby  boomers'  hearts  aflutter.  Built  on 
vw's  Golf  platform,  it  will  carry  an  estimated  stick- 
er price  under  $16,000.  ■  Capable  of  cruising  the 
Net,  cidco's  iPHONE  features  a  laptop-like  screen 
and  mini-keyboard  for  sending  E-mail,  checking 
stock  quotes,  or  searching  the  Yellow  Pages.  At 
$500,  iPhone  isn't  cheap, 

but  it  offers  a  simple  tiger  woods 

way  for  cyberlaggards  ^         A  apparel 
to  get  online.  ■  Tiger 
Woods,  fashion  plate? 
Nike  Inc.'s  $40  million 
man    rolls    out  his 
tw  sport  golf  shirts, 
shorts,  and  hats 
this  spring. 

In  addition 
to     helping  Nike 
choose  fabrics,  designs, 
and  styles  for  his  new 
apparel  line,  Tiger  will 
also  hawk  it  in  a  national  ™» 
ad  campaign  starting  in  wP 
March. 


i 
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BUSH  BENZ 

\ 

NEW  PRODUCTS  4 

T  Mercedes'  first-ever  sport-utility 
vehicle  was  worth  waiting  for.  The 
Mercedes-Benz  ML320  combines  styl 
ish  looks,  a  car-like  ride,  rugged  off- 
road  capability — and  a  sticker  price 
under  $34,000.  Mercedes  can't  make 
them  fast  enough. 


ANIMAL 
MAGNETISM 


<  Want  a  pet  that 
doesn't  shed?  How 
about  a  pocket-size 
virtual  one?  Or  a  cut< 
stuffed  Beanie  Baby? 
VIRTUAL  PETS  such  as 
Tamagotchi  from 
Japan's  Bandai  and 
Tiger  Electronics'  Gig 
pets  have  LCD  screen; 
depicting  a  critter  wi 
the  same  demands  as 
real  pet.  Meanwhile, 
BEANIE  BABIES  from 
have  become  one  of  t 
fastest-moving  toys 
ever  and  the  center 
piece  of  a  new  col- 
lectibles market. 


YOU  AIN'T  SEEN  NOTHIN'  YET 

▲  Despite  ongoing  compatibility  fights,  DVD — digital 
video  disks  or  digital  versatile  disks — finally  made  their 
debut  in  homes.  The  disks  pack  in  more  data  than  cus, 
providing  smashing  sound  and  video  for  flicks.  The  PC 
version,  dvd-rom,  should  eventually  replace  CD-ROMs. 
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WANNA  BET? 


▲  Got  a  hunch  about  the 
Dow?  INDEX  OPTIONS  AND  FU- 
TURES on  the  Dow  Jones  in- 
dustrial average  now  let  you 
bet  on  the  barometer's  move- 
ments through  the  Chicago 
Options  Exchange  and  the 
Chicago  Board  of  Trade. 


HOUR  CUT 

grass  on  slopes 
ound  gardens  is 
neat.  But  that 
lange,  thanks  to 
arna  HOVERING 
ERS.  They  float  two 

above  ground  on  a 
on  of  air  while  a 
ofilament  line  even- 
nips  the  grass. 
:e:  $400  and  up. 


)BUCK 
ITENDERS 

y  are  both  the  boon 
me  of  the  computer 
ry.  Sales  of  UNDER- 
!  PCs,  such  as  this 
iq  Presario,  took  off 
1,  adding  unexpected 
the  market  for  home 
ters.  Overall  unit 
•ose  20% — much 
;han  expected, 
/er,  the  low- 
machines 
imping  the 
ry's  profits. 


MINI  MANAGER 

▲  No  self-respecting  road 
warrior  can  survive  without 
an  info  gizmo.  The  credit- 
card  size  REX  PC  COMPANION, 

from  Franklin  Electronic 
Publishers,  stores  addresses, 
to-do  lists,  and  appointments. 
Price:  $130  to  $180. 


TAKE  THE  PLUNGE 


A  You  love  cappuccino  but  don't  own  an  expensive 
espresso  maker.  With  CAFFE  FROTH,  from  Bonjour 
the  French  Press  Coffee  Maker,  you  push  a 
plunger  a  few  times  in  a  cylinder  to  inject  air  into 
the  milk.  It  costs  $20,  and  the  results  are  yummy. 


WEB  SITES  TO  WATCH  IN  1998 


Everyone's  Got  an  Opinion  About  Ewythiiu 


I 

fain  Are** 

1  ht'£*3 

■  I    1  ■  ■■ 1 1 1  ■  ■ 

% 

BABYCENTER 
GUIDED 

TOUR 

Wbat  *  Happeuliie  To 

lay... 

4 

BABY 
NAME 

CFNTER 

PARENTING  TIPS 


a  BABYCENTER 

(www.babycenter. 
com)  Created  by 
former  editors 
and  writers  of 
Parenting  mag- 
azine, this  site 
offers  every- 
thing from  on- 
line support 
groups  for  ex- 
pectant and  new 
parents  to  bar- 
gains on  cribs  and  booster  seats  at  the  largest  baby- 
supplies  store  in  cyberspace.  There's  also  advice 
from  medical  experts  and  a  baby-naming  section. 
m  dudirect  (vvww.dljdirect.com)  Cyberbrokers  proved 
their  mettle  in  '97.  Donaldson,  Lufkin  &  Jenrette's 
DLJdirect  site  is  one  of  the  simplest  to  use,  with  a 
variety  of  online  investment  resources.  You'll  find 
market  headlines  and  research  ideas.  ■  news.com 
(www.news.com)  cnet  delivers  timely,  accurate,  and 
comprehensive  news  on  the  computer  business. 
m  preview  travel  (www.previewtravel.com)  Provides 
the  latest  and  best  prices  on  airline  tickets,  car  rentals, 

and  holiday  pack- 
ages. Plus  travel 
tips  and  other 
useful  resources. 

■  YAHOO!  FINANCE 

(quote.yahoo.com) 
No  frills,  but 
plenty  of  useful 
financial  links, 
news,  and  free 
portfolio  tracking 
with  headlines  on 
your  holdings. 


0 

NEWS.COM  m 

Striking  actor 

n.t.  »rgy*  A«_fc2sli*9  g  ta 

COMPUTER  SCOOPS 
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Revelers  had  good 
reason  to  sing 
"Auld  Lang  Syne" 
this  New  Year's.  In  1997,  nearly 
every  industry  reaped  the  bene- 
fits of  a  roaring  econ 
omy-but  the  out- 
look for  1998  is 

considerably  less  ebullient.  It's 
shaping  up  to  be  a  good  year 
for  airplane  builders  and  a 
not-so-good  one  for  bankers 
and  auto  makers.  Software 
companies  will  be  desperate 
for  skilled  workers  in  1998, 
while  steelmakers  will  cut 
jobs.  Retailers  will  have  a 
tough  time  prying  dollars  out  of  consumers'  wallets  despite 
the  economy's  continued  growth.  The  Asian  financial  crisis  will 
hurt  some  computer  makers,  farmers,  and  brokerages  in  the 
new  year  while  leaving  many  sectors  of  U.  S.  industry 
unscathed. 

Those  are  a  few  of  the  highlights  and  lowlights  of  business 
week's  annual  Industry  Outlook,  with  closeups  of  21  industries 
that  will  be  crucial  to  this  year's  performance.  In  general,  look 
for  a  U.S.  economy  that  comes  back  to  earth  after  an 
astounding  1997,  in  which  inflation-adjusted  output  grew  an 
estimated  3.7%.  This  year,  growth  will  fall 
to  a  more  sustainable  2%  to  3%,  most 
forecasters  say. 

Slower  growth  will  take  some 
of  the  pressure  off  tight  labor 
markets  and  reduce  the  chance 
of  a  surge  in  inflation.  But  it 
will  also  hurt  profits.  Standard 
&  Poor's  dri — a  unit  of  busi- 
ness week's  publisher,  The 
McGraw-Hill  Companies — 
provided  the  numbers  that 
underlie  this  outlook.  It  is 
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MANUFACTURING  pace  101 


projecting  about  3.1'i  growth  in  earn- 
ings per  share  for  companies  in  the 
Standard  &  Poor's  500-stock  index.  That's  down  from  9.3% 
1997— and  40%  as  recently  as  1994. 

The  biggest  swing  factor  from  1997  to  1998  will  be  tra 
Financial  upheavals  in  Thailand,  Korea,  and  other  natio: 
in  the  region  have  slowed  Asia's  economies  and  caused  c 
rencies  to  plummet.  The  strengthening  of  the  dollar  as 
refuge  currency  will  discourage  exports  and  encourage  ir| 
ports.  A  wider  trade  deficit  will  slow  the  U.  S.  economy. 
ASIAN  DRAG.  Steelmakers  and  auto  makers  in  particular  w 
the  heat  from  Asian  competitors  with  chei 
encies.  Korean  steel, 
•  instance,  has  become 
dirt  cheap  because  of 
the  won's  collapse. 
That  only  adds  to 
the  woes  of  U.  S. 
steelmakers  suffer- 
ing    because  of 
cheap  imports.  De- 
troit, meanwhile, 
will  have  to  contin- 
ue and  even  expand 
profit-draining  sales 
incentives  in  1998  to  stave  off  Japanese 
carmakers.  Ford  Motor  Co.  Chairman 
Alexander  J.  Trotman  says,  in  a  model  of 
understatement,  that  the  weakness  of 
Japan's  yen  will  "exert  increased  pres-  !Tl?r____^rA?:r 
sure  on  us  from  Japan  exports."  It  will 
also  cut  Ford's  sales  in  Japan,  he  noted 
at  a  December  news  conference:  "We 
are  shipping  vehicles,  and  the  profit 
numbers  do  not  look  pretty,  to  put  it 
mildly." 

But  there's  a  brighter 
side  to  the  trade  picture. 
The  U.S.  is  somewhat  in- 
sulated from  Asia's  financial 
crisis  because  it  has  few 
loans  to  the  region.  Only  one  U.  S.  bank,  Cit: 
corp,  gets  as  much  as  a  fifth  of  its  operating  iijj 
come  from  the  region. 

What's  more,  though  Asian  economiejj 
won't  fly  as  high  as  they  usually  do,  thos 
outside  Japan  will  still  outperform  thj 
U.  S.  in  1998,  with  growth  of  about  3.4fl 
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Demand  is  hot 
temps,  consult 
and  many  othe 

DRUCS  Aging  ba 
boomers  are 
increasing  dem 

REAL  ESTATE  Tra< 

up  homes  and 
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SOFTWARE  Micrc 
will  tighten  its 
and  sales  will  s 


TRANSPORTATION 

Strong  demand 
could  lead  to 
record-breaking 
profits 


utlook 


v     (table,  page  81).  The  dollar 
k  Wt^m     is  also  likely  to  fall  a  bit  in 

^Hr      1!l!ls  ""  a  trade-weighted  ba- 

^  sis  as  Asia  gets  back  on  its 

feet.  Exports  from  the  U.  S.  will 
grow  4%,  faster  than  the  overall 
economy,  estimates  Standard  &  Poor's  dri.  Boeing  Co., 
ne,  is  looking  to  go  gangbusters  this  year,  thanks  to  a  big 
log  of  orders  from  Asia,  Europe,  and  the  U.  S.  And 
istown  (N.  J.)'s  AUiedSignal  Inc.  sells  just  over  40%  of  its 
ucts  outside  the  U.  S. — turbochargers  for  Euro- 
cars,  for  instance.  "We  see  1998  as  a  good  year, 

not  a  blowout  year,"  says 
"rffn  v*r\  ci       Chief  Financial  Officer 
[Qdl  QS      Richard  F.  Wallman. 

With  inflation  so  low, 
LOOK  Tor       companies  won't  have 
mpetition        an  opportunity  to  raise 
er  margins       profits  by  raising 

prices.  Luckily,  for  >M»  "jC" 
Occupancy        some  products  and 
drop  as  services,  they  can 

ly  of  rooms       cut  prices  and  still 
see  profits  climb  as 

  volumes  soar.  Per- 

IRE  Turmoil  sonal-computer  makers  have  found  that 
inue  to  be  ^he  more  they  discount,  the  more  they 
anied  bv  se^'  PCS  Price(^  below  $1,000  were  22% 

of  the  U.  S.  retail  market  in  1997  and 
5   could  hit  33%  this  year,  says  Dataquest 

ales  will  be       ^nc"  ^ne  same  Soes  f°r  long-distance 
calls:  With  prices  falling,  revenue  is  fore- 
creasmg        cagt  t0  rige  9%  thjg  year 

tion  for  the  But  industries  that  aren't  blessed  with 

inary  dollar  such  marvelous  elasticity  of  demand 
'  ~        have  to  find  other  ways  to  cope 

itwork  rat-  l0W-single-digit  inflation.  A 

fall  with         Expect  another  year  of  f 
mpetition  for    mergers,  restructurings, 
;wers  and  downsizings, 

even  at  companies 
are  in  perfectly  good  health.  Take 
ng:  In  spite  of  its  full  order  book, 
company  announced  in  December 
it  has  improved  efficiency  enough 
it  12,000  jobs,  mostly  through  at- 
on,  in  the  second  half  of  1998. 
wise,  the  defense-and-aerospace  in- 
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dustry  will  continue  to  wring  efficiencies  out  of  mergers  in 
1998.  Expect  more  job  cuts  after  Lockheed  Martin  Corp. 
and  Northrop  Grumman  Corp.  complete  their  $11.6  billion 
merger  in  the  first  quarter. 

Merger  mania  hasn't  run  its  course  either.  Most  telecom- 
munications-industry execs  predict  more  big  phone  company 
combinations  on  the  heels  of  WorldCom  Inc.'s  record-break- 
ing $37  billion  bid  for  mci  Communications  Corp.  Mergers  of 
accounting  and  consulting  firms  are  putting  increasing  pres- 
sure on  second-tier  firms. 

M&A  BACKLASH?  Countering  the  trend  to- 
ward bigness,  there  may  be  an  official 
reaction  against  it  in  1998.  Mem- 
bers of  Congress  and  antitrust 
regulators  are  turning  up  the 
heat  on  powerful  players  rang- 
ing from  Microsoft  to  the  big 
airlines  to  Union  Pacific,  the 
railroad  whose  megamerger 
with  Southern  Pacific  Rail 
led  to  severe  service  prob- 
lems for  much  of  1997. 

Meanwhile,  the  outlook  is 
dependent  on  the  vagaries  of 
several  unreliable  factors — 
chief  among  them  the  stock  market.  If  equities  tumble  be- 
cause of  the  earnings-growth  slowdown,  consumers  could 
lose  confidence  and  cut  back  spending,  thus  putting  the 
brakes  on  the  economy. 

On  that  score,  there's  mounting  evidence  of  a  dangerous  bi- 
furcation among  American  consumers.  Upper-income  house- 
holds still  have  money  to  burn:  Tiffany  &  Co.,  for  example, 
plans  to  open  stores  in  Denver,  Seattle,  and  Las  Vegas  this 
year.  But  overall,  retailers  are  having  a  hard  time  moving 
their  goods.  Retail  sales,  adjusted  for  inflation,  are  likely  to 
rise  only  about  2%  in  1998,  says  the  Commerce 
Dept.  That's  down  from  a  4%  annual  rate  in 
the  early  1990s. 

One  reason  is  that  many  people 
are  maxed  out  on  credit.  The  per- 
sonal savings  rate,  averaging 
3.8%  of  disposable  income 
through  the  first  11  months  of 
1997,  was  on  track  to  be  the 
lowest  of  the  past  half-cen- 
tury, notes  the  Levy  Insti- 
tute Forecasting  Center  in 
Mount  Kisco,  N.  Y.  "Present- 
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SKILLS  WANTED 

One  factor  that 
has  economists 
concerned 
is  tightening 
labor  markets 


ly,  there  seem  to  be  three  major  sec- 
tors in  the  market  for  consumer  cred- 
it: those  who  don't  need  it,  those  who 
don't  want  it,  and  those  who  can't 
have  it,"  say  the  Levy  Institute's 
economists. 

There's  another  explanation  for  tor- 
pid retail  sales:  It's  more  a  lack  of 
time  than  a  lack  of  money.  In  1998, 
the  game  will  be  capturing  the  attention  of  distracted  con- 
sumers. Remember  when  there  were  three  television  net- 
works? This  year,  there  will  be  eight.  Supermarkets,  in  a  bid 
to  capture  business  from  restaurants  and  take-out  delis,  are 
pushing  to  increase  sales  of  time-saving  prepared  foods  by 
about  15%  this  year,  says  one  consultant.  "Extra  income  is  go- 
ing to  trips,  going  to  entertainment,  going  to  all  kinds  of  ex- 
periences, and  that  makes  for  stiff  competition  for  tradition- 
al retailers,"  says  Wendy  Liebmann,  president  of  WSL 
Strategic  Retail,  a  New  York-based  consulting  firm. 

Success  in  keeping  wages  in  check  will  determine  the  out- 
look for  many  industries.  Labor,  not  industrial  capacity,  has 
become  the  key  choke  point  in  the  economy.  In  November,  the 
unemployment  rate  fell  to  4.6%,  the  lowest  since  1973,  even 


though  a  record  67.1%  of  Ame 
cans  are  participating  in  the 
bor  force,  either  employed  or  kx 
ing  for  work. 

The  downside:  There  could  bt 
labor-led  resurgence  in  inflatii 
In  the  past  year,  wages  have  ris 
faster  than  the  consumer  price 
dex.  Overall  employment  cos 
have  remained  under  control  \ 
fnr  hinh  inch  I  c3*1^  °f  decreases  in  costs  of  b( 

I  efits,  but  that's  likely  to  chai 
as  health  insurers  raise  premiui 
to  restore  profit  margins.  "Li 
it  or  not,  labor  is  on  the  ascc 
dancy,"  says  Stephen  S.  Roa< 
chief  economist  at  Morgan  Sta 
ley,  Dean  Witter,  Discover  &  C 

TETHERED     INFLATION.  Labo 

power  stems  from  the  fact  th 
good  help  is  harder  to  find.  T 
National  Association  of  Manufi 
turers  recently  reported  th 
nearly  9  out  of  10  U.  S.  manufc 
turers  are  complaining  of  a  lack 
qualified  workers  in  highly  skill 
occupations.  "The  cry  of  eve 
employer  is:  'I  need  people  who 
skills  are  better  matched  with  o 
needs,' "  says  Mitchell  S.  Fromstein,  chairman  of  Manpow 
Inc.,  the  temporary-help  provider. 

But  with  job  growth  projected  to  slow  down  in  1998,  wai 
growth  should  remain  under  control.  Even  before  the  sto 
down  hit,  employers  have  been  sensible  about  restraint 
pay.  "It's  doubtful  that  companies  have  granted  wage 
creases  that  would  threaten  their  bottom  line,"  says  James 
Glassman,  senior  U.  S.  economist  for  the  Chase  Securiti 
Inc.  unit  of  Chase  Manhattan  Corp.  Case  in  point:  Conl 
nental  Airlines  Inc.  has  reached  a  tentative  deal  to  raise  pil 
pay  45%  over  two  years.  But  Continental  President  Grego) 
D.  Brenneman  says  the  airline  can  pay  for  the  hike  in  part  11 
getting  new,  more  fuel-efficient  planes,  refinancing  planes 
lower  rates,  consolidating  92  different  health  plans,  and  cu 
ting  ticket-distribution  costs  via  electronic  ticketing. 
Because  inflation  remains  in  check,  interest  rates  shou 

WEBEE  Fo^uPP';me"ta'  informatioil 
•mmmmmm  on  the  Industry  Outlook,  go  I 
www.busmessweek.com  or  American  Online  (Keyword:  BW) 
Online-only  features  include  interviews  with  leading  analysl 
and  executives  from  various  industries  and  more  detailed 
results  from  the  Business  Week/Harris  Executive  Poll. 


ALTHOUGH  CONSUMERS 
WILL  KEEP  SPENDING... 


...BUSINESSES  WON'T 
INVEST  AS  RAPIDLY... 
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A  SOFTER 
ECONOMY  AHEAD 

Standard  &  Poor's  DRI  says  the 
U.  S.  econpmy  will  grow  just  2.0%, 
a  sharp  slowdown  from  the  torrid 
3.7%  of  199% Inflation  will  stay 
low  because'!^  strong  dollar  will 
depress  import  prices.  These 
growth  rates  are  for  full-year 
averages.  '] 
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LOBAL 
JONOMY 


Japan  is  likely  to  stay  in  a  deep  freeze,  as  finan- 
cial troubles  drag  down  Asia.  The  world  economy 
should  grow  about  2.3%,  down  from  3.1%  in  1997. 


GROSS  DOMESTIC  PRODUCT 
ADJUSTED  FOR  INFLATION 

PERCENT  ANNUAL  RATES 
OF  CHANGE, 1993  1998 


WORLD 


EUROPE* 


ASIA* 


LATIN 
AMERICA 

UROPE  INCLUDES  AUSTRIA,  BELGIUM,  DENMARK,  FINLAND,  FRANCE,  GERMANY,  GREECE,  IRELAND. 
TALY.  NETHERLANDS,  NORWAY,  PORTUGAL.  SPAIN,  SWEDEN,  SWITZERLAND,  TURKEY,  AND  BRITAIN 
(SIA  INCLUDES  AUSTRALIA,  CHINA,  HONG  KONG,  INDONESIA,  INDIA,  KOREA,  MALAYSIA,  NEW  ZEALAND, 
'AKISTAN,  PHILIPPINES,  SINGAPORE,  TAIWAN.  AND  THAILAND  DATA.  STANDARD  &  POOR  S  DRI 

low  in  1998.  That's  good  for  companies  with  big  bor- 
ng  costs,  such  as  electric  utilities.  The  Standard  &  Poor's 
;ies  index  has  risen  in  lockstep  with  the  fall  in  bond 
s  over  the  past  couple  of  years.  Public  Service  Enterprise 
ip  Inc.,  a  Newark  (N.J.)  utility-holding  company,  has 
aged  to  reduce  borrowing  costs  about  20%  through  low- 
iterest  rates  since  the  early  1990s,  says  Chairman  E. 
2S  Ferland. 

ne  reason  the  current  economic  expansion  has  lasted 
i  1991  is  that  it  has  become,  to  some  degree,  self-regu- 
g.  As  soon  as  it  begins  to  overheat,  interest  rates  rise  to 
things  off.  Investors  wisely  back  off  from  projects  that 
;  stand  a  good  chance  of  earning  a  reasonable  return, 
ik  financial  deregulation  and  innovation  for  aiding  that 
ess.  For  example, 
estate  professionals 
that  real  estate  in- 
ment  trusts  have  re- 
ned  the  overbuilding 
has  long  plagued  the 
traction  business — 
caused  repercussions 
ie  overall  economy, 
fiat's  not  to  say  cow- 
capitalism  has  disap- 
•ed — thankfully.  In 
semiconductor  busi- 
,  companies  have 
led  that  a  seemingly 
lent  decision  to  re- 
l  from  investing  in 
latest  generation  of 
ication   plants  can 


leave  you  permanently  out  of  the  action.  "It's  like  recovering 
from  a  spinout  in  a  Porsche,"  says  G.  Dan  Hutcheson,  presi- 
dent of  market  watcher  VLSI  Research  Inc.  "The  solution 
isn't  to  hit  the  brakes  but  to  accelerate  more." 

So  how  does  it  all  add  up?  Standard  &  Poor's  dri  has  a 
chillier  perspective  than  most.  It  says  that  inflation-adjusted 
output  will  be  just  2.0%  higher  in  1998  as  a  whole  than  in 
1997,  largely  because  of  a  widening  of  the  trade  deficit.  Also 
holding  things  back,  says  s&P  dri,  will  be  a  small  dip  in  the 
growth  rate  of  consumer  spending,  a  decrease  in  inventory  ac- 
cumulation, and  a  decline  in  the  growth  of  business  invest- 
ment' (charts).  "You  just  can't  have  another  year  like  1997  this 
late  in  an  expansion,"  says  David  A.  Wyss,  chief  economist  for 
Standard  &  Poor's  dri. 

BEGGING  TO  DIFFER.  The  official  business  week  forecast  for 
1998  (Dec.  29)  is  quite  a  bit  rosier,  projecting  3%  growth  for 
the  full  year  compared  with  1997.  Using  a  different  yard- 
stick— namely,  a  comparison  of  the  fourth-quarter  1998  rate  of 
output  with  the  fourth-quarter  1997  rate,  rather  than  the 
year-to-year  figures — business  week  projects  2.4%  growth, 
while  Standard  &  Poor's  dri  predicts  just  1.5%  growth,  busi- 
ness week's  forecasters,  James  C.  Cooper  and  Kathleen 
Madigan,  see  a  slowdown  occurring  later  rather  than  sooner 
because  they  expect  strong  demand  to  sustain  the  econo- 
my's momentum  until  well  into  1998. 

If  middling  growth  this  year  sounds  unappealing,  re- 
member that  the  economy  is  already  cruising  at  a  high  lev- 
el of  performance.  The  misery  index — 
i.e.,  the  inflation  rate  plus  the 
unemployment  rate — is  at  its  lowest 
level  since  1967.  What's  more,  modest 
growth  is  better  than  the  alternative: 
a  boom  followed  quickly  by  a  bust. 
There  has  been  only  one  recession 
since  1982,  and  it  was  mild:  the  short- 
lived downturn  of  1990-1991. 

Just  when  white-hot 
labor  markets  threatened 
to  set  off  an  inflationary 
spiral,  along  came  Asia's 
deflationary  financial  cri- 
sis to  cool  things  off.  The 
U.  S.  economy  in  1998 
will  be  a  little  like  the 
man  with  his  head  in  an 
oven  and  his  feet  in  a  re- 
frigerator: on  average, 
just  about  right. 

By  Peter  Coy  in  New 
York,  with  Ellen  Neu- 
borne  in  New  York, 
Wendy  Zellner  in  Dal- 
las, Andy  Reinhardt  in 
San  Mateo,  Calif.,  and 
bureau  reports 


ASIAN  FALLOUT 

Price  drops  on 
high-tech  exports 
will  hurt  profits 
throughout  the 
sector 


I0B  GROWTH 
.LEASE  OFF... 


...AND  PROFITS 
WILL  BARELY  RISE 


THE  GOOD  NEWS: 
LOW  PRICES  FOR  IMPORTS... 


...WILL  DAMPEN 
INFLATION 
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GREAT  EXPECTATIONS 


Ah,  economic  nirvana:  consistent  growth,  low  infla- 
tion, and  modest  unemployment.  How  much  longer 
can  it  last?  At  least  12  more  months,  executives 
say.  Fed  Chairman  Alan  Greenspan  appears  godlike  in 
their  eyes,  and  President  Clinton  isn't  doing  badly, 
either.  The  expectations  of  executives  for  sales,  invest- 

A  SUNNY  YEAR 

Overall,  how  would  you  characterize  your  outlook  for  the  U.  S. 
economy  in  the  next  12  months — are  you  very  optimistic,  some- 
what optimistic,  somewhat  pessimistic,  or  very  pessimistic? 

DEC. 1997       JUNE  1997       DEC.  1996 

Very  optimistic  23%  19%  13% 

Somewhat  optimistic  73%  77%  80% 

Somewhat  pessimistic  4%  3%  7% 

Very  pessimistic  0%  1%  0% 

SLOWING  GROWTH 

Compared  with  the  last  12  months,  do  you  think  the  rate  of 
growth  of  the  gross  domestic  product  will  go  up,  go  down,  or 
stay  the  same  over  the  next  12  months? 

DEC.  1997       JUNE  1997       DEC.  1996 

Go  up  27%  27%  27% 

Go  down  29%  21%  18% 

Stay  the  same  44%  52%  55% 

INFLATION  OUTLOOK 

Compared  with  the  last  12  months,  do  you  think  the  rate  of 
inflation,  based  on  the  CPI,  will  go  up,  go  down,  or  stay  the 
same  over  the  next  12  months? 

DEC.  1997       JUNE  1997       DEC.  1996 

Go  up  25%  37%  31% 

Go  down  13%  5%  5% 

Stay  the  same  62%  58%  63% 

BOND,  T-BOND 

Compared  with  now,  do  you  think  the  30-year  Treasury  rate 
will  go  up,  go  down,  or  stay  the  same  over  the  next  12  months? 

DEC.  1997        JUNE  1997       DEC.  1996 

Go  up  34%  52%  38% 

Go  down  26%  14%  17% 

Stay  the  same  36%  31%  39% 

THE  UNEMPLOYMENT  LINE 

Compared  with  the  last  12  months,  do  you  think  unemployment 
will  go  up,  go  down,  or  stay  the  same  over  the  next  12  months? 

DEC.  1997        JUNE  1997       DEC.  1996 

Go  up  27%  23%  28% 

Go  down  15%  20%  19% 

Stay  the  same  58%  57%  53% 

A  BIG  HAND  FOR  THE  FED 

How  would  you  rate  the  job  Alan  Greenspan  and  the  Federal 
Reserve  are  doing? 

DEC.  1997        JUNE  1997       DEC.  1996 

Excellent  64%  38%  50% 

Pretty  good   33%  57%  44% 

Only  fair  2%  2%  4% 

Poor  0%  1%  0% 


ment,  and  employment  at  their  own  companies  all  are 
unusually  sanguine,  and  their  forecast  of  profit  growth 
tops  10%.  The  only  dark  clouds  hover  overseas:  Many 
worry  about  the  effects  of  Asia's  economic  meltdown, 
and  a  substantial  minority,  for  the  first  time  in  years, 
see  exports  declining. 

PRESIDENTIAL  RATINGS 

How  do  you  rate  President  Clinton's  handling  of  the  economy? 

DEC.  1997 

Excellent  8% 

Pretty  good  43% 

Only  fair  41% 

Poor  6% 


JUNE  1997 

 4% 

....43%. 
....43%. 
 9%. 


DEC.  1996 

 5% 

....40% 

...41% 
. . . .  10% 


YOUR  COMPANY 

And  now  some  questions  about  your  expectations  for  your  com- 
pany. Do  you  think  each  of  the  following  will  increase  or  de- 
crease between  now  and  December  1998?  And  by  how  much? 


INCREASE  DECREASE 


STAY 
SAME 

..3%, 
14% 


DON'T 
KNOW 

..2% 
. .  2% 


Sales  90%  ....5% 

Full-time  employees  59% . . .  25%. 

Investment  in  plant 

and  equipment  73% . ..  13%. . .  10%. .  .4% 

Typical  prices  of  standard 

products  or  services  . . .  57%  . . .  21%. . .  18%. . . 4% 

Exports  43%  . . .  22% ....  6%  .  29% 

Wage  and  salary  rates  . . .  95%  ....  1% ....  2%. . .  2% 
Net  profits  85%  .... 9% .... 4%. . .  2% 


AVG.  NET 
INCREASE 

9.5% 
2.6% 

6.2% 

1.2% 
4.8% 
3.6% 
10.1% 


CONGRESSIONAL  GOALS 

Which  one  of  the  following  would  you  most  like  to  see 
Congress  accomplish  in  the  next  12  months? 

Lower  taxes  42% 

Reform  product-liability  laws  25% 

Grant  the  President  fast-track  authority 

for  negotiating  trade  deals  20% 

Reform  the  system  for  campaign  finance  11% 

Other/None  2% 

ASIAN  FLU 

What  impact  do  you  think  economic  and  political  conditions  in 
Asia  will  have  on  global  business  conditions? 

Very  positive  effect  1% 

Somewhat  positive  effect  11% 

Somewhat  negative  effect  80% 

Very  negative  effect  6% 

EDITED  BY  KEITH  H.  HAMMONDS 

Survey  of  400  senior  executives  at  large  public  corporations  con- 
ducted Dec.  1-11,  1997.  for  BUSINESS  WEEK  by  Louis  Harris  & 
Associates  Inc.  Responses  of  "don't  know"  were  removed,  so 
results  may  not  total  100%.  For  complete  results,  with  com- 
mentary by  Humphrey  Taylor,  chairman  of  Louis  Harris,  go  to 
www.businessweek.com  or  America  Online,  Keyword:  BW. 
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High-fliers  like  Microsoft  and  f  \  £\  The  urge  to  merge  is  intense 

Oracle  may  face  turbulence,  but  VI   /  -so  figure  on  at  least  one  big 

niche  players  are  soaring  y  Ld  player  being  gobbled  up 
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SOFTWARE 
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OUTPUT 


INCLUDES  DATA  PROCESSING 
EMPLOYMENT 


PRODUCTIVITY 


143.1 


POSITIVES 

►  Software  consultants 
will  earn  billions  fixing 
companies'  Year  2000 
problems 

►  Microsoft's  Windows  NT 
1 42.2    U'M  spread,  fueling  de- 
mand for  new  business 
applications 


NEGATIVES 

►  Upgrades  will  get  bigge 
and  buggier  as  they're 
rushed  out 

►  Voice  recognition  will 
make  computers  easier  to 
use,  but  these  products 
probably  won't  hit  their 
stride  in  1998 


97  AND  '98  ARE  ESTIMATES 


DATA:  STANDARD  S  POOR'S  DRI 


Remember  the  early  days  of  personal-computer  networks?  Pundit 
hailed  a  New  World  Order  called  "client-server"  computing  tha 
would  make  mainframes  obsolete.  Then  came  the  Internet,  intranets 


2  5 


and  extranets.  And  before  you  could  take  a  breath,  the  Java 
programming  language  arrived,  with  its  lexicon  of  applets,  net- 
work computers,  network  PCs,  "fat  servers,"  and  "thin  clients." 

Another  day,  another  revolution.  But  in  reality,  mainframes 
never  faded  away,  and  neither  will  Ethernet  networks  or  Win- 
dows pes.  The  high-tech  universe  simply  expands  each  year,  al- 
lowing software  companies  to  make  piles  of  money  in  every 
imaginable  niche.  Following  a  12%  rise  in  1997,  global  sales  of 
all  packaged  software  will  grow  12.8%  in  1998,  to  $133  billion, 
predicts  Anthony  C.  Pieardi,  group  vice-president  for  worldwide 
software  at  International  Data  Corp.  in  Framingham,  Mass. 

Microsoft  Corp.  rules,  of  course.  And  in  1998,  its  grip  will 
tighten.  Even  so,  the  marketplace  will  grow  more  diverse. 
UNix-based  enterprise  applications  will  continue  to  flourish. 
And  many  niche  players  that  help  companies  exploit  the  In- 
ternet will  grow  far  faster  than  Microsoft.  "The  world  is 
heterogeneous  and  complex,"  declares  Charles 
B.  Wang,  head  of  software  giant  Computer 
Associates  International  Inc.  "That  means  lots 
of  new  opportunities." 

In  the  PC  arena,  Microsoft  hopes  to  intro- 
duce Windows  98  by  midyear.  It  may  man- 
age to  integrate  its  Web  browser  into  the 
software,  despite  a  temporary  court  injunc- 
tion ruling  that  PC  makers  must  have  the 
choice  not  to  include  it.  By  yearend,  sales  of 
Microsoft's  Internet  Explorer  could  rival  those 
of  the  Navigator  browser  from  leader  Net- 
scape Communications  Corp. 

Since  Microsoft  gives  its  browser  away, 
there  will  be  no  windfall.  And  the  company 
will  be  hurt  by  the  economic  slowdown  in 
Asia — particularly  in  Japan,  where  Microsoft 
does  more  than  $1  billion  in  sales  a  year.  Some  of  the  damage 
may  be  offset  by  a  U.S.  boom  in  sub-$l,000  PCs,  which  Mi- 
crosoft cfo  Gregory  B.  Maffei  calls  an  "unalloyed  good." 
Those  cheap  computers  will  give  Microsoft  the  chance  to  sell 
more  copies  of  Windows,  at  $70-$90  a  pop.  Still,  predicts  Dain 
Rauscher  Inc.  analyst  Barry  W.  Randall,  the  company's  net 
earnings  for  calendar  1998  will  rise  just  15%  over  1997  to  $4.7 
billion,  on  sales  of  $14  billion— up  only  9%  from  1997. 

In  the  corporate  space,  Microsoft's  operating  systems  will 
keep  gaining  ground,  idc  says  sales  for  Microsoft  Windows  NT 
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and  Windows  95  combined  will  grow  35%,  to  $11  billion.  I 
contrast,  different  versions  of  unix  software  sold  by  Su 
Microsystems,  Hewlett-Packard,  IBM,  and  others  will  groi 
just  18%,  to  $8.3  billion. 

When  it  comes  to  the  powerful,  enterprise-wide  application 
that  run  on  top  of  unix  and  NT,  the  Redmond  (Wash.)  giant 
nowhere  to  be  seen.  Databases  and  integrated  programs  fo 
manufactLiring,  sales,  or  accounting  remain  the  special  pre 
serve  of  companies  such  as  Oracle,  PeopleSoft,  sap,  an 
Baan.  Their  products  bolster  other  hot  niches,  such  as  hel 
desk  programs  (chart). 
PRICE  WAR.  That  won't  change  in  1998.  sap  co-chairman  Diei 
mar  Hopp  says  the  German  Goliath  will  grow  about  50% 
thanks  in  part  to  the  Year  2000  problem.  Some  of  sap's  bed 
customers  are  small  and  midsize  companies  that  are  scrappin 
old  mainframe  programs — which  are  vulnerable  to  Year  200 
dating  errors — and  converting  to  sap's  Y2K  ei 
ror-resistant  programs.  Baan  and  PeopleSol 
will  snare  the  same  types  of  customers. 

Oracle  is  a  trickier  case.  Weak  quarterly 
earnings  announced  in  December  battered  thl 
company's  stock,  and  temporarily  trashed  th< 
whole  nasdaq  exchange.  The  big  fear  wa| 
that  demand  for  databases  could  be  flaggin 
In  1997,  the  sector  grew  11%  to  $7.2  billio: 
according  to  Dataquest  Inc.  This  year,  an  o: 
going  price  war  waged  by  competitors  I: 
formix  Software,  Sybase,  and  Microsoft  couLj 
hold  growth  to  12%,  says  Dataquest. 

Some  analysts  think  Oracle  may  have  othe 
worries  as  well.  After  a  strong  start,  its  at) 
tempt  to  match  sap  in  financial  and  manufacf 
turing  applications  hit  a  rough  patch  late  ill 
1997.  But  Chris  Le  Tocq,  principal  software  analyst  aj 
Dataquest  argues  that  the  trouble  just  creates  more  buyini 
opportunities.  "Oracle  has  hordes  of  consultants  prepared  t< 
tune  those  applications,"  he  says.  Consulting  is  one  of  Oracle' 
most  profitable  businesses. 

For  real  pyrotechnics,  watch  how  companies  use  the  Inter 
net  to  link  manufacturers,  distributors,  and  customers.  The  phi 
losophy  is  called  supply-chain  management,  and  the  softwan 
niche  it  serves  was  created  by  small  companies  such  as  ii 
Manugistics,  SynQuest,  and  Logility.  Gartner  Group's  supply 
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maven,  Art  Mesher,  reckons  group 
were  less  than  $800  million  in  1997 
jrew  about  70%  over  1996  and  will 
it  the  performance  in  '98. 
pply-chain  software  complements  fi- 
ial  and  human-resources  programs 
sap,  Oracle,  Baan,  and  others,  who 
nate  the  niche  called  enterprise  re- 
:e  planning  (erp).  The  supply-chain 
'ams  let  managers  study  their  com- 
ss'  webs  of  relationships  with  sup- 
%  distributors,  or  retailers,  so  they 
•etter  forecast  demand  and  schedule 
action  and  sales. 

iing  supply-chain  programs,  a  PC 
ifacturer  who  gets  a  sudden,  large 
*  from  an  important  customer  can 
;  out  inventory,  reschedule  other 
mers,  and  quickly  propose  a  delivery 
explains  Prudential  Securities  ana- 
Douglas  Crook.  i2  of  Irving,  Tex., 
;  star  in  this  sector.  Crook  figures  it 
157%  in  1997  and  will  jump  at  least 
in  1998,  to  $335  million, 
pply-chain  startups  also  make  tasty 
for  larger  erp  vendors.  In  October, 
PeopleSoft  dropped  $225  million  on 
ly-chain  startup  Red  Pepper  Soft- 
Co.  A  year  later,  this  helped  Peo- 
ift  win  a  big  manufacturing  contract 
Toyota  Motor  Manufacturing  North 
rica.  More  consolidation  is  likely. 
)st  of  these  companies  hope  to  take 
ntage  of  Sun  Microsystems'  Java 
ramming  environment,  which  lets 
rammers  write  one  set  of  code  that 
run  on  any  computer.  After  two 
;  of  constant  drum  rolls,  Java  will  fi- 
begin  to  make  cash  registers  ring  in 
.  With  name  brands  such  as  J.  P. 
jan,  Home  Depot,  Philips  Petrole- 
and  Simon  &  Schuster  all  singing 
raises,  Java  software  sales  should 
to  $90  million  in  1998,  up  from  bare- 
5  million  in  1997,  according  to  idc. 
FRAME  MIGHT.  Java,  in  turn,  is  sup- 
I  to  make  lean  and  low-priced  "net- 
computers"  a  reality.  Oracle  and  Sun 


UNSNARLING  THE  I-WAY  TRAFFIC  JAMS 


Gnashed  teeth  may  be  the  biggest 
health  hazard  on  the  Internet.  The 
delays,  the  frozen  screens,  the  error 
messages,  the  aggravation! 

Fast  telephone  modems,  cable 
modems,  and  ISDN  will  ease  the 
misery  this  year — at  least  a  little. 
But  they  won't  break  up  logjams  at 
popular  Web  sites  or  at  the  crowded 
access  points  where  the  many  net- 
works of  the  Internet  exchange  infor- 
mation. Fortunately,  a  grow- 
ing gang  of  software  and 
data-networking  companies 
have  some  excellent  tricks 
up  their  sleeves.  The  new  amalgam 
of  hardware  and  software  technology 
will  gradually  improve  almost  every- 
one's experience  of  the  Internet. 

Small  startups  with  names  such 
as  Exodus,  InterNAP,  and  GlobalCen- 
ter are  setting  up  data  centers — 
banks  of  powerful  computer 
servers — in  key  locations  around  the 
U.  S.  Organizations  or  companies 
whose  Web  sites  get  mobbed  with 
visitors  can  enlist  these  facilities  to 
steer  traffic  along  the  fastest  routes. 
They  can  also  use  so-called  mirror 
sites  and  large-scale  "caches" — 
huge  repositories  that  store  copies  of 
their  most  popular  Web  pages.  The 
result:  Surfers  in  Florida  who  need 
information  from  a  San  Francisco 
company  don't  have  to  bounce  a 
message  cross-country  through  a 
series  of  crowded  hubs  or  access 
points.  Instead,  their  requests  get 


NETWORKING 


handled  by  a  surrogate  cache,  pro- 
vided by  the  likes  of  Inktomi,  Net- 
work Appliance,  or  CacheFlow  Inc. 

Packeteer  Inc.  in  Cupertino,  Calif., 
has  a  different  solution:  programs 
that  manage  traffic  on  a  network  and 
guarantee  quality  of  service.  Cisco 
Systems,  Sun  Microsystems,  and 
IBM's  Tivoli  software  unit  also  offer 
network-management  products  that 
distribute  the  message  load,  choosing 
the  least  crowded  time  slots 
and  pathways.  In  1998, 
Internet  service  providers 
such  as  Sprint,  AT&T,  and 
MCI  will  also  do  good  business  open- 
ing up  virtual  toll  roads  on  the  Inter- 
net. Here,  well-heeled  customers  will 
get  faster,  more  reliable  service  for  a 
higher  price. 

These  tricks  matter  a  lot  to  com- 
panies that  are  counting  on  elec- 
tronic commerce  to  boost  their  effi- 
ciency and  bring  in  new  business. 
Yankee  Group  Inc.  in  Boston  figures 
that  E-commerce — defined  as  all 
business  that  takes  advantage  of 
the  Internet — will  blossom  into  a 
$39  billion  market  in  1998.  Says 
Bill  Bluestein,  vice-president  of  For- 
rester Research  Inc.  in  Cambridge, 
Mass.:  "Companies  will  realize  that 
the  Internet  is  in  fact  a  fourth  chan- 
nel, after  retail,  telephone,  and  cat- 
alog sales." 

So  far,  the  new  channel  has  been 
pretty  clogged.  But  it's  nothing  a  lit- 
tle software  ingenuity  can't  cure. 


both  been  trumpeting  diskless  ncs  as 
y  to  reduce  costs  and  headaches  for  network  administra- 
But  don't  toss  out  that  "fat"  PC  quite  yet.  Despite  powerful 
applications  such  as  eSuite  from  IBM's  Lotus  unit,  the  nc 
i  is  still  waiting  for  even  one  large  company  to  place  an  or- 
br  a  few  thousand  units. 

m's  role  in  launching  ncs  is  critical.  Along  with  Oracle, 
Blue  supplies  the  lion's  share  of  database  software  for  cor- 
:e  networks,  so  it  can  deliver  a  roster  of  grade-A  corpo- 
customers.  IBM's  clout  still  rests  in  its  vast  mainframe 
:y.  All  told,  sales  of  mainframe  systems  software  will 
about  12  billion  in  1998,  according  to  IDC 
*owth  in  this  sector,  at  4.2%,  trails  the  rest  of  the  indus- 


try. But  mainframe  programmers,  along  with  sap  and  Baan, 
are  getting  a  welcome  lift  from  the  Year  2000  problem.  Gart- 
ner Research  Director  John  A.  Bace  says  there's  a  dire 
shortage  of  mainframe  programmers  who  can  sift  through  old 
code  written  in  COBOL  and  correct  two-digit  date  errors.  In 
1998,  almost  anyone  with  those  skills  will  be  able  to  find 
jobs  at  nearly  a  50%  premium  over  1996  salaries,  he  says. 

A  fluke?  Maybe.  The  Year  2000  pay  premium  certainly 
won't  last  past  2003.  But  in  a  landscape  this  complex,  there 
will  always  be  something  new  to  hack.  Viva  la  Revolution. 

By  Neil  Gross,  with  Amy  Cortese,  in  New  York,  and  Steve 
Hamm  in  San  Mateo 


Microsoft  is  still  the  giant,  but  many  niche 
ilayers  with  Internet  expertise  will  grow  faster 
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POSITIVES 

►  Semiconductors  should 
recover from  a  sluggish 
1997,  with  global  growth  of 
17%,  to  $162.6  billion 

►  Personal  computers  will 
post  solid  growth  as  cheap 
PCs  nudge  U.S.  household 
penetration  above  45% 


NEGATIVES 

►  Memory-chip  sales  wl 
remain  below  1995  levei 
and  chip-gear  makers  > 
could  have  a  rough  tinu 

►  Profit  margins  will 
come  under  attack  in  a* 
sectors  because  ofbrutw, 
price  competition  in  PG^ 


After  two  years  of  bumpy  results,  executives  in  the  computer  arj 
semiconductor  industries  were  looking  forward  to  a  resurgence  l 
1998.  But  that  was  before  Asia's  economic  sniffles  turned  into  3 


bad  case  of  the  flu.  Now,  next  year's  projections  of  solid 
growth  rates — 14%  for  computers  and  17%  for  semiconduc- 
tors— are  clouded  by  the  potential  impact  of  Asia's  woes. 

The  high-tech  crowd  often  brags  about  its  worldwide  reach, 
but  globalization  can  cut  both  ways.  In  1996,  Asia  was  the  he- 
lium that  helped  offset  leaden  results  in  the  West.  The  bal- 
ance began  shifting  last  year,  and  Asia  will  be  the  laggard  in 
1998.  Growth  of  personal  computer  sales  in  Japan  probably 
won't  squeak  past  5% — less  than  one-third  of  what's  in  store 
for  the  U.  S.,  predicts  International  Data  Corp.  (idc). 

As  for  chips,  the  Semiconductor  Industry  Assn.  expectation 
of  a  17%  climb  in  1998  world  sales  marks  a  welcome  change 
from  the  9%  decline  in  1996  and  meager  6%  growth  in  1997. 
In  Asia,  though,  the  boost  in  chip  revenues  will  dwindle  to 
12%.  "Korea  is  not  the  only  fly  in  the  ointment,"  says  Carl  R. 
Johnson,  president  of  Infrastructure,  a  Dallas  market  watch- 
er. "Japan  is  certainly  questionable,  as  are 
Taiwan  and  other  Far  East  countries." 

That  could  be  especially  painful  for  suppliers 
of  chip-manufacturing  gear.  Their  stock  has 
been  slammed  by  Wall  Street  since  October. 
Asia  accounts  for  54%  of  global  semiconductor 
capital  expenditures,  so  Morgan  Stanley,  Dean 
Witter,  Discover  &  Co.  has  halved  its  growth 
forecast  for  "semi  equipment"  to  around  10%. 
"Asian  chipmakers  could  have  a  hard  time  fi- 
nancing equipment  purchases,"  says  analyst 
Mark  L.  Edelstone. 

overreacting.  Sounds  bleak — until  you  put  it 
in  perspective.  Even  at  lower-than-hoped-for 
growth  rates,  the  computer  and  semiconductor 
duo  is  expected  to  expand  nearly  three  times 
as  fast  in  1998  as  any  other  industiy  surveyed 
by  Standard  &  Poor's  dri.  That's  on  top  of  average  increases 
of  nearly  33%  a  year  since  1993.  Despite  periodic  ups  and 
downs,  high  tech  is  still  hot — and  a  big  contributor  to  gross 
domestic  product. 

What's  more,  many  high-tech  execs  say  Wall  Street  has 
overreacted  to  the  Asian  mess.  James  C.  Morgan,  chairman  of 
equipment  maker  Applied  Materials  Inc.,  figures  his  sales 
might  get  nicked  5%  if  Korea  slashes  spending  on  chipmaking 
equipment  in  half,  a  retrenchment  he  considers  overly  pes- 
simistic. Yet  tech  stocks  have  been  hammered  as  if  Asia 
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were  the  world's  premier  market  for  technology.  In  fact,  it  I 
counts  for  just  18%  of  worldwide  spending  on  informata 
technology — a  figure  that  shrinks  to  2%  for  the  countries 
deep  trouble:  Indonesia,  Malaysia,  the  Philippines,  and  Tli 
land.  Even  if  their  spending  ceased,  gains  in  the  big  U.  S.  s* 
European  markets  could  easily  compensate. 

On  the  other  hand,  with  investor  expectations  so  eharj( 
up  by  earlier  promises  of  a  strong  recovery,  signs  that  I 
Asian  disease  is  spreading  could  trigger  panic.  But  chip  a 
computer  companies  don't  see  that  in  the  cards.  In  fact,  tli 
figure  that  falling  prices  should  spark  increased  demand.  In 
rise  of  cheap  PCs,  especially  models  priced  at  less  than  $l,Cfl 
pushed  up  sales  in  1997  and  should  add  fuel  to  PC  fires  til 
year.  Sub-$1,000  PCs  grabbed  a  quarter  of  the  market;! 
1997,  says  market  researcher  Dataquest  Inc.,  and  their  sh;i 
could  top  33%  this  year.  Thanks  to  these  low-priced  ij 
chines,  Dataquest  adds,  penetration  of  Ul 
households  has  edged  above  40%. 

Now,  low-price  PCs  are  spreading  beyc< 
the  home  market.  Early  this  year,  look  I 
producers  to  roll  out  $800  systems  geared  « 
corporate  desktops.  "All  the  competitors  .1 
just  killing  themselves  to  get  our  [customer,1 
says  James  P.  McDonnell,  computer  market < 
manager  at  Hewlett-Packard  Co.  "It's  driv^j 
all  our  prices  down,  down,  down" — and  < 
hopes  sending  sales  up,  up,  up. 

Even  so,  PC  unit  growth  in  1998  wo'' 
match  recent  years.  Some  90  million  PCS  \l 
be  sold  worldwide,  projects  idc,  up  14%  fri 
1997.  Although  that's  a  comedown  from  t< 
heady  25%  jump  in  1995,  it's  still  30  milli 
more  units  than  were  sold  that  year.  Ov 
seas,  Europe  will  trail  U.  S.  gains,  with  PC  sales  climbij 
about  8%,  while  vigorous  demand  in  China  and  India  cok 
help  Asia  post  10%  growth  outside  Japan. 

One  company  that  may  not  chalk  up  any  improvement  ! 
Apple  Computer  Inc.  Its  market  share  hit  a  new  low  of  j$ 
3.3%  in  1997— less  than  half  of  what  it  was  in  1995  anci 
quarter  of  its  1993  share.  Analyst  Michael  K.  Kwatinetzt 
Deutsche  Morgan  Grenfell  Inc.  predicts  that  Apple  will  e< 
out  a  small  profit  in  its  fiscal  year  ending  next  September,  h 
he  forecasts  a  further  decline  in  revenues. 
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•c  price  cutting  exacts  a  toll  on  profits, 
ecially  among  suppliers  of  disk 
^es  and  other  parts.  But  for  computer 
(ers,  the  bargain  hunting  will  be  coun- 
balanced  by  free-spending  buyers 
pping  up  costly — and  highly  prof- 
>le — servers  and  technical  worksta- 
is.  IDC  projects  a  16%  boost,  to  2.6 
[ion  units,  in  sales  of  servers.  These 
the  centralized  systems  that  store 
a  and  run  high-octane  software  such 
iatabases  and  intranets.  Workstations 
Id  surge  40%,  to  2.7  million  units, 
dso  caught  by  the  tug-of-war  between 
ap  PCs  and  high-end  systems  is  Intel 
p.  The  giant  is  raking  in  cash  from  its 
r-monopoly  in  PC  processors,  but  an- 
;ts  expect  earnings  growth  to  taper  to 
;  11%  in  1998 — far  below  the  past  five 
rs.  The  company  has  a  two-prong 
itegy  to  keep  profits  up:  churning  out 
ti  volumes  of  cheaper  Pentium  lis  to 
I  off  rivals  on  the  low  end  and  pam- 
ing  power  users  with  superfast  de- 
is  that  rev  up  to  450  megahertz, 
ntel  knows  its  competitors  are 
gher  than  ever.  Advanced  Micro  De- 
:s  Inc.  (amd)  is  rapidly  scaling  up  pro- 
tion  of  its  K6  chip,  a  Pentium  II  al- 
lative  that  sells  for  one-quarter  the 
:e.  AMD  has  won  over  such  top  ven- 
s  as  IBM  and  Compaq  Computer 
p.,  which  plan  to  use  the  chip.  If  AMD 
*es  good  on  its  production  goals,  it 
Id  snag  more  than  10%  of  the  pc- 
cessor  market  in  1998.  Then  there's 
tional  Semiconductor  Corp.,  which 
s  to  harness  the  processor  technology 
ot  last  year  by  buying  Cyrix  Corp.  to 
ate  "system-on-a-chip"  devices  that 
m  all  the  functionality  of  a  PC  into  a 
*le  sliver  of  silicon.  These  products 
n't  imminent  in  1998,  so  National  will 
e  its  time  by  selling  Cyrix'  popular 
itium  rival,  the  Mediacx. 
HARGY.  The  prognosis  for  memory 
3s  isn't  as  bright.  Although  unit  ship- 
nts  of  drams  soared  90%  in  1997,  you 


MIXED  SIGNALS  ON  DVDs 


Japan's  consumer-electronics 
giants  think  digital  videodisks 
(DVDs)  will  be  a  smash  hit.  They  are 
like  audio  CDs  but  store  entire 
movies.  Their  sound  and  graphics  are 
tops  for  ordinary  TV.  A  version  of  DVD 
designed  for  computer  storage  has 
begun  to  replace  CD-ROM 
drives  on  high-end  PCs. 

The  trouble  is,  shoppers 
aren't  snapping  up  DVD 
players.  The  Electronics  Industry 
Association  of  Japan  predicted  sales 
of  600,000  units  in  1997.  But  only 
half  that  many  were  sold,  and  U.  S. 
sales  are  also  slower  than  expected. 

Does  anybody  really  need  a  DVD? 
Some  consumer-electronics  analysts 
in  Japan  are 
skeptical.  "The 
only  good  point 
is  that  sound 
and  picture 
quality  is  better 
[than  on  VHS]",  says  Masami  Fujino, 
a  senior  analyst  at  the  Tokyo  office 
of  Jardine  Fleming  Securities  Ltd. 

In  fact,  the  technology  has  three 
marks  against  it:  First  of  all,  the 
players  don't  record.  So  videophiles 
can't  swap  out  their  current  VCRs. 
Second,  the  selection  of  films  is  lim- 
ited. Movie  studios  say  there  are  500 
titles  out.  But  not  all  new  films  are 
released  on  DVD.  Third,  there's  a 
problem  with  standards.  In  the  U.S., 
an  alliance  that  includes  Circuit  City 
Stores,  Matsushita  Electric  Industri- 
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DIGITAL  VIDEODISKS 


SALES  OF  DVD  PLAYERS  ARE  SLIM 


al,  Thomson,  and  several  film  stu- 
dios is  pushing  a  rival  DVD  format 
called  Divx,  which  stands  for  digital 
video  express.  These  disks,  which 
could  go  on  sale  next  summer,  will 
be  only  partly  compatible  with  DVD. 
Toshiba  Corp.,  DVDs'  biggest  pro- 
moter, says  it's  not  worried. 
Koji  Hase,  head  of  Toshiba's 
DVD  division,  notes  that  it 
took  audio  CDs  three  years 
to  reach  the  sales  level  that  DVD 
achieved  in  less  than  a  year.  Com- 
pared with  past  consumer-electron- 
ics launches,  he  says,  "DVD  sales 
are  very  promising." 

Hase  blames  the  DVD  problems  on 
weak  marketing.  Now,  manufacturers 
are  planning  a 
TV  ad  blitz.  And 
both  Toshiba 
and  Matsushi- 
ta— owner  of 
the  Panasonic 
brand — will  soon  place  DVD  prod- 
ucts in  Japan's  largest  network  of 
video  and  CD  rental  stores.  Eventu- 
ally, Hase  says,  ordinary  DVDs  could 
go  rental  in  the  U.  S.  as  well. 

Sooner  or  later,  analysts  say, 
DVDs  will  catch  on.  "When  the  price 
comes  down  far  enough,"  says 
Reinier  Dobbelman,  an  analyst  at 
SBC  Warburg  Dillon  Read  Inc.  in 
Tokyo,  "people  will  think  of  DVDs  as 
a  replacement  for  their  CD  players." 
But  didn't  I  just  buy  one  of  those? 
By  Sebastian  Moffett  in  Tokyo 


lldn't  know  it  from  dollar-sales  fig- 
s.  That's  because  dram  prices  have  been  in  free  fall.  They 
nged  75%  in  1996  and  65%  more  last  year.  As  a  result,  the 
a  industry  seemed  less  robust  than  it  really  was,  says 
vrenee  W.  Borgman,  an  analyst  at  Josephthal  &  Co.  But  a 
naround  may  be  in  store.  Despite  the  Asian  crisis,  dram 
enues  in  1998  could  rise  20%,  to  $25  billion.  That  would  be 
Icome  news  to  Japan,  South  Korea,  and  Taiwan,  which 
ount  for  80%  of  world  dram  production, 
beyond  the  current  lethargy  in  desktop  computers,  many 
pmakers  see  promise  in  new  products.  One  area  is  digital 
sumer  electronics,  including  handheld  PCs,  digital  videodisk 
yers,  smart  phones,  digital  tvs,  and  set-top  boxes.  None  of 


these  markets  is  as  large  yet  as  manufacturers  had  hoped,  but 
they'll  make  headway  in  1998.  Small  phones  will  climb  to  1.5 
million  units  this  year,  up  from  800,000,  predicts  Yankee 
Group.  The  biggest  prize:  set-top  boxes,  which  could  surge 
59%,  to  13  million  units,  says  Dataquest.  Intel  and  Microsoft 
Corp-  are  vying  to  set  the  standards  for  these  vcR-size  com- 
puters— despite  price  tags  as  low  as  $300. 

All  this  new  business  won't  pull  Asia  out  of  the  fire  or 
bring  the  20%-plus  growth  rates  that  PC  and  chipmakers 
love.  But  it's  another  rung  on  the  ladder  to  recovery. 

By  Andy  Reinhardt,  with  Peter  Burrows,  in  San  Mateo, 
Calif.,  and  Otis  Port  in  New  York 


Vs  three- quarters  speed  ahead  in  Silicon  Valley, 
where  1998  will  be  a  good-no t  great-year 
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ow  Cable  Systems  International  connects  with  customers  twice  as  fast. 

hen  Cable  Systems  International  (CSI)  was  formed  from  a  unit  of  AT&T,  it  needed  a  system  that 
mid  help  get  its  telecommunications  products  to  customers  quickly.  CSI  chose  R/3" 
ftware  from  SAP.  R/3  cut  order  delivery  times  in  half  in  CSI's  connectorized 
oducts  division.  Now,  customers  can  expect  their  products  in  two  weeks 
stead  of  four.  And  when  requested,  CSI  can  often  deliver  in 
hours  or  less.  In  fact,  the  connectorized  products  team  has 
:ablished  a  near  perfect  shipping  record.  For  CSI, 
/3  was  definitely  a  valuable  connection. 
>r  more  information,  visit  us  at 
tp://www. sap.com  or 
11  1-800-283- 
S  A  P. 
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NEGATIVES 

►  Increased  competith 
in  local  and  long-disk^ 
markets  will  drive  doi{ 
prices  and  profits 

►  Long-distance  carrik 
will  encounter  regulatft) 
roadblocks  and  heavy  m 
for  entering  local  man 
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DATA  STANDARD  S  POOR'S  DRI 


POSITIVES 

►  Traffic  will  grow 
rapidly,  led  by  strong 
demand  for  data 
communications 
260.4       A  break  in  the 

regulatory  logjam  would 
provide  new  growth 
opportunities 


Predicting  what's  going  to  happen  in  the  telecommunication 
industry  these  days  is  something  of  a  fool's  errand.  Just  thi  j 
back  on  the  tumult  of  1997:  Who  could  have  guessed  that  Wor  j 


Com  Inc.  would  strike  a  deal  to  buy  MCI  Communications 
Corp.  for  $37  billion?  John  Walter  had  a  contract  that  guar- 
anteed him  the  ceo  title  at  at&t,  but  now  he's  out  of  a  job 
and  former  Hughes  Electronics  Corp.  chief  C.  Michael  Arm- 
strong sits  in  the  post.  No  fewer  than  three  Baby  Bells — 
Ameritech,  sbc  Communications,  and  BellSouth — were  betting 
they  were  going  to  get  into  the  long-distance  business  with- 
in their  regions.  So  far,  none  has  succeeded. 

The  only  certainty  in  1998  is  that  the  seismic  change  will 
continue.  With  the  industry's  urge  to  merge,  expect  at  least 
one  major  long-distance  or  local  telecom  company  to  disappear 
by  the  end  of  the  year  through  merger  or  acquisition.  The 
most  likely  candidates  are  U  S  West,  BellSouth,  Ameritech, 
and  GTE.  With  growing  telecom  giants  such  as  AT&T  and  the 
proposed  MCi-WorldCom  combination,  many  executives  think 
greater  size  is  the  only  protection  against  extinction.  "It 
would  surprise  me  if  further  merger's,  alliances, 
and  partnerships  didn't  take  place,"  says 
Richard  C.  Notebaert,  Ameritech  Corp.'s  ceo. 

Consolidation  is  a  reaction  to  what's  sure  to 
be  intensifying  competition  across  all  segments 
of  the  telecom  industry.  The  Telecommunica- 
tions Act  of  1996  has  so  far  failed  to  spur 
competition  between  long-distance  and  local 
telephone  companies.  But  that  will  change  in 
1998.  With  a  reconstituted  Federal  Communi- 
cations Commission  and  clearer  interpretation 
of  the  act  from  regulators  and  the  courts,  sev- 
eral of  the  Bells  are  likely  to  win  approval  to 
offer  long-distance  service  in  a  handful  of 
states  within  their  territories.  By  the  fourth 
quarter,  look  for  Bell  Atlantic  Corp.  to  be  let 
into  the  business  in  New  York,  and  Ameritech 
in  Michigan  or  Illinois. 

EXTREME  PRESSURE.  The  loosened  restraints  are  the  result  of 
a  key  court  decision  that  is  forcing  the  FCC  to  give  up  more 
control  to  the  states.  Under  former  Chairman  Reed  E.  Himdt, 
the  fcc  kept  the  hurdle  extremely  high  for  the  Bells  to  be  let 
into  the  long-distance  business — they  had  to  first  prove  that 
their  regions  were  open  to  competition.  But  a  federal  court 
dealt  a  major  setback  to  the  FCC  in  September,  1997 — it 
niled  that  the  commission  had  overstepped  its  bounds  under 
the  Telecom  Act  and  that  states  have  control  over  key  dereg- 
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ulation  issues,  including  the  prices  at  which  the  Bells  iUi 
give  long-distance  carriers  access  to  their  local  netwck 
Under  pressure  from  the  courts,  state  regulators,  andrti 
Bells,  the  fcc  will  have  to  back  off  in  1998.  "The  FCC  isf 
ercising  authority  that  it  no  longer  has,"  says  Scott  C.  j$ 
land,  an  analyst  with  Legg  Mason  Wood  Walker  Inc. 

The  speed-up  of  competition  will  continue  to  put  extra- 
pressure  on  prices.  Local  calling  revenues  are  expected  tcii 
slightly  to  $92.3  billion  in  1998  from  $92.6  billion  this  year* 
cording  to  industry  consultant  Northern  Business  Informal 
The  only  bright  spot  is  nonregulated  services,  such  as  cm 
id  and  voice  mail,  where  revenues  are  expected  to  gx 
13%,  to  $7  billion.  Revenues  from  long-distance  calling,  ra 
sensitive  to  price  competition  than  local  calling,  should  is 
9%,  to  $101.8  billion. 

Who  will  benefit  from  additional  telecom  competition?  o 
porate  America,  primarily.  Competitive  '.a 
phone  companies,  such  as  Teleport  Comirn 
cations  and  WorldCom's  mfs  Communicate 
Group,  are  targeting  business  customers* 
cause  local  business  rates  have  been  artifia 
ly  inflated  over  the  years  in  order  to  subsii 
consumer  rates.  Companies  that  switch  te 
local  business  to  these  new  competitors  ft 
reap  10%  to  25%  savings — and  finally  be  b; 
to  buy  local,  long-distance,  and  Internet  ac« 
from  a  single  provider.  "Customers  want  ql 
deliver  integrated  solutions,"  said  WorldOi 
CEO  Bernard  J.  Ebbers,  explaining  in  Novn 
ber  why  he  decided  to  buy  MCI. 

Consumers  won't  be  completely  left  oi  < 
the  deregulation  party.  Very  few  will  li 
more  than  one  choice  for  a  local  carrie  i 
1998,  but  they  will  be  able  to  benefit  from  competic 
among  wireless  operators.  After  government  auctionii 
radio  spectrum  in  1995  and  1996,  there  are  now  at  least  n 
wireless  operators  in  most  metropolitan  markets.  The  M 
efits  to  customers  are  evident:  It's  no  longer  necessar't 
sign  up  for  a  year-long  contract,  features  like  caller  ID  n 
voice  mail  are  usually  free,  the  first  minute  of  an  inconn 
call  is  free,  and  calling  rates  are  down  25%  or  more,  lis 
should  help  push  the  number  of  U.  S.  wireless  subscriber)]! 
67  million  at  the  end  of  1998  from  56  million  now,  acconl) 
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iankAmerica  Robertson  Stephens  es- 
ites.  "The  revolution  in  wireless  is 

beginning,"  says  Andrew  Sukawaty, 

of  Sprint  PCS. 

lonsumers'  gain  will  be  operators' 
i,  however.  What's  driving  penetra- 
is  a  decline  in  the  price  of  wireless 
utes  that's  expected  to  average  5% 
ually  for  the  next  few  years.  Such 
;sure  is  hurting  many  small  wireless 
rators  that  hoped  to  snag  a  share  of 
growing  market.  Several  are  likely  to 
iut  of  business,  and  many  will  have  to 
natically  reduce  their  expansion  plans, 
i  example  of  wireless  enthusiasm 
led  sour  is  NextWave  Telecom  Inc., 
ch  bid  $4.7  billion  for  wireless  licens- 
iut  is  struggling  to  find  a  way  to  pay 
them.  "I  think  we're  going  to  see  a 
ceout  among  the  small  players,"  says 
eritech's  Notebaert.  Still,  'it's  a  great 
ortunity." 

PLODING  AREA."  And  just  one  among 

iv  for  telecom  equipment  companies. 

both  new  entrants  and  existing  oper- 

•s  struggle  to  stay  competitive,  Lu- 

;  Technologies  Inc.,  Northern  Tele- 
Ltd.,  and  others  are  benefiting  from 

mg  demand  for  the  wireless,  local 

astructure,  and  data  networking 

ipment.  The  telecom  equipment  mar- 
is expected  to  grow  14%,  to  $230 

on,  in  1998,  according  to  Northern 

scorn.  "This  is  an  absolutely  exploding 

i,"  says  Lucent  Technologies  Inc.  ceo 

lard  A.  McGinn. 

iut  again,  what's  good  for  the  equip- 
it  makers  only  makes  life  tougher 
the  operators.  The  new,  more  effi- 
it  data  networks  that  are  being  built 

start  siphoning  off  calling  volume 
n  older  networks  this  year.  In  late 
uary,  Qwest  Communications  Inter- 
onal  Inc.  plans  to  offer  long-distance 
/ice  using  Internet  technology  for 

a  minute — about  half  the  going  rate 

business-hour  calls.  WorldCom's 
Jet  Technologies  Inc.  is  offering  In- 
let fax  services  at  about  half  the 
:e  of  traditional  phone  lines.  "The  Internet  is  the 
game,"  says  industry  consultant  David  Hill.  "Internet  ap- 
ations  are  going  to  change  the  telecom  world."  The  Net 

swipe  close  to  $1  billion  in  revenues  in  1998  and  $3.5  bil- 

by  2001,  according  to  Action  Information  Services. 
Vhether  telecom  operators  can  capitalize  on  the  Internet 
m  remains  to  be  seen.  So  far,  most  customers  link  up  with 

Internet  through  their  telephone  lines,  but  few  phone 
ipanies  have  been  successful  at  selling  faster  access,  such 
ntegrated  service  digital  network,  or  isdn,  service  to  the 
;.  Plenty  of  competitors  will  be  vying  for  that  business  in 

future.  Cable-TV  companies  in  particular  want  to  provide 


WORLDCOM'S  WORLD-SHAKER 


WorldCom  Inc.  Chief  Executive 
Bernard  J.  Ebbers'  offer  to  buy  MCI 
Communications  Corp.  for  $37  bil- 
lion sent  shock  waves  through  the 
telecom  industry  in  1997.  But  the 
true  significance  of  the  deal  won't  be 
played  out  until  1998,  when  the 
merger  is  expected  to  be  finalized.  "I 
think  WorldCom  will  be  a  catalyst 
because  it'll  change  the  way  people 
think  about  the  telecom  business," 
says  Jeffrey  Kagan,  founder 
of  consultant  Kagan  Tele- 
com Associates. 

The  Baby  Bells  are 
already  arguing  that  the  MCl-World- 
Com  combination  means  real  compe- 
tition in  their  local  markets — and 
therefore  the  Bells  should  be  allowed 
to  offer  long-distance  service  in 
their  regions.  Indeed,  WorldCom  has 
facilities  to  provide  local  service  in 
96  metropolitan  markets,  more  than 
any  other  long-distance  carrier.  Still, 
the  issue  is  open  to  debate.  World- 
Com sells  local  service  almost  exclu- 
sively to  business  customers;  most 
residential  customers  have  no  choice 
of  a  local  provider. 

The  WorldCom  deal  has  a  different 
sort  of  significance  for  the  long-dis- 
tance business.  Some  analysts 
believe  that  an  MCl-WorldCom  com- 
bination would  make  it  easier  for 
AT&T  to  win  regulatory  approvals  to 
merge  with  a  Baby  Bell,  such  as  SBC 
Communications.  Although  such  a 
linkup  came  under  heavy  fire  from 
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Washington  last  year  when  the  pos- 
sibility was  raised,  now  AT&T  can 
argue  that  the  telecommunications 
industry  is  consolidating  and  that  it 
needs  an  alliance  with  a  local  opera- 
tor to  compete  effectively. 

Perhaps  the  biggest  beneficiaries 
of  Ebbers'  offer  for  MCI  are  the  com- 
petitive local  telephone  compa- 
nies— those  small  operators  that 
already  compete  against  the  public 
networks  in  major  cities. 
Ebbers  showed  that  pairing 
WorldCom's  local  facilities 
with  MCl's  long-distance 
traffic  would  help  reap  synergies 
that  are  expected  to  total  $20  billion 
in  cost  savings  over  five  years.  That 
has  led  Wall  Street  to  pump  up  the 
stocks  of  the  competitive  phone 
companies — including  Teleport 
Communications  Group,  McLeodUSA 
Inc.,  and  others — by  as  much  as 
100%  over  the  past  12  months.  Part 
of  the  reason  is  that  analysts  are 
expecting  several  of  the  small  play- 
ers to  be  acquired. 

Ebbers  still  has  to  close  the  MCI 
deal.  Both  companies  have  huge 
data  networks,  so  regulators  are 
sure  to  take  a  close  look  at  how 
much  Internet  traffic  the  combined 
entity  will  control.  And  Ebbers  has  to 
keep  WorldCom's  stock  price  up, 
since  that's  the  currency  he's  using 
to  buy  80%  of  MCI.  But  if  the  deal 
goes  through,  look  for  a  whole  lot  of 
shaking  in  the  rest  of  the  industry. 


access  via  superfast  cable  modems.  "The  battle  in  1998  is  go- 
ing to  be  about  whether  the  cable  companies  can  ramp  up  fast 
enough  and  gear  up  to  offer  services  in  a  high  quality  way," 
says  Robert  Fox,  vice-president  at  Mercer  Management  Con- 
sulting Inc. 

So,  the  new  year  will  provide  telecom  companies  with 
plenty  of  new  opportunities,  particularly  in  wireless  and  In- 
ternet access.  But  competition  will  intensify  and  put  pressure 
on  prices  in  the  long-distance  and  local  markets.  The  winners 
will  be  those  companies  that  figure  out  how  to  negotiate  be- 
tween this  rock  and  a  hard  place. 

By  Peter  Elstrom  in  New  York 


Telecom  operators  haven't  figured  out  how 
to  capitalize  on  the  Internet  boom 
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SUMMIT 


REGION     AT     THE  CROSSROADS 


At  Business  Week's  Latin  America  Summit,  key  government  and  business  leaders  will  shan 
their  expertise  on  making  the  most  of  this  dynamic  yet  complex  market.  They  will  explore  th< 
forces  driving  the  region's  transformations,  analyze  the  newest  challenges  for  continued 
reform  and  development,  and  share  their  visions  of  what  lies  ahead.  You  will  emerge  with  | 
detailed  analysis  of  both  region-wide  trends  and  issues  facing  specific  countries. 

Not  a  session  for  casual  observers,  the  Summit  is  for  professionals  who  are  serious  abouj 
making  connections  and  making  plans.  It  is  invaluable  for  senior  executives  at  Latin  Americar| 
companies  or  U.S.  companies  that  want  to  do  business  in  Latin  America  or  already  do. 

Business  Week's  Latin  America  Summit 
February  4-6,  1  998 

The  Biltmore  Hotel,  Coral  Gables,  Florida 

^Regional  focus.  Qlobal perspective 


Hon.  Enrique  V.  Iglesias 

President,  V 

\nler- American  Development  Bank 


John  T.  McCarter 

President  and  CEO, 

General  Electric  Latin  America 


Dinner  Keynote 
Address  By: 


The  Honorable 
Carlos  Saul  Menem 

President  of  the  Argentine 
Republic 


ncheon  Address  By: 

The  Hon.  Mickey  Kantor,  former  U.S.  Secretary  of  Commerce, 
former  U.S.  Trade  Representative 

o  Featuring: 

William  R.  Cline,  Deputy  Managing  Director  and  Chief 
Economist,  \nstitute  of  International  Finance,  Inc. 

The  Hon.  Vicente  Fox  Quesada,  Governor  of  the  State 
of  Guanajuato,  Mexico 

Francisco  R.  Gros,  Managing  Director  and  Chairman, 
Morgan  Stanley  Latin  America,  \nc. 

H.  E.  Diego  Ramiro  Guelar,  Argentine  Ambassador  to 
the  United  States 

Alfredo  Llorente  Legaz,  \nternational  Managing  Director, 
Grupo  ENDESA 

Claudio  Loser,  Director,  Western  Hemisphere  Department, 
International  Monetary  Fund 

P.  Daniel  Miller,  Executive  Mice  President,  Latin  America, 
Whirlpool  Corporation 

The  Hon.  George  Munoz,  President  and  CEO,  U.S.  Overseas 
Private  investment  Corporation  (OPIC) 

Beatrice  Eugenia  Rangel-Mantilla,  Senior  Vice  President, 
Corporate  Strategies,  Cisneros  Group  of  Companies 


SPONSORED 


B  Y: 


Hewlett-Packard  Company 

The  Principal  Financial  Group 

Global  Delivery  Services  from  the 
United  States  Postal  Service 

\n  association  with 
the  Association  of  American  Chambers  of 
Commerce  in  Latin  America 

To  register,  or  for  more  information,  contact 
Julie  Terranova 
Phone:  1-800-682-6007  (in  the  U.S.) 

212-512-2184  (outside  the  U.S.) 
Fax:  212-512-6281 
E-mail:  jterranova@businessweek.com 
Website:  execprog.businessweek.com/latinamer 
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Beyond  news.  Intelligence. 


A  Division  of  Ttte  McGraw  HiU  Companies 


Shahid  Burki 

Vice  President  for  Latin  America, 
The  World  Bank 
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INCLUDES  BOOKS,  MAGAZINES,  NEWSPAPERS,  RADIO  &  TV  BROADCASTING,  AND  MOVIES 


OUTPUT 

BILLIONS  OF 
97  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '97  DOLLARS 
PER  EMPLOYEE 


218.4 


1.52 


144.1 


145.9 


97  AND  '98  ARE  ESTIMATES 


DATA  STANDARD  &  POOR'S  DRI 


POSITIVES 

►  Fragmented  TV  audi- 
ence will  force  advertisers 
to  keep  hiking  spending  to 
reach  largest  number  of 
consumers 

►  Near-completion  of  net- 
work upgrades  will  in- 
crease cable-TV  cashflow 


NEGATIVES 

►  Growth  in  foreign  mar- 
kets will  be  hampered  I 
economic  tumult  inAs\ 
while  Europe  watches 
more  of  its  own  shows  \ 

►  New  technologies  wit 
be  slowed  by  uncertain 
over  standards 


In  the  70s,  television  brought  America  Eight  Is  Enough,  a  slw 
about  a  widowed  newspaper  columnist  with  eight  kids.  In  198 
America  will  get  the  broadcast  equivalent-eight  TV  network 


each  clamoring  for  a  shrinking  number  of  viewers  willing  to 
click  away  from  networks  to  cable,  home  video,  or  the  In- 
ternet. "It's  like  shelf  space  at  a  grocery  store,"  says  Leo  J. 
Hindery  Jr.,  president  of  cable-television  giant  Tele-Commu- 
nications Inc.  "There's  not  enough  time  in  a  day  for  anyone  to 
see  all  that's  out  there." 

That  sentiment  could  apply  to  the  entire  entertainment  in- 
dustry this  year.  Many  companies  are  likely  to  feel  the  hit,  as 
network  tv  ratings  continue  to  fall  and  consumers  are  con- 
fronted with  a  rush  of  new  cable  channels  and  more  films  than 
they  can  watch. 

With  digital  boxes  for  cable  or  satellite  TV  in  an  estimated 
5  million  homes  this  year,  the  numbers  of  channels  will  ex- 
plode— at  least  50  new  cable  channels  are  on  the  drawing 
board.  Hollywood,  giddy  about  the  prospects  for  more  ways  to 
distribute  its  films  and  TV  shows,  is  increasing  production.  The 
growth  of  direct-broadcast  satellite  dishes  will 
continue  at  double-digit  rates.  And  data  de- 
livery over  cable  wires  will  make  its  first  im- 
pact, with  nearly  1  million  homes  equipped 
with  cable  modems  able  to  log  on. 

The  most  visible  newcomers  in  the  enter- 
tainment race  will  be  the  two  new  broadcast 
networks.  In  August,  infomercial  entrepre- 
neur Lowell  W.  "Bud"  Paxson  is  scheduled  to 
launch  his  65-station  Pax  Net.  Paxson  will 
target  women,  and  to  lure  them  to  his  stations 
he  has  shelled  out  big  bucks  for  reruns  of 
such  shows  as  Sisters,  Touched  by  an  Angel, 
and  Dr.  Qui  mi.  Medicine  Woman. 
DILLER'S  DREAM,  tv  visionary  Barry  Diller 
will  take  the  first  steps  toward  launching  a 
broader-interest  network  in  1998.  Diller,  who 
created  the  Fox  network  a  decade  ago,  has  behind  him  the 
cash  flow  of  the  Home  Shopping  Network  Inc.  he  heads  and 
the  resources  of  cable  giant  TCI,  a  major  investor  in  HSN.  He 
already  struck  a  $4.1  billion  deal  to  buy  control  of  the  usa  ca- 
ble network  and  Universal  Pictures'  TV  operations.  By  April, 
he'll  test  his  concept  at  Home  Shopping's  Miami  station. 

The  trick  will  be  for  Diller  and  Paxson  to  survive  in  a  TV 
environment  in  which  broadcast  channels'  ratings  have  de- 
clined for  years.  In  1998,  only  an  estimated  58%  of  American 
homes  will  be  tuned  in  to  broadcast  TV  at  some  point  during 
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a  typical  24-hour  period,  down  from  60%  last  year,  projjd 
investment  bankers  Veronis,  Suhler  &  Associates  Inc.  (chfe 
For  the  Big  Three  networks,  the  outlook  is  even  bleae 
From  controlling  as  much  as  91%  of  the  audience  as  receH 
as  1980,  market  share  for  abc,  cbs,  and  nbc  will  sink  bo1 
50%  in  1998. 

The  ratings  race  among  the  networks  will  narrow  corii 
erably  in  1998.  CBS,  with  its  strong  weekend  lineups  n 
contract  to  broadcast  the  Winter  Olympics,  will  keep  clou 
the  gap  behind  ratings  leader  nbc.  abc  is  likely  to  fai  t 
fourth,  behind  Fox,  while  three-year-old  networks  upn  ancW 
continue  to  climb  toward  respectability.  To  buttress  tfe 
ratings,  nbc,  Fox,  and  abc  are  likely  to  bid  nearly  $4  bic 
to  keep  pro  football,  up  60%  from  the  previous  four-^s 
period.  But  with  ad  dollars  for  football  up  by  only  27%  « 
year,  margins  at  the  winning  networks  will  decline. 

  That  will  continue  the  downward  trenda: 

ad  revenues.  In  1998,  networks  will  coh 
$14  billion  in  ad  sales,  5.5%  above  1997,  $ 
Robert  Coen,  senior  vice-president  of  McCU 
Erickson  Worldwide.  That  increase  trails  tti 
ad  spending  for  all  media,  which  will  grovb 
6.6%  in  1998,  to  $186.8  billion.  Moreover,! 
increase  badly  lags  that  of  cable  televiajl 
where  ad  rates  will  climb  13%,  to  $5.96  bilp 
Higher  ad  sales  aren't  the  only  good  rip 
for  the  cable  industry.  With  more  than  60<|< 
the  country  scheduled  to  be  hooked  into  sfe 
form  of  upgraded  fiber  wiring  by  the  enw 
1998,  the  industry  can  finally  make  good  ol 
long-promised  digital  offerings.  Cable  gfe 
TCI,  which  just  ordered  12  million  digital  fi 
es,  will  begin  rolling  them  out  late  in  the  jfi 
Adelphia  Cable  Communications  began  offering  digital  T  t 
1.2  million  of  its  1.8  million  subscribers  in  November,  wi 
Cox  Communications  Inc.  rolled  out  digital  to  275,000  Orcig 
County  (Calif.)  subscribers.  Time  Warner,  U  S  West's  ft 
diaOne,  and  Cablevision  Systems  will  also  come  online  \t 
some  digital  offerings  in  1998.  "I  haven't  been  as  exefc 
about  our  cable  business  since  Universal  gave  us  Jawsk 
hbo,"  says  tci  Chairman  and  ceo  John  C.  Malone. 

That  excitement  doesn't  necessarily  mean  a  flood  of  f 
video  business.  The  huge  number  of  channels  will  force  col 
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Cable  is  about  to  deliver  on  its  digital promise- 
naking  it  a  top  investment  target  again  in  1998 


■ators  to  cut  the  costs  of  such  premium  standbys  as  hbo 
Showtime.  Already,  the  Disney  Channel  and  some  other 
channels  are  allowing  cable  operators  to  bundle  them  in 
cheaper  basic  rates.  In  1998,  despite  nearly  2  million 
e  pay-cable  subscriptions  sold,  spending  on  premium 
nels  will  increase  only  2%,  to  $5.5  billion,  according  to  en- 
iinment  economists  Wilkofsky  Gruen  Associates, 
able  tv  faces  a  host  of  other  challenges,  including  an  ef- 
in  Washington  to  reinstitute  rate  regulation  and  a  move 
igital  by  broadcasters  in  top  markets  that  could  allow 
■-the-air  stations  to  offer  more  channels  and  services. 


CALL  IT  THE  WORLD  WILD  WEB 


According  to  market  researcher 
DC/LINK  Resources  in  New  York,  by 
he  end  of  1998,  22.8  million  U.S. 
ouseholds  will  be  wired  for  the  Net 
nd  Net  developers  are  determined 
o  keep  providing  to  the  beat  of 
more,  faster,  cheaper." 

Ease  and  speed  of  access  ^hhmmh 
/ill  send  more  folks  to  the  ^■JUKlfJ 
let.  Sub-$1,000  PCs  with 
ast  modems  will  ensure  that 
he  Web  world  will  still  be  PC-cen- 
ered.  But  PC-phobes  needn't  be  left 
ut:  Alternative-access  devices  cost- 
fig  less  than  $500,  such  as  WebTV's 
et-top  boxes,  will  gain  ground. 


•LAYTIME:  Kids  are  flocking  to  Web  sites 


Microsoft  bet  heavily  on  WebTV  in 
.997,  paying  $470  million  for  the 
:ompany.  But  the  software  giant  is 
ledging  that  bet  with  multibillion- 
lollar  investments  in  cable  TV  and 
satellite  distribution.  That's  one  rea- 
son all  eyes  will  be  on  high-speed 


cable  modems  this  year.  According  to 
market  researcher  Veronis,  Suhler  & 
Associates  Inc.,  homes  with  cable 
modems  will  triple,  to  600,000,  in 
1998.  Not  to  be  outdone,  phone  com- 
panies will  push  a  basket  of  faster 
transmission  technologies. 

With  the  growing  Net 
audience,  it's  no  wonder 
traditional  media  giants  are 
rushing  to  the  Web.  Last 
year,  entertainment  giant  Walt  Dis- 
ney Co.  launched  a  popular  kids-only 
subscription  site  called  Disney  Daily 
Blast.  Rupert  Murdoch's  News  Corp. 
will  expand  on  the  Net  with  Web 
sites  such  as  TV  GEN  (an 
electronic  version  of  TV 
Guide)  and  its  year-old  Fox 
News  Internet  site,  which 
will  continue  to  offer  live 
simulcasts  of  the  Fox  News 
cable-TV  channel. 

But  no  matter  what  tech- 
nology and  entertainment 
"content"  is  pushed  on  the 
Web  in  1998,  one  thing  is 
certain — money  will  be 
made.  Revenues  from  Web 
-  advertising — which  reached 
more  than  $1  billion  in  1997 — are 
expected  to  more  than  double  this 
year,  according  to  market  researcher 
Jupiter  Communications  Co.  That's 
enough  to  make  the  media  giants 
Web-savvy  in  a  hurry. 

By  Paul  M.  Eng  in  New  York 


Satellite  broadcaster's  may  also  get  a  boost  from  the  feds — the 
satellite  companies  hope  to  get  approval  to  carry  local  signals. 
Until  they  hear  from  Washington,  however,  DBS  operators  will 
cut  costs  for  equipment  and  installation  in  an  effort  to  keep 
new  subscribers  at  near  their  double-digit  rates  of  1997. 

But  cable's  fiber  future  is  likely  to  make  it  a  top  investment 
target  again  in  1998,  with  deals  similar  to  Microsoft  Corp.'s  $1 
billion  investment  in  Comcast,  at&t  is  expected  to  take  a 
hefty  stake — it  has  been  negotiating  with  TCI  for  months  about 
investing  in  its  At  Home  service  or  the  parent  cable  company. 
Software  maker  Oracle  Coip.  is  also  talking  to  TCI.  The  biggest 
deal  of  the  year,  however,  could  involve 
U  S  West's  MediaOne  cable  operations. 
By  early  1998,  U  S  West  will  formally 
spin  off  its  separately  traded  telecommu- 
nications operation  and  might  then  seek  a 
partner  to  expand  beyond  its  5  million 
cable  subscribers. 

E.R.  WAR.  The  explosion  of  channels  has 
Hollywood  gearing  up  to  push  film  and  tv 
programming  production  to  historic  levels 
this  year.  That's  got  the  studios  into  their 
usual  trap  of  bidding  up  the  cost  of  talent 
and  scripts — again  driving  down  their 
earnings.  The  big  price  tags?  Sony's  Tri- 
Star  Pictures  Inc.  is  likely  to  spend  more 
than  $125  million  to  bring  back  Godzilla 
in  May,  a  few  million  more  than  Dream- 
Works and  Paramount  plan  to  put  out 
for  the  meteor  flick  Deep  Impact.  With  a 
piece  of  the  profits,  Mel  Gibson  is  likely  to 
get  $50  million  for  the  fourth  installment 
of  Lethal  Weapon  from  Warner  Broth- 
ers, while  Jim  Cairey  will  get  $35  million 
for  The  Mask  2.  Some  studios  will  try 
to  reduce  the  cost  by  sharing  with  othera: 
DreamWorks  and  Paramount  will  jointly 
make  Saving  Sergeant  Ryan,  a  war  epic 
starring  Tom  Hanks  and  directed  by 
Steven  Spielberg. 

Hollywood  will  even  be  treated  to  the 
rare  sight  of  two  networks  throwing  dol- 
lars at  a  tv  show,  as  CBS  tries  to  bid 
away  the  top-rated  E.R.  from  nbc.  But 
the  bloodiest  fight  will  be  in  the  animated- 
film  arena,  where  Disney's  longtime 
stranglehold  will  be  challenged  by  Warner 
with  The  Quest  for  Camelot  and  Dream- 
Works with  its  Biblical  story  of  Moses, 
The  Prince  of  Egypt.  Disney  will  release 
two  new  animated  films  in  1998:  the  Chi- 
nese folk  tale  Mulan  and  the  computer- 
generated  A  Bug's  Life.  Is  there  enough 
room  for  all  of  them?  "It  could  be  a  blood- 
bath," says  John  Krier,  president  of  the 
box-office  tracking  company  Exhibitor  Re- 
lations Co.  But  this  is  the  entertainment 
world,  where  nothing  is  ever  enough. 

By  Ronald  Orover  in  Los  Angeles 
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UNLIMITED  PARTNERSHIP 

GERAl  D  WHITTINGTON  I  ROM  IT  ON  COLLEGE  (CENTER)  with  NEII  BROMILOW  AND  I E F F  GAZDA  FROM  ARAMARK 


ARAMARK  has  increased  the  number  of  students  on  meal  plans  by  a  record  number,  generating  over 

150,000  DOLLARS  FOR 

Elon  College  annually.  They've  even  opened  an  off-campus  cafe  where  the  students  can  go  for 

A  LATTE  AND  A  MUFFIN. 


"We  challenged  ARAMARK  to  change  students'  dining  experiences  from  a  negative  to  a  positive,"  recalls  Gerald 
Whittington  of  Elon  College.  "ARAMARK's  left'  Gaxda  and  Neil  Bromilow  worked  closely  with  the  students  and 
administration  of  Elon  to  create  a  dining  program  that  has  a  retail  look  and  feel  yet  can  still  act  like  a  meal  plan.  And 
in  just  three  years,  the  students  of  Elon  College  have  five  new  dining  facilities  to  choose  from,  including  an 
off-campus  internet  cafe."  At  ARAMARK  we  take  challenges  seriously,  especially  when  it  comes  to  creating 
something  new  and  different  to  meet  our  partners'  needs.  And  with  Elon  College,  we  knew  the  only  way  to  meet 
the  school's  needs  was  to  meet  the  needs  of  its  3,500  students.  The  end  result?  Gerald  Whittington  has  this  to  say, 
"We  were  so  pleased  with  ARAMARK's  management  of  the  food  service,  that  we've  now  brought  them  in  to  do 
facilities  management,  too.  That  leaves  us  with  more  time  to  focus  on  the  job  at  hand,  education." 

To  learn  more  about  Managed  Services  through  Unlimited  Partnership  mil  l-800-ARAMARK  or  visit  us  at  www. dramark.com 

ARAMARK 

Managed  Services,  Managed  Better. 
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At  best,  it'll  be  a  challenging  year  for 
Detroit,  with  demand  leveling  off  and 
consumers  driving  hard  bargains 


108 


Agriculture 


Steelmakers  ran  their  mills  flat  out  in 
'97,  and  profits  were  solid.  But  cheap 
imports  could  start  to  hammer  them 


104 


Asia's  economic  woes,  rising  crude  oil 
supplies,  lower  prices,  and  the  weather  in 
the  Northeast  could  spell  trouble 


Lerospace 
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Drugs 


Strong  international  demand  for  food 
resulted  in  a  bountiful  year.  But  Asia's 
problems  could  hurt  exports  in  '98 


106 


A  surfeit  of  orders  has  the  big  boys  in 
the  enviable  position  of  scrambling  to 
meet  demand  for  new  aircraft 


112 


Aging  baby  boomers  are  popping  more 
pills  and  keeping  profits  healthy.  Ads 
aimed  at  consumers  are  helping,  too 
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N 


9  8 


OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 


279.7 


0.82 


POSITIVES 

►  Consumer  confidence 
hits  a  32-year  high,  while 
interest  rates  are  low 

►  Car  companies  have 
either  sliced  or  held  sticker 
priees  to  spark  sales 

►  Auto  makers  are 
squeezing  out  costs 


NEGATIVES 

►  Lower  prices,  plus  I 
rebates  and  lease  dealsM 
are  cutting  into  profits* 

►  Sales  of  once-hot  sellm 
including  compact  spoM 
utilities  and  minivansM 
are  softening  as foreigm 
truck  competition  riseM 


'97  AND  '98  ARE  ESTIMATES 


DATA  STANDARD  &  POOR'S  DRI 


How  1998  looks  will  all  depend  on  whether  you're  selling  wheels 
kicking  tires.  For  car  buyers,  the  year  promises  lower  stick 
prices  and  bigger  rebates.  For  auto  makers,  especially  Detroit's  B 


Three,  those  bargains  will  make  it  harder  to  make  a  buck.  "It 
is  a  tremendous  buyers'  market,"  says  Ford  Motor  Co.  Pres- 
ident Jacques  A.  Nasser.  "Customers  are  getting  more  and 
more  value." 

The  final  months  of  1997  paint  the  picture:  Every  time 
sales  flag,  manufacturers  slap  on  new  marketing  incentives — 
rebates,  a  sweet  lease  deal,  or  low  interest  rate  financing — 
and  business  perks  up  again.  But  when  the  deals  expire, 
customers  stay  home.  "It  becomes  a  test  of  wills  between  the 
factory  and  the  customer  to  see  who  can  hold  out  longer," 
says  Garden  City  (Mich.)  Chevrolet  dealer  Gordon  Stewart. 
"And  the  customer  always  wins." 

For  all  that,  the  forecast  is  hardly  bleak.  With  interest 
rates  and  unemployment  low,  consumer  confi- 
dence is  at  its  highest  since  1965,  increasing  the 
likelihood  of  large  purchases.  Still,  finicky  cus- 
tomers are  a  telltale  sign  that  pent-up  demand 
for  cars  has  been  largely  exhausted.  In  1998, 
U.  S.  sales  of  cars  and  light  trucks  will  likely 
drop  2%,  to  about  14.7  million  units,  from  just 
above  15  million  in  1997,  according  to  some 
industry  analysts  and  consultants.  Says  G. 
Richard  Wagoner  Jr.,  president  of  General  Mo- 
tors Corp.'s  North  American  operations:  "I 
think  it's  going  to  be  a  dogfight  out  there." 
making  the  NUT.  To  lure  consumers,  auto  mak- 
ers have  been  forced  to  forgo  the  once-annual 
ritual  of  the  new-model-year  price  increase — 
and,  increasingly,  are  cutting  the  prices  of  ve- 
hicles when  they're  launched.  With  inflation  low  and  person- 
al income  strong,  car  buyers  are  seeing  their  first  signs  in 
years  of  real  price  cuts.  Buying  a  new  ear  requires  about  25.6 
weeks  of  a  typical  family's  net  income,  down  from  a  peak  of 
26.4  weeks  in  1996.  J.  D.  Power  &  Associates  Inc.  forecasts 
that  auto  prices  will  fall  by  an  average  of  2%  this  year. 

Even  with  lower  sticker  prices,  marketing  incentives  are 
climbing.  Memll  Lynch  &  Co.  analyst  Nicholas  Lobaccaro  fig- 
ures that  incentives  surged  57%  in  the  past  year,  to  a  current 
average  of  $1,200  per  vehicle.  "Car  incentives  are  already  at 
recessionary  levels,"  he  says,  predicting  that  the  average 
will  climb  an  additional  $150  to  $200  in  1998.  Auto  makers 
hope  fresh  designs  will  help  them  avoid  incentives.  "New 
models  are  the  best  remedy,"  says  John  G.  Middlebrook, 


SPOTLIGHT 


^7 

0' 


93  '94  '95  '96 
▲  MILLIONS  OF  UNITS 


DATA:  WARD'S  AUTOMOTIVE  REPORTS,  BW 


general  manager  of  gm's  Chevrolet  Div.  But  older  moJ 
need  more  help,  and  when  rivals  start  dangling  rebates,! 
hard  not  to  join  them.  "At  some  point,  you  just  get  sua 
in,"  says  Middlebrook. 

Auto  makers  have  been  squeezing  costs  to  hold  d<i 
sticker  prices,  but  piling  on  incentives  carves  into  profits! 
they  want  to  keep  sales  high,  they  may  have  to  sacri 
some  profits,"  says  J.D.  Power  analyst  Lincoln  Merrill 
"It's  going  to  hit  margins  for  companies  that  haven't  been! 
gressively  cost-cutting."  In  1997,  all  of  the  Big  Three  ml 
large  cost  reductions,  but  maintaining  that  pace  will  be  toil 
Even  Deti'oit's  longtime  profit  haven  in  tioicks  is  being  cl 
lenged  as  more  foreign  rivals  enter  an  increasingly  satura 
market  (page  101).  Some  auto  industry  analj 
believe  trucks  are  beginning  to  lose  their  j 
ter — even  the  mighty  sport-utility  vehiclJ 
destined  to  falter,  "suvs  have  been  the  'in' I 
hide,  but  once  that  trendiness  wears  off,  peij 
will  come  to  recognize  the  deficiencies  of  til 
vehicles,"  predicts  auto  consultant  Christodj 
W.  Cedergren,  of  NexTrend  in  Thousand  01 
Calif.  "That  shift  is  now  starting  to  happei 
Another  ominous  sign:  Used-car  price:! 
harbinger  for  the  new-car  market,  started  I 
dining  in  1997.  It  won't  help  that  the  leas 
boom  that  took  off  mid-decade  should  contij 
to  provide  a  plentiful  supply  of  used  cars  asl 
million  cars  come  off  lease  during  1998,1 
12%  from  1997,  says  Cedergren. 
The  ailing  yen  spells  more  bad  news  for  Detroit.  Fl 
Chairman  Alexander  J.  Trotman  bemoans  the  benefit  to  (I 
and  components  that  Japan  exports.  "It  will  increase  I 
trade  deficit  and  increase  trade  tensions,"  he  says.  "I  I 
pect  it  to  become  more  of  an  issue  over  the  next  :| 
months." 

The  yen  effect  is  already  showing  up  in  the  prices  of  II 
sans,  Hondas,  and  Toyotas.  Japanese  cars  designed  a  I 
years  ago  to  make  money  when  the  yen  was  close  to  9(J 
the  dollar  are  immensely  more  profitable  with  the  yen  at  I 
This  has  allowed  Japanese  auto  makers  to  introduce  mo(| 
with  more  features  at  lower  prices  than  the  car's  they  replJ 
For  instance,  Honda  Motor  Co.  cut  $950  from  the  price  of  j 
new  V-6  Accord,  which  starts  at  $21,945.  "They  can  | 


'97  '98 

L  EST.-1 
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and  still  repatriate  very  good  earn- 
ack  to  Japan,"  says  Kurt  Brown,  an 
it  with  Standard  &  Poor's  dri. 
;  Japanese  are  likely  to  increase 
share  of  the  U.  S.  light-vehicle 
it  from  1997's  23.5%  due  to  the 
yen,  cost-cutting,  and  popular  new 
s.  The  race  for  the  best-selling  car 
lerica  this  year,  a  crown  held  by 
;  Taurus  from  1992  through  1996, 
pected  to  pit  Toyota's  Camry 
3t  Honda's  Accord.  "Toyota  and 
i  should  both  set  sales  records," 
NexTrend's  Cedergren.  He  also 
ts  that  European  auto  makers  will 
i  their  1997  gains,  racking  up  in 
heir  best  sales  since  the  early  '70s 
tiding  to  their  3.6%  market  share 
troit's  expense. 

.E MURKY."  Look  beyond  U.S. 
;,  and  the  picture  is  even  less  cer- 
For  most  of  the  world,  "the  pre- 
s  shining,  but  the  future  looks  a 
murky,"  says  Mustafa  Mohatarem, 
hief  economist.  However,  the  go-go 
its  of  Southeast  Asia  and  Brazil 
;  carmakers  are  setting  up  shop 
lose-dived  in  recent  months.  Many 
Asian  economies  could  take  several 
to  recover,  at  best, 
sn  so,  the  Asian  slowdown  isn't 
to  put  a  major  crimp  in  the  Big 
|s  1998  earnings.  Ford,  which  re- 
dropped  the  slow-selling  Aspire 
robe  and  put  the  Thunderbird  and 
r  on  hiatus,  will  sacrifice  some  mar- 
are  from  lost  sales  of  those  models. 
[997's  record  earnings,  spurred  by 
ion  in  cost  reductions,  will  be  hard 
tch.  Ford's  net  will  slip  5%  in  1998, 
45  billion,  on  automotive  sales  of 
billion,  estimates  Lehman  Brothers 
it  Joseph  Phillippi. 
leral  Motors,  which  launched  near- 
lozen  models  in  1997,  will  continue 
it  its  battle  to  hold  on  to  customers, 
tally  saw  its  market  share  perk  up 
tut  31%  this  fall  after  decades  of  de- 


WELCOME  TO  TRUCK  WORLD 


For  Detroit,  sport-utility  vehicles, 
minivans,  and  pickup  trucks  have 
become  the  last  bastions  of  domes- 
tic dominance.  While  the  Japanese 
and  Europeans  have  made 
deep  inroads  into  cars, the 
Big  Three  still  control  85% 
of  the  light-truck  market. 

But  this  year,  Detroit  will  begin  to 
lose  its  safe  haven.  Even  as  the  Big 
Three  launch  new  trucks,  such  as 
Chrysler's  redesigned  Jeep  Grand 
Cherokee,  coming  this  fall,  foreign 


LIGHT-TRUCK  GLUT 


CHECKING  OUT  AN  EXPLORER 


competition  is  mounting.  Already, 
buyers  can't  get  enough  Mercedes  M- 
Class,  Honda  CR-V,  or  Toyota  RAV-4 
sport-utilities.  And  more  such  mod- 
els are  on  the  way  from  Lexus  and 
BMW.  "In  the  past,  your  only  choice 
was  between  a  Ford  Explorer  or  a 
Jeep  Grand  Cherokee,"  says  Merrill 
Lynch  &  Co.  auto  analyst  Nicholas 
Lobaccaro.  "Now,  you  have  10  or  15 


vehicles  that  are  as  good  or  better." 

It's  not  just  sport-utilities  that  are 
under  siege.  The  Japanese  are  field- 
ing their  best  minivan  entries  ever, 
even  though  sales  in  that 
I  once-hot  market  were  flat  in 
1997.  Toyota  Motor  Corp. 
flopped  badly  with  its  first 
minivan,  the  Previa.  But  its  new 
Sienna,  after  just  two  months  on  the 
market,  has  surpassed  the  entire 
1996  sales  of  the  Previa.  And  Honda 
Motor  Co.  this  year  will  launch  an 
Accord-based  minivan 
the  size  of  America's 
favorite,  the  Dodge 
Grand  Caravan. 

Even  in  pickup 
trucks — where  Detroit 
has  always  ruled  the 
road — the  Japanese  will 
threaten  this  year.  In  late 
1998,  Toyota  will  begin 
building  T100  pickup 
trucks  at  a  new  Indiana 
factory.  General  Motors 
Corp.  is  responding  with  a 
rugged  redesign  of  its 
popular  C/K  pickup,  that  truck's  first 
overhaul  in  11  years. 

Still,  trucks  likely  won't  have  the 
power  to  generate  the  record  earn- 
ings the  Big  Three  have  enjoyed  in 
recent  years.  Accelerating  foreign 
competition  is  likely  to  threaten 
Detroit's  role  as  America's  favorite 
truck  stop. 

By  Keith  Naughton  in  Detroit 


competition 


but  will  be  hard  put  to  maintain 
svel  as  it  launches  new  versions  of  several  high-volume 
p  trucks  and  compact  cars,  including  the  Chevy  Silver- 
rid  Pontiac  Grand  Am.  The  new  year  will  also  test  the 
arity  of  a  half-dozen  gm  midsize  cars  introduced  in  the 
rear,  and  analysts  will  be  watching  to  see  if  the  compa- 
forced  to  offer  rebates  or  financing  deals.  Phillippi  ex- 
gm's  automotive  earnings  to  rise  4.8%  in  1998,  to  $5.85 
i,  on  revenues  of  $163  billion. 

rysler  Corp.  is  expected  to  perform  better  in  1998  after 
ling  in  1997  when  its  new  Dodge  Intrepid  and  Chrysler 
irde  sedans  and  Dodge  Durango  sport-utility  vehicle 
d  profits.  Chrysler's  new  president,  former  supply  chief 


Thomas  T.  Stallkamp,  is  ratcheting  up  the  pressure  to  cut  ve- 
hicle development  costs  and  improve  quality,  after  overseeing 
a  $1.5  billion  reduction  of  supplier  costs  in  1997.  "[Of]  the  fi- 
nal cost  from  start  to  finish  of  delivering  a  vehicle  and  selling 
it,  probably  a  third  of  that  is  waste  right  now,"  Stallkamp 
says.  Phillippi  forecasts  the  No.  3  auto  maker  will  earn  $3.15 
billion  in  1998,  up  13.6%  from  1997's  disappointing  levels,  on 
automotive  sales  of  $63.4  billion. 

The  bottom  line:  The  scramble  to  squeeze  costs  and  slirink 
sticker  prices  is  good  news  for  consumers,  but  it  will  make  a 
challenging  year  for  Detroit. 

By  Kathleen  Kerwin,  with  Bill  Vlasie,  in  Detroit 


insumer  confidence  is  at  its  highest  since  1965. 
hit  folks  are  getting  choosier.  One  victim:  SUVs 
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MANUFACTURING 


ENERGY 


N 


8 


INCLUDES  COAL,  CRUDE  OIL  &  GAS,  AND  REFINED  PETROLEUM  PRODUCTS 


OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 


575.2 


285.7 


0.54 


468.5 


97  AND  '98  ARE  ESTIMATES 


DATA  STANOARD  &  POOR'S  ORI 


POSITIVES 

►  Restructuring  and 
alliances  wring  out  costs 

►  Refining  and  marketing 
■profits  brighten 

►  Service  companies  and 
oil  drillers  should 
continue  to  grow  as  the 
hunt  for  new  oil  continues 


NEGATIVES 

►  Tlie  average  price  for 
crude,  already  off  $4  a 
barrel  from  a  year  ago, 
should  fall  another  $1  a 
barrel  in  1998 

>  Asia's  economic  woes 
could  lower  demand  for 
oil 


This  year,  the  energy  business  faces  its  biggest  test  in  over 
decade.  Economic  turmoil  in  oil-hungry  Asia,  rising  crude  sui 
plies,  lower  prices,  and  the  forecast  of  a  warm  winter  in  the  Nortl 


em  Hemisphere  are  likely  to  challenge  the  industry's  recent 
good  fortunes. 

Most  industry  watchers  expect  world  demand  for  oil  to 
slow  from  the  torrid  rates  of  recent  years.  The  biggest  reason 
is  the  Far  East's  woes.  With  demand  growing  in  the  U.  S.  and 
Western  Europe  running  at  only  1.6%  a  year  this  decade, 
superhot  Asian  economies  were  the  industry's  engine.  Now, 
slowdowns  in  Korea,  Thailand,  and  Singapore  should  reduce 
the  world  demand  for  oil  to  a  2.3%  rise,  from  a  2.9%  in- 
crease in  1997,  says  PaineWebber  Inc.  analyst  Frank  P. 
Knuettel. 

At  the  same  time,  supplies  look  to  be  more  than  adequate  to 
meet  demand.  In  November,  opec  raised  its  production  quota, 
and  it  expects  to  deliver  2.1%  more  oil  to  market  this  year 
than  last.  Plus,  after  falling  short  of  ex- 
pected gains  in  1997,  non-OPEC  oil  sup- 
plies should  expand  by  3%  as  a  result  of 
new  production  in  the  North  Sea.  "De- 
mand is  slowing  a  little,  supply  is  growing 
a  little  faster.  The  net  result  is  oversup- 
ply,"  says  Nizam  Sharief,  research  director 
at  energy  risk  managers  Homsby  &  Co. 

Iraq  will  continue  to  cast  a  shadow 
over  world  supplies.  In  November,  it  re- 
ceived the  go-ahead  for  another  six 
months  of  oil-for-food  sales.  With  oil 
prices  starting  $4  a  barrel  lower  than 
this  time  a  year  ago,  Iraq  could  ship  10% 
to  12%-  more  ban-els  merely  by  accepting 
the  current  terms.  Plus,  Iraq  could  sell 
an  additional  $1  billion  worth  of  oil  this 
year  under  a  proposal  now  being  con- 
sidered. "It  just  puts  more  pressure  on 
the  market  price,"  says  Sharief. 
drill  team.  With  the  demand/supply  ra- 
tio less  precarious  than  last  year,  when 
Iraq  halted  shipments  to  protest  pay- 
ment delays,  the  outlook  is  for  lower  av- 
erage prices.  This  year,  a  barrel  of  oil  is 
expected  to  bring  $19.74,  about  $1  less 
than  1997.  The  price  of  natural  gas,  too, 
should  decline  from  1997  levels,  to  about 
$2.17  per  thousand  cubic  feet  from  $2.37, 


according  to  Wall  Street  estimates.  Warns  Enron  Corp.  c 
Kenneth  L.  Lay:  "Over  the  long  term,  we  don't  expect  a 
significant  increase  in  real  prices  for  oil  and  natural  gas." 

The  worrisome  outlook  will  show  up  in  earnings  sta 
ments.  Analysts  expect  industry  profits  will  rise  only 
this  year,  just  half  the  rate  of  1997.  Worst  off  will  be  the  ni 
biggest  oil  companies  which,  after  a  9%  earnings  gain  L 
year,  should  see  profits  drop  2%  in  1998,  according  to  W 
Street  estimates  compiled  by  First  Call  Corp.  Some  secto 
notably  service  companies  and  drillers,  should  continue  th 
sizzling  growth  as  the  hunt  for  new  oil  continues.  The  rest 
the  industry  will  have  to  focus  on  cost-cutting  and  improv 
oil-well  technology  to  better  their  fortunes. 

By  Gary  McWilliams  in  Houst 


KEEPING  THE  PUMPS  PRIMED 


They're  the  golden  boys  of  the  oil 
patch.  From  January,  1997,  to  mid- 
December,  the  Standard  &  Poor's  oil- 
well  and  equipment  index  rose  43%, 
far  better  then  the  31%  gain  in  the 
Standard  &  Poor's  500-stock  index  and 
nearly  three  times  that  of  the 
domestic  oil  index.  But  this 
year,  the  business  is  strug- 
gling with  labor  and  equip- 
ment shortages  and  rising  costs.  And 
oil  companies  are  decrying  slipping 
quality. 

Still,  Wall  Street  continues  to  expect 
the  oil-services  sector  to  shine.  The 
reasoning — there's  no  slowing  of 
spending  on  exploration  and  produc- 
tion projects.  Indeed,  companies  are 
betting  the  surest  way  to  steady  profit 
growth  lies  in  pumping  greater  vol- 


umes. A  November  survey  of  94  oil  and 
gas  exploration  companies  by  Arthur 
Andersen  LLC  found  72%  planning 
increases  in  U.S.  spending  this  year. 

There's  good  reason  for  spending 
to  stay  on  track,  despite  higher  costs 
and  lower  oil  and  gas 
I  prices.  The  technologies 
supplied  by  service  compa- 
nies are  dramatically 
increasing  the  reserves  of  oil  and 
gas  per  dollar  spent.  "The  one  real 
partnership  in  this  business  is  that 
of  service  companies  and  exploration 
and  production  companies,"  says 
Apache  Corp.  President  G.  Steven 
Farris.  "We've  just  got  to  drill  a  well 
in  less  days  or  find  bigger  reserves.' 
And  so  far,  the  service  companies 
are  making  it  happen. 
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$3" 

ANYWHERE 


What's  Your  Priority? 


FC73 


Now  that  FedEx®  and  UPS®  have  moved  to  zone-based  pricing,  Priority  Mail™  makes  more  sense  than  ever. 


1-800-THE-USPS  ext.  2003  http://www.usps.gov 


"Priority  Mail  average  delivery  of  2-3  days.  Price  comparisons  based  on  Priority  Mail  up  to  2  lbs.  vs.  2-lb.  published  rates  for  FedEx  2DaySM  from  Region  2 
(New  York  City)  from  $7.25  to  $10.25  and  UPS  2nd  Day  Ail"1  from  zone  202  (New  York  City)  from  $7.25  to  $10.50.  ©1997  U.S.  Postal  Service  . 
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OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 


139.4 


97  AND  '98  ARE  ESTIMATES 


DATA  STANDARD  S  POOR'S  DRI 


POSITIVES 

►  Commercial  orders  for 
planes  will  remain  strong 
for  at  least  a  year 

►  Defense  spending  for 
procurement,  research, 
development,  and  testing 
has  finally  stopped 
declining 


NEGATIVES 

►  Boosting  capacity 
enough  to  satisfy  deman 
will  be  costly 

►  Uncertainty  remains  1 
over  whether  WashingUm 
will  shift  enough  moneyX 
into  defense  procuremen 
to  allow  higher  spending 


Everyone  should  have  the  aerospace  industry's  woes.  Its  biggef 
problem  is  demand  so  strong  that  neither  the  dominant  playe 
Boeing  Co.,  nor  its  suppliers,  can  keep  up.  So  don't  be  surprise 


by  data  showing  a  drop  in  industry  earnings,  to  $6.7  billion, 
down  from  a  record  $7.2  billion  in  1996.  The  dip  in  Aero- 
space Industries  Assn.  data  stems  from  a  $1.6  billion  write- 
off at  Boeing.  The  industry  has  been  on  a  hiring  frenzy  to 
keep  up,  boosting  payrolls  from  798,000  at  the  end  of  1996  to 
869,000  by  mid-1997". 

If  the  industry  gets  over  its  growing  pains  and  a  robust 
economy  keeps  the  airlines  healthy,  1998  could  be  stellar.  Prof- 
it margins  should  get  a  boost  as  the  luring  frenzy  slows  down, 
and  the  aia  expects  civilian  sales  to  fuel  an  11.5% 
revenue  increase  in  1998,  to  $144.5  billion,  from  an 
estimated  $129.6  billion  in  1997.  Leading  the  charge  should  be 
a  jump  in  aircraft  shipments,  to  2,284  from  2,092 
in  1997.  The  space-launch  business  and  sales  of  products  such 
as  air-traffic  controls  and  electronics  also 
should  see  healthy  growth. 

All  of  this  could  translate  into  stronger 
bottom  lines,  despite  Boeing's  plan  for  a 
$1  billion  charge  in  1998.  One  reason: 
New  customers  for  planes  may  have  to 
pay  a  premium  to  get  a  slot  in  the  busy 
production  lines,  despite  the  competitive 
slugfest  between  Airbus  and  Boeing.  "We 
should  see  price  increases,"  says  Wolf- 
gang H.  Demisch,  aerospace  analyst  at  bt 
Alex.  Brown  Inc.,  who  predicts  hikes  in 
the  10%  to  20%  range. 
NUPTIALS.  On  the  military  side,  merger 
mania  is  likely  to  subside  after  the 
$11.6  billion  Lockheed  Martin-Northrop 
Grumman  marriage  is  inked  in  the  first 
quarter,  possibly  after  trustbusters  de- 
mand changes  to  preserve  competition 
in  some  electronics  technology.  The  big 
prime  contractors  are  instead  likely 
to  reshape  their  portfolios,  jettisoning 
noncore  assets.  Second-tier  and  info- 
tech  firms,  though,  will  follow  the  lead 
of  the  trw-bdm  and  Litton  Industries- 
TASC  nuptials  to  keep  the  merger  ball 
rolling. 

The  corporate  streamlining  and  tight 
Pentagon  budgets  will  make  top-line 


growth  difficult.  Defense  spending  on  procurement  and 
search  and  development  will  inch  up  from  $81  billion  in  fia 
1997  to  $82  billion  in  fiscal  1998.  And  it  will  be  tough  to  1 
infrastructure  and  overhead  costs  to  help  boost  the  procu 
ment  budget  from  $45.4  billion  to  the  $60  billion  experts  belk 
is  needed  to  modernize  the  cuirent  force.  Bottom-line  prospe 
are  better,  though,  thanks  to  already  completed  acquisitio 
"You'll  see  some  nice  reported  earnings  as  companies  contii 
to  prune  and  garner  more  consolidation  savings,"  predicts  J 
B.  Kutler,  president  of  Quarterdeck  Investments  Partm 
Inc.,  an  aerospace  and  defense  investment  banking  firm, 
while  the  commercial  side  is  looking  at  another  boffo  year,  i 
fense  contractors'  performance  won't  be  too  bad,  either. 

By  Stan  Crock  in  Washingi 


AN  EMBARRASSMENT  OF  ORDERS 


With  the  world  eager  for  aircraft 
and  $1.1  trillion  worth  of  new  jetliner 
sales  projected  over  the  next  20 
years,  this  should  be  the  best  of 
times  for  Boeing  Co.  But  it  is  also  one 
of  the  worst  times  for  the  world's 
largest  aircraft  manufactur 
er  as  it  struggles  to  ramp  up  I 
production.  Analysts  were 
shocked  when  Boeing  took  a 
$1.6  billion  charge  in  the  third  quar- 
ter of  1997 — the  cost  of  jumping  pro- 
duction from  22  jets  a  month  in  1996 
to  43  a  month  by  February. 

Now,  Boeing  is  poised  to  become  a 
sleek  machine.  Analyst  Paul  H.  Nisbet 
of  JSA  Research  Inc.  in  Newport,  R.  I., 
says  the  company  will  finally  put  its 
production  problems  to  rest  in  1998. 
The  company  is  so  confident  produc- 


tion will  improve  that  it  recently 
announced  plans  to  cut  12,000  jobs 
in  1998  as  factories  become  more 
efficient. 

Also,  the  benefits  of  mergers  with 
McDonnell  Douglas  Corp.  and  Rock- 
well International  Corp. 
should  pay  off  this  year. 
Insiders  say  that  the  extra 
manufacturing  capacity  will 
be  used  to  make  satellites  or  com- 
mercial-aircraft parts.  Goldman, 
Sachs  &  Co.  analyst  Howard  A.  Rubel 
predicts  that  Boeing's  net  will  grow  to 
$2.45  billion  on  revenues  of  $56.7 
billion  in  1998,  compared  with  1997 
earnings  of  $648  million  on  revenues 
of  $47  billion.  The  good  times  should 
start  roiling. 

By  Seanna  Browder  in  Seattlt 
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The  most 
important 
job  of 
your  life 
just  might 
be  your 
first. 


As  a  member  of  Teach  For  America, 
you  will  be  part  of  the  national  teacher 
corps  of  outstanding  recent  college 
graduates  from  diverse  cultural  back- 
grounds who  commit  two  years  to 
teach  in  America's  under-resourced 
urban  and  rural  public  schools. 

You  don't  have  to  be  an  education 
major.  Teach  For  America  is  seeking 
talented,  dedicated  individuals  from 
every  academic  major  who  want  to 
ensure  that  all  children  in  this  nation 
have  the  opportunity  to  attain  an  excel- 
lent education.  There  is  a  particular 
need  for  people  of  color,  bilingual 
speakers,  and  math,  science,  and 
foreign  language  majors. 

To  get  information  and  an 
application  before  the  deadline,  call  us, 
reach  us  online,  or  contact  your  career 
placement  adviser  on  campus. 

This  is  your  chance  to  become 
part  of  the  nationwide  movement  of 
dynamic  individuals  who  have  joined 
Teach  For  America  and  assumed 
leadership  roles  in  classrooms  and 
schools  across  the  country.  Your  decision 
will  affect  not  only  the  rest  of  your  life 
but  the  lives  of  many  others. 

1-800-832-1230 

http://www.teachforamerica.org 

TEACH  AMERICA 

AN  AMERICORPS  PROGRAM 
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OUTPUT 

BILLIONS  Of 
'97  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '97  DOLLARS 
PER  EMPLOYEE 


165.7 


0.72 


0.74 


253.5 


230.3 


POSITIVES 

►  Steelmakers  can  boast 
their  cleanest  balance 
sheets  in  decades 

►  Even  with  sheet  steel 
prices  under  siege,  beams 
and  bars  remain  robust 

►  Aluminum  inventories 
are  low  and  prices  solid 


NEGATIVES 

►  Asia  slump  could 
swamp  U.  S.  metals 
markets,  depressing  p$ 

►  Scrap  prices  are  ris\ 
squeezing  rninimills'  ■ 
earnings 

►  Steel  imports  are 
pouring  in  at  record  I 


'97  AND  '98  ARE  ESTIMATES 


DATA  STANDARD  &  POOR'S  DRI 


You  would  think  Keith  Busse  would  be  celebrating.  In  only 
second  year,  his  steel  minimill,  Steel  Dynamics  Inc.,  has  grown  hi 
a  profit  leader  in  the  industry.  Busse,  backed  by  eager  investors,  is  rjp 


ing  to  add  $350  million  in  expansions  and  double  his  steel- 
making  capacity.  But  as  he  looks  toward  1998,  he  worries.  Im- 
ports are  pouring  in  at  record  levels.  The  strong  dollar,  com- 
bined with  feeble  markets  in  Asia,  promises  more  of  the 
same  in  1998.  "It  could  be  a  troubled  year,"  Busse  says. 

The  giim  prospects  are  enough  to  make  steelmakers  dewy- 
eyed  for  the  year  that  just  ended.  Demand  in  1997  was  stur- 
dy enough  for  the  industry  to  run  its  mills  nearly  flat  out, 
shipping  106  million  tons,  up  3%  from  a  strong  1996.  Profits 
were  solid,  with  industiy  leader  U.  S.  Steel  Group  of  usx 
Corp.  nearly  doubling  earnings.  Looking  toward  1998,  steel- 
makers expect  demand  to  stay  nearly  as  strong.  The  big 
questions:  Whose  steel  is  the  U.  S.  going  to  consume,  and  at 
what  price? 

The  likely  answers  are:  foreign  and 
cheap.  In  the  second  half  of  last  year, 
low-price  imports  from  countries  such 
as  Brazil  and  Russia  helped  hammer 
down  the  price  of  the  industry's  stan- 
dard flat-rolled  steel  from  $360  per  ton 
to  $310.  Now,  according  to  PaineWebber 
Inc.'s  Peter  F.  Marcus,  the  currency  cri- 
sis in  Korea  has  driven  down  steelmak- 
ers' dollar-denominated  costs  to  below 
$200  per  ton.  "That  steel's  got  to  go 
somewhere,"  frets  American  Iron  & 
Steel  Institute  President  Andrew  G. 
Sharkey.  If  cheap  imports  drive  U.S. 
flat-rolled  steel  prices  below  $300  per 
ton,  as  many  expect,  look  for  American 
steelmakers  to  push  trade  suits. 
"BETTER  PREPARED."  Not  all  is  glim.  Re- 
covery in  Europe  is  pushing  prices  up 
closer  to  U.  S.  levels.  If  this  continues,  as 
expected,  it  should  eventually  help  to 
buoy  U.  S.  prices.  Also,  prices  are  on  the 
rise  for  steel  other  than  the  flat-rolled 
types,  including  beams  and  bars.  What's 
more,  U.  S.  steelmakers  are  much  bet- 
ter positioned  to  duke  it  out  in  world 
markets  than  in  previous  decades.  U.S. 
rninimills  such  as  Steel  Dynamics  and 
Nucor  Corp.  run  the  most  efficient  oper- 


ations in  the  world.  And  the  integrated  companies,  in  add! 
to  chopping  out  costs,  have  used  the  1990s  boom  to  deal 
their  balance  sheets.  "We  are  much  better  prepared  [fl 
downturn]  than  we  would  have  been  several  years  it 
says  U.  S.  Steel  President  Paul  J.  Wilhelm. 

Largely  sheltered  from  the  Asian  turbulence,  alumij 
companies  are  coasting  confidently  into  1998.  The  skirmiaj 
the  can  business  is  mostly  over,  now  that  small  players  1 
abandoned  the  business,  leaving  it  to  Aluminum  Co.  of  Am 
ica  and  Alcan  Aluminum  Ltd.  Meanwhile,  with  low  custol 
inventories  and  a  solid  price,  a  tad  above  the  10-year  aveil 
for  their  products,  aluminum  makers  can  be  thankful  1 
don't  sell  steel. 

By  Stephen  Baker  in  Pittsbm 


A  NEW  IRON  AGE? 


The  world's  verdict  is  in:  It's 
cheaper  and  easier  to  melt  steel 
than  to  make  it  from  scratch.  While 
steel  companies  from  Alabama  to 
Thailand  to  the  Czech  Republic  are 
building  rninimills  that  melt  scrap, 
not  one  company  installed  a 
blast  furnace  in  1997. 

Now,  investors  are  bet- 
ting on  a  boom  market  for 
iron,  figuring  that  all  those  rninimills 
should  drive  up  the  price  for  scrap. 
In  their  hunger  for  raw  material,  they 
will  flock  to  buy  manufactured  iron 
units  known  as  "scrap  substitutes." 

Nucor  Corp.  has  built  a  $100  mil- 
lion plant  in  Trinidad  to  produce  iron 
carbide.  Indianapolis  startup 
Qua litech  Steel  Corp.  is  gearing  up 
to  make  iron  carbide  by  midsummer 


at  its  plant  in  Corpus  Christi,  Tex. 
Later  this  year,  Steel  Dynamics  Inc. 
and  Sumitomo  Metal  Industries  Ltd. 
will  be  launching  a  new  coal-fed 
technology  in  a  $90  million  plant  in 
Indiana.  Plenty  ot  others,  from 
British  Steel  PLC  to  the 
|^1I!h^J|M  Mexican  minimill  Hylsa,  are 
tSfflWHPWj^H  banking  on  proven  ironmak 
k*iflii»****ii»*ii*  ing  technologies.  "There's  z 
tremendous  amount  of  expenditure 
on  scrap  substitutes  everywhere," 
says  David  L.  Stickler,  a  steel 
financier  at  McDonald  &  Co. 

So  far,  the  script  is  proceeding  as 
planned.  With  new  minis  coming 
onstream,  scrap  prices  rose  20%  las 
year.  This  means  the  new  ironmakers 
could  be  sitting  pretty — at  least  as 
long  as  the  scrap  price  stays  high. 
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EXTREME  POWER. 

[ntroducing  ThinkPad'  7711.  The  only  family  of  notebooks"  in  the  world  with  a  huge  14.1"  screen,  a  2.33 
MHz'  Pentium  processor  with  MM\  technology,  DVD,2  Dolby  digital  audio1  and  enough  support  lor  up  to 
10.2GB'  storage  capacity.  Not  only  is  il  the  height  of  power,  it's  also  IJC  Magazine's  1997  Editor's  Choice. 
( .all  I  800  426-7255,  ext.  4954;  or  visit  our  Web  site  at  www.us.pc.ibm.coin/thiiikpad.  A  better  place  to  think. 


'Model  I AU  only  Other  770  models/leatures  will  vary 1  MHz  relers  lo  internal  clock  speed  ol  the  microprocessor  only  Other  Mors  may  also  ailed  application  performance  Optional  drive  Optional  DVD  drive  required  'GB  =  1 
billion  bytes  when  retelling  lo  hard  drive  capacity  accessible  capacity  may  be  less  'M  -F,  8  am-  8  pm  EST,  excluding  holidays  We  dnecl  you  to  an  authorized  IBM  Business  Partner  IBM, ThinkPad  and  Solutions  lor  a  small 
planet  are  registered  trademarks  or  trademarks  ot  International  Business  Machines  Corporation  Dolby  is  a  registered  trademark  ol  Dolby  Laboratories  The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  MMX  is 
a  trademark  ol  Intel  Corporation  Other  companies,  products  and  service  names  may  be  trademarks  or  service  marks  ol  others  PCs  referenced  in  this  ad  ship  with  an  operating  system  ©1997  IBM  Corp  All  rights  reserved 


ntium 


Solutions  for  a  small  planet™ 


MANUFACTURING 


AGRICULTURE 


N 


OUTPUT 

BILLIONS  OF 
97  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '97  DOLLARS 
PER  EMPLOYEE 


282.6 


85.7 


87.5 


3.30 


'97  AND  '98  ARE  ESTIMATES 


DATA-  STANDARD  8  POOR'S  DRI 


POSITIVES 

►  Inventories  for  grain  are 
very  tight,  which  shmdd 
help  support  prices  and 
prevent  further  declines 

►  American  farmers  are 
benefiting  from  more  open 
world  markets  in 
agricultural  products 


9  8 

NEGATIVES 

►  Ttie  weakening  Asia, 
economy  means  demat 
for  meat  will  drop 

►  The  Farm  Bill  of 199 
gets  government  out  of 
farmers'  way  yet  make^ 
them  more  vulnerable 
m  a  rket  prices 


Ron  Webber  is  satisfied  with  his  harvest  of  corn  and  soybea: 
in  1997,  even  if  it  did  not  match  1996's  record  harvest, 
was  pretty  decent,  considering  the  summer  got  hot  and  drj 


says  Webber,  who  farms  1,500  acres  in  central  Nebraska. 

It  was  pretty  decent  all  around  the  country  for  agriculture. 
Net  cash  income,  which  includes  about  $7  billion  in  direct  gov- 
ernment payments,  will  be  about  $55  billion  in  1997,  down  8% 
from  1996,  the  best  year  of  the  decade.  This  year  will  not  be 
as  fruitful — the  spreading  financial  crisis  in  Asia,  while  ex- 
pected to  affect  agricultural  markets  less  than  the  consumer 
and  capital-goods  ones,  will  take  its  toll  on  U.  S.  agriculture, 
which  has  become  increasingly  dependent  on  exports. 

Indeed,  the  good  health  of  the  U.  S.  agricultural  sector  is 
due  largely  to  strong  international  demand  for  food.  Popula- 
tion growth  and  rising  standards  of  living  worldwide,  as  well 
as  more  liberal  trade  policies,  have  helped  U.  S.  food  ex- 
ports expand  at  three  times  the  rate  of  domestic  consumption. 
Exported  foods  now  account  for  more 
than  20%  of  total  farm  cash  receipts  in 
the  U.  S. 

Last  August,  the  Agriculture  Dept. 
projected  exports  of  $57.3  billion  for  1997 
and  $58.5  billion  this  year.  Now,  those 
estimates  are  being  revised  to  reflect  the 
problems  in  Asia.  "Instead  of  expansion 
of  exports  to  Asia,  they  may  actually  de- 
crease this  year,"  says  Gerald  A.  Bange, 
chairman  of  Agriculture's  World  Agricul- 
tural Outlook  Board. 

It  will  no  doubt  be  a  far  cry  from  last 
year,  when  an  August  dry  spell  in  the 
Midwest  buoyed  com  and  soybean  prices 
at  the  Chicago  Board  of  Trade  without 
much  hurting  the  harvest.  Result:  Agri- 
culture is  forecasting  crop  sales  of  $105.6 
billion  for  1997,  slightly  less  than  the 
record  of  $109.4  billion  set  in  1996  but 
much  better  than  the  average  of  $91  bil- 
lion so  far  in  the  1990s. 
COW  CATCHER.  Livestock  sales  should 
also  finish  strong  for  1997 — but  this  sec- 
tor, too,  could  see  a  dip  in  1998  Asian  de- 
mand. Asians  have  developed  a  voracious 
appetite  for  American  meat,  but  a  serious 
economic  slowdown  is  sure  to  reduce 
their  purchases.  The  prices  of  live  cattle 


and  live  hogs  have  dropped  4%  since  the  end  of  Septem 
Although  Asian  markets  will  have  a  diminished  rol< 
the  export  picture  this  year,  international  markets  remain 
key  to  a  vigorous  U.  S.  farming  sector,  says  Michael  Sin 
agriculture  economist  for  the  Federal  Reserve  Bank  of  Cr 
go.  "We  have  to  remain  vigilant  about  what  other  count 
are  doing  to  keep  our  products  out,"  he  says. 

The  Farm  Bill  of  1996  calls  for  phasing  out  federal  su 
dies  over  the  next  six  years,  leaving  U.  S.  farmers  more 
nerable  to  price  swings  in  commodity  markets.  That  m.£ 
monitoring  state-owned  enterprises  such  as  the  Canac 
Wheat  Board,  which  subsidizes  Canada's  farmers,  very 
portant.  U.  S.  farmers  can  ill  afford  to  lose  foreign  mark 
By  Andrew  Osterland  in  Chic 


FROM  THE  DAIRY  TO  THE  MERC 


Got  Milk?  Get 
Futures.  That's  the 
word  from  traders 
of  the  new  milk- 
futures  contracts 
at  the  Chicago 
Mercantile 
Exchange.  The 
hedge  is  intended 

to  soften  the  blow  of  the  Farm  Bill  of 
1996,  which  will  rub  out  agricultural 
price  supports.  Of  course,  with  the 
arcane  federal  milk-mar- 
keting orders  still  on  the 
books  and  states  fighting 
to  protect  their  dairy  herds,  axing 
subsidies  will  take  a  while.  Nonethe- 
less, for  the  first  time  since  the 
Great  Depression,  dairy  farmers  face 
the  prospect  of  no  price  guarantees. 


FUTURES  CONTRACTS 


"Dairy  farmers 
are  in  desperate 
need  of  risk-man- 
agement tools," 
says  Bob  Prosi,  the 
chairman  of  Merc 
Dairy  Products 
Committee.  Yet 
farmers  are  not 
using  futures  contracts  to  lock  in 
prices.  So  the  Merc  and  New  York's 
Coffee,  Sugar  &  Cocoa  Exchange 
have  begun  setting  up  pro- 
grams with  the  U.S.  Agricul- 
ture Dept.  to  encourage 
farmers  to  play  the  market. 

That  will  take  some  doing,  says  Jim, 
Miller,  a  USDA  dairy  analyst.  You  can 
bring  a  farmer  to  market,  but  you 
can't  make  him  trade. 
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ONCE  AGAIN,  THE  EXPERTS  RECOGNIZE 
THE  FOUR-WHEEL  DRIVE  EXPERTS. 


4 W  PETERSEN'S 
[WHEEL 
If  OFF-ROAD 


i  ",s  i  ii  i  i  •  i  ii  i  ri  hi  I 

4X4  OF  THE  YEAR 


4MPETERSEN'S 
[WHEEL 
if  OFF-ROAD 


1988  IEEP.  CHEROKEE 
4X4  OF  THE  YEAR 


4 W  PETERSEN'S 
[WHEEL 
tf  OFF-ROAD 


1993  JEEP.  GRAND  CHEROKEE 
4X4  OF  THE  YEAR 


4MPETERSEN'S 
[WHEEL 
£f  OFF-ROAD 


199b  IEEP.  GRAND  CHEROKEE 
4X4  OF  THE  YEAR 


4MPETERSEN'S 
[WHEEL 
LrOFF-ROAO 


1997  IEEP  WRANGLER 
4X4  OF  THE  YEAR 


4MPETERSENS  ■ 
[WHEEL 
if  OFF-ROAD 


1998  IEEP  GRAND  CHEROKEE  5.9  LIMITED 


4X4  OF  THE  YEAR 


ER  NAMED  4X4  OF  THE  YEAR  MORE 
VIES  THAN  ANY  VEHICLE  ON  EARTH. 

When  it  comes  to  four-wheel  and  off-road  driving,  no  one 
;  vehicles  to  the  test  better  than  Petersen  s  4-Wheel  cV  Off- 
i  magazine.  And,  time  after  time,  the  brand  that  emerges 
arious  is  none  other  than  Jeep. 

Take  the  new  Jeep  Grand  Cherokee  5.9  Limited,  the  world's 
;st  sport  utility  vehicle*  This  powerful  4x4  recently  proved 
iff-road  capability  and  overall  superiority  by  winning 


Petersen's  prestigious  4x4  of  the  Year  Award.  An  honor  Jeep 
vehicles  have  earned  for  three  years  in  a  row,  six  times  overall. 
That's  a  record  no  other  brand  of  4x4s  can  match. 

In  fact,  no  other  brand  of  4x4s  in  the  world  has  won  more 
awards  than  Jeep.  So,  when  it  comes  to  determining  the  leader 
in  four-wheel  drive,  do  what  the  experts  do:  choose  a  Jeep  4x4 


Jeep 


There's  Only  One 


:d  on  0-60  acceleration.  Always  use  seat  belts  Remember,  a  backseat  is  the  safest  place  for  children.  Jeep  is  a  registered  trademark  ol  Chrysler  Corporation 


MANUFACTURING 


DRUGS 


N 


8 


OUTPUT 


EMPLOYMENT 

Million  01  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  '97  DOLLARS 
PER  EMPLOYEE 


0.26 


0.26 


261.5 


97  AND  98  ARE  ESTIMATES 


DATA'  STANDARD  S  POOR'S  DRI 


POSITIVES 

►  Sales  growth  should  stay 
strong,  with  promising 
new  products  aimed  at 
aging  baby  boomers 

►  Growing  enrollment  of 
Medicare  patients  in  HMOs 
should  boost  demand  for 
prescription  drugs 


NEGATIVES 

►  Managed-care 
compan  ies  will  figh  t  h 
bring  ballooning  drug  \ 
costs  under  control 

►  Sales  and  marketing 
costs  will  continue  to  tk 
as  competition  among  t! 
products  intensifies 


Drug  company  sales  and  earnings  picked  up  steam  in  the  se 
ond  half  of  1997 — and  that  roll  is  likely  to  continue  well  m 
1998.  With  aging  baby  boomers  contributing  to  surging  demand  i): 


prescription  drugs,  sales  by  the  industry's  top  10  players 
should  be  up  12%  this  year,  vs.  8%  last  year,  predict  Cowen  & 
Co.  analysts  Stephen  M.  Scala  and  Ian  C.  Sanderson.  "The  el- 
ements that  drove  the  industry  in  1997  will  still  be  there  in 
1998,"  Scala  says. 

While  price  increases  continue  to  climb,  up  about  2.9%  in 
the  third  quarter  of  1997  compared  with  the  third  quarter  of 
1996,  that  is  still  a  far  cry  from  the  hikes  of  7%  and  more 
that  the  industry  racked  up  in  the  late  1980s.  That's  why 
drugmakers  are  relying  on  breakthrough  products  to  drive 
the  top  line.  Among  the  expected  introductions  in  1998  are  Eli 
Lilly  &  Co.'s  newly  approved  osteoporosis  drug,  Evista,  and 
Pfizer  Inc.'s  impotence  drug,  Viagra.  Both  products  could 
top  $1  billion  in  sales. 

Successful  new  drugs  actually  could 
increase  pressure  on  the  industry  from 
managed-care  providers.  Prescription 
drug  costs  rose  rapidly  in  the  last  year, 
in  part  due  to  expensive  new  dings,  and 
health  maintenance  organizations  are 
looking  for  ways  to  rein  in  those  ex- 
penses. That  means  hmos  will  try  to 
tighten  restrictions  on  which  dings  their 
members  can  use — and  look  for  ways  to 
pass  on  more  of  the  costs  to  consumers. 
Pharmaceutical  executives  expect  that 
hmos  will  consider  the  cost  effectiveness 
of  drug  treatments,  however.  "There  has 
been  a  recognition  that  pharmaceuticals 
can  reduce  your  overall  health-care 
costs,"  contends  Richard  Jay  Kogan,  chief 
executive  of  Schering-Plough  Corp. 
sales  message.  Dragmakers  increasing- 
ly will  take  then-  sales  message  directly  to 
patients.  Research  finn  IMS  America  Ltd. 
expects  consumer  advertising  for  phar- 
maceuticals to  hit  $1  billion  in  1998,  almost 
double  the  amount  spent  in  1997.  Says 
Stephen  S.  Tang,  a  vice-president  with 
A.  T.  Kearney  Inc.:  "Pharmaceutical  com- 
panies have  suddenly  woken  up  to  the 
fact  that  brands  are  important." 

Big  drag  players  will  continue  to  form 


partnerships  with  smaller  biotechnology  companies.  A  gjisi 
ing  number  of  biotech  operators  focus  on  providing  resefe 
services  to  larger  drugmakers,  including  identifying  geiffl 
targets  for  new  treatments.  At  the  same  time,  after  m 
high-profile  failures  in  1997,  including  the  withdrawal  op 
terneuron  Pharmaceuticals  Inc.'s  obesity  drug,  Reduxlii 
vestors  are  hoping  for  some  new  product  hits  in  1998. 
promising  candidate  is  BioChem  Pharma  Inc.'s  hepatite 
drug,  Lamivudine,  which  should  be  launched  early  this 
"This  could  be  one  of  the  biggest  products  yet  to  come  m 
the  biotech  industry,"  says  ubs  Securities  analyst  Erii 
Schmidt.  If  drugmakers  can  keep  managed  care  cost-cuter 
at  bay,  that  sort  of  innovation  will  make  1998  a  standou,. 

By  Amy  Barrett  in  Philadelp 


REFILLING  THE  MEDICINE  CABINET 


The  pharmaceutical  industry's 
most  closely  watched  player  is  Merck 
&  Co.  A  leader  in  developing  revolu- 
tionary drugs,  Merck  is  facing  one  of 
the  biggest  challenges  in  its  106- 
year  history.  Between  2000  and 
2005,  Merck  will  see 
patents  expire  on  a  handful 
of  big  products  that  repre- 
sent about  $4  billion  in 
U.  S.  sales.  Generic  manufacturers 
are  likely  to  move  in,  so  Merck  needs 
a  parade  of  new  hits  in  the  next  few 
years  to  sustain  its  high  growth  rate. 

Certainly,  the  Merck  pipeline  is 
full  of  promising  products.  In  1998, 
the  company  is  expected  to  roll  out 
an  asthma  drug,  Singulair,  and 
Propecia,  a  treatment  for  male  pat- 
tern baldness.  Those  two  drugs  alone 


could  rack  up  combined  sales  of 
nearly  $1  billion  by  2001.  And  the 
company  has  several  potential 
blockbusters  still  in  development, 
including  a  pain  reliever  and  an 
antidepressant. 

In  a  switch  from  its 
approach  to  research  in  thi 
1980s,  Merck  continues  to 
expand  its  roster  of  partne 
ships  with  biotechnology  companies 
"There  is  an  explosion  right  now  in 
terms  of  the  knowledge  of  the  path- 
way of  diseases,"  says  Merck  Chair- 
man and  CEO  Raymond  V.  Gilmartin 
"And  we  can't  expect  to  have  all  thj 
internally."  That  sort  of  pragmatism 
will  go  a  long  way  toward  helping 
Gilmartin  maintain  Merck's  leader- 
ship position. 
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INDUSTRY  OUTLOOK  1998 


SERVICES 


ealth  Care 


Lodging 


"1  I  A    Insurers  and  hospitals  try  to 
1  ZL  9row  even  bigger  as  they  seek 
X  X  Jl   economies  of  scale 

^tailing 

"I  £\  "I     Luxury  hotels  are  living  it 

1  1     up,  but  other  sectors  are 
JLlj  JL    plagued  by  overbuilding 

Business  Services 

"I  1  /   Heavy  competition  for 

1  w\   discretionary  dollars  will 
1  1U   mean  only  modest  gains 

ransportation 

"I  £\  £\  Last  year's  wave  of  mergers 
\  /  /    has  fired  up  a  hot  market, 
Jihml  Lj  especially  for  bigger  firms 

Sports 

118 

ood 


Planes,  trains,  and  trucks 
will  be  packed,  but  fares  and 
rates  will  be  higher 


124 


For  all  the  carping  about 
salaries  and  high  costs,  it's 
hard  not  to  be  a  winner 


Supermarket 
chains  are 
rolling 
t  prepared foods 
an  attempt 
win  back 
■stomers 
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SERVICES 


HEALTH  CARE 


!l 


N 


8 


OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 


279.7 


0.82 


'97  AND  '98  ARE  ESTIMATES 


OATA  STANDARD  8  POOR'S  DRI 


POSITIVES 

►  Tfie  industry  will  keep 
consolidating,  removing 
overcapacity  and  lifting 
productivity 

►  Physician  and  hospital- 
m  an  age  merit  companies 
will  continue  to  ga  in 
leverage  and  pricing  power 


NEGATIVES 

►  Enrollmen  t  growth  \ 
at  managed-care  pla% 
is  slowing,  while 
price  competition 
remains  fierce 

►  Most  of  the  easy  cost 
cutting  in  medicine  ha, 
been  done 


Turmoil.  Mayhem.  Cataclysm.  And  with  all  that,  some  really  Ion 
profits.  Health  care's  mightiest  players  thudded  to  earth  in  19  < 
starkly  bringing  into  question  not  only  a  decade  of  wholesale  I 


500 


INDEPENDENT 


structuring  but  also  the  future  of  an  industry  that's  worth 
$750  billion. 

In  March,  the  U.  S.  government  revealed  a  broad  investi- 
gation into  allegedly  fraudulent  Medicare  billing  and  other 
practices  at  Columbia/HCA  Healthcare  Corp.  that  eventually 
led  to  indictments  of  three  executives  and  the  ouster  of 
Chairman  Richard  L.  Scott  from  the  nation's  largest  for- 
profit  hospital  chain.  Then  came  a  string  of  earnings  disap- 
pointments from  nearly  all  the  big  managed-care  insurers,  a 
trend  that  culminated  with  the  stunning  admission  by  HMO 
wunderkind  Oxford  Health  Plans  Inc.  that  it  basically  had  lost 
track  of  revenues  and  costs  for  an  entire  year. 

For  all  the  public  thrashing,  though,  the  underlying  eco- 
nomics of  health  care  remain  unchanged.  The  graying  baby 
boom  is  inevitably  lifting  demand  for  medical  services.  Yet  the 
bill-payers — mainly  employers  and  the  government--still 
have  the  clout  to  press  for  efficiency  in  a  sys- 
tem with  too  much  capacity  and  few  produc- 
tivity improvements. 

All  that  spells  continuing  concentration  in  an 
industry  dominated  by  increasingly  large  and 
capital-intensive  players.  Independent  hospitals 
and  physicians  will  become  ever  scarcer,  with 
most  of  them  joining  systems  that  give  them 
more  power  in  negotiating  prices  (chart).  In- 
surers will  seek  scale  for  similar  reasons,  yield- 
ing networks  that  ultimately  stretch  from  coast 
to  coast.  "Consolidation  still  makes  a  lot  of 
sense,"  says  analyst  Kenneth  S.  Abramowitz  at 
Sanford  C.  Bernstein  &  Co.  "It's  not  a  lot  of 
fun,  as  we're  seeing,  but  when  it's  over,  we'll 
have  much  stronger  companies." 
LYING  LOW.  Among  hospitals,  Columbia  prob- 
ably will  lie  low  until  the  federal  inquiry  is  resolved.  In- 
deed, it  will  shed  one-third  of  its  340  properties  in  1998.  Af- 
ter that,  says  Chairman  Thomas  F.  Frist  Jr.,  it  will  acquire 
very  selectively:  "If  there's  no  value  added,  there's  no  reason 
to  have  a  $20  billion  company."  Analysts  expect  that  199S 
profits  for  the  giant  will  be  about  even  with  last  year's,  still 
20%  below  those  of  1990. 

With  once  voracious  Columbia  on  the  sidelines,  "the  sheer 
numbers  [of  acquisitions]  will  not  be  what  they  had  been," 
says  Alan  B.  Miller,  CEO  of  much  smaller  rival  Universal 


SPOTLIGHT 


ACUTE-CARE 
HOSPITAL  BEDS 


'92  '93  '94 
A  THOUSANDS 


DATA  AMERICAN  HOSPITAL  ASSN  .  MODERN 
HEALTHCARE.  SANFORD  C  BERNSTEIN  i  CO 


Health  Services  Inc.  Still,  as  long  as  the  average  hospijj 
filling  just  60%  of  its  beds,  merger  pressure  will  contl 
Tenet  Healthcare  Corp.,  the  nation's  No.  2  chain,  could  bejjl 
more  aggressive,  and  big  not-for-profit  systems  suJ 
Daughters  of  Charity  are  as  hungry  as  ever. 

The  drive  to  reduce  capacity  also  will  spark  consolidatil 
so-called  post-acute  settings  such  as  nursing  homes  an! 
sisted-living  centers,  as  well  as  among  providers  of  II 
health  care  and  other  lower-cost  alternatives  to  hospital  I 
Well-capitalized  entrants  such  as  Olsten  Corp.  and  CareMi 
Corp.  are  pushing  into  these  traditionally  fragmented  gj 
ments,  eyeing  growth  rates  far  higher  than  the  overall  | 
ical  inflation  rate.  HealthSouth  Corp.,  a  chain  of  1,700  it 
bilitation  and  outpatient  surgery  centers,  should  see  1 
profit  growth  next  year,  analysts  estimate. 

The  argument  for  scale,  though,  is  even  more  urgent  fci 

  surers.  In  many  markets,  their  managed! 

products  have  become  commodities— off* 
similar  benefits  and  sharing  the  samel 
works  of  hospitals  and  doctors — and  incl 
ingly  must  compete  on  price  to  win  busii 
Insurers,  employers  report,  are  winning! 
mium  increases  of  4%  to  6%  for  1998 — hi! 
than  in  the  previous  two  years  but  little  m 
than  expected  medical  inflation. 

On  top  of  the  price  competition,  enrolli! 
in  commercial  managed-care  plans  is  slow 
since  most  workers  at  big  companies  air! 
have  switched  from  traditional  indent 
plans.  Winning  new  customers  means  sellim 
smaller  companies  or  stealing  members  i 
rivals — both  high-cost  paths.  Managed  I 
"is  a  business  that  operates  on  thin  marl 
and  small  mistakes  can  be  very  painful,"  says  Aetna  I 
ceo  Richard  L.  Huber. 

That  was  the  message,  clearly,  from  1997's  calami! 
third  quarter.  At  both  Aetna  and  Oxford,  computer  probj 
masked  medical  costs  markedly  higher  than  expected.  Ajfe 
took  a  $130  million  charge  to  reflect  the  higher  claims;  Oj| 
took  a  $78  million  hit,  cut  its  profit  forecast  for  199:1 
25%,  and  watched  its  stock  tumble  to  $14  a  share  from  II 
PacifiCare  Health  Systems,  cigna,  Foundation  Health  I 
terns,  and  nonprofit  Kaiser  Permanente,  likewise,  confro! 


95   '96  '97 


■  EST  - 


1  14  BUSINESS  WEEK  /  JANUARY  12,  1998 


jctedly  high  claims  in  at  least  some 
ts. 

upshot:  Managed-care  insurers' 
gs  could  rise  10%  to  15%  next 
3Ut  not  because  of  huge  medical 
3.  "Really,  there  are  few  economies 

delivery  of  care,"  says  Leonard 
laeffer,  ceo  of  WellPoint  Health 
irks  Inc.  Rather,  costs  could  jump 
iicare  cuts  payments  to  hospitals, 
in  turn  may  raise  prices  for  com- 
,1  consumers.  "As  the  government 
;es  the  balloon  on  one  end,  it's  go- 
come  out  on  the  other,"  says  David 
end,  a  managing  director  at  bene- 
lsultant  Watson  Wyatt  Worldwide, 
the  other  hand,  Schaeffer  notes, 

are  tremendous  economies  in  ad- 
ration,  finance,  and  customer  ser- 
lur  endeavor  is  to  be  in  that  busi- 
But  creating  advantage  there  means 
ng  in  costly  data  systems  that,  be- 
lilling  premiums  and  paying  claims, 
ick  patients'  medical  histories  and 
3  physicians'  treatment  strategies, 
i  years,  Aetna  has  quadrupled  the 
r  of  employees  developing  quality 
res  for  doctors  and  hospitals.  New 
jife  Insurance  Co.'s  NYLCare  Health 
unit  expects  to  spend  $100  million 
terns  over  two  years. 
;ause.  Such  investments  can  pay 
ly  when  amortized  across  many 
lers.  So  Wellpoint,  which  bought 
salth  operations  of  John  Hancock 
1  Life  Insurance  Co.  and  Massa- 
ts  Mutual  Life  Insurance  Co.  in 
rants  to  expand  from  its  California 
o  5  or  10  major  markets.  Aetna 
se  "will  continue  to  seek  acquisition 
unities,"  says  Huber.  Oxford,  which 
ijoys  preeminence  in  the  wealthy 
fork  metropolitan  market,  could  be 
et. 

rise  of  national  hmos  surely  will  in- 
;rutiny  from  a  nation  uneasy  with 
;ed  care's  failings,  real  or  imagined, 
ly,  hundreds  of  bills  aimed  at  regu- 


CUT  NOW,  PAY  LATER? 


It  could  have  been  worse.  The  Bal- 
anced Budget  Act  of  1997,  aiming  to 
stave  off  Medicare's  financial  col- 
lapse, originally  proposed  deep  cuts 
to  a  system  that  accounts  for  a 
quarter  of  all  health-care  spending. 
As  enacted,  the  changes  still  are 
profound — but  not  debilitating. 

Hospitals  took  the  biggest  direct 
hit  under  the  plan — they  were 
forced  to  accept  a  freeze  in 
payments  for  Medicare 
patients  in  fiscal  1998  and 
only  a  0.9%  increase  next 
year.  That  could  subtract 
$30  billion  in  projected  payments 
over  five  years.  "It's  going  to  knock 
the  stuffing  out  of  us,"  says  Henry 
Wagner,  CEO  of  Jewish  Hospital 
HealthCare  Services  in  Louisville. 
Big  academic  medical  centers,  in 
addition,  face  the  loss  of  billions  of 
dollars  in  support  for  training  med- 
ical residents,  a  big  slice  of  their 
overhead. 

For  managed-care  insurers,  the 
results  were  less  grim.  The  legisla- 
tion guarantees  premium  increases 
of  at  least  2%  a  year  for  seniors 
enrolled  in  Medicare  HMOs,  and  it 
raises  the  payment  floor  in  mostly 
rural  counties  where,  under  a 
byzantine  formula,  insurers  previ- 
ously had  received  as  little  as  a 
third  of  what  they  could  get  in 
urban  markets. 

The  upshot:  "We  will  continue  to 
see  growth,  but  the  challenges  of 


FOCUS 

MEDICARE 


profitable  growth  will  increase,"  says 
Craig  S.  Schub,  who  runs  PacifiCare 
Health  Systems  Inc.'s  Secure  Hori- 
zons USA,  one  of  the  largest 
Medicare  HMOs.  Higher  premiums  for 
patients  outside  cities  will  encour- 
age insurers  to  market  in  those 
areas.  Two  new  provisions — one 
allowing  provider-sponsored  HMOs  to 
accept  Medicare  members,  the  other 
dissolving  a  law  that  forced  insurers 
to  take  on  at  least  as  many 
commercial  as  Medicare 
members — should  boost 
enrollment.  In  all,  a  million 
seniors  should  flow  into  managed 
care  in  1998. 

At  some  point,  though,  the  curbs 
on  spending  growth  will  hit  home. 
The  2%  annual  increase  to  HMOs 
falls  short  of  medical  cost  inflation, 
now  running  between  3%  and  5%. 
So  insurers  will  have  to  pass  on  the 
lower  rates  to  providers,  accept  low- 
er profits,  leave  the  business — or 
cut  the  benefits  they  offer  members. 

Most  insurers  and  analysts  say 
the  last  option  is  most  likely.  Absent 
the  inducements  of  big  pharmaceuti- 
cal payments  and  other  extras, 
though,  seniors  will  be  less  likely  to 
switch  to  HMOs.  And  the  government 
will  be  stuck  with  higher  costs,  since 
it  pays  HMOs  5%  less  per  patient 
than  it  pays  for  average  claims 
under  traditional  Medicare.  Ulti- 
mately, Medicare  reform  could  pro- 
duce little  savings  at  all. 


HMOs  are  circulating  in  statehouses 
ongress — and  some  could  add  a  lot  to  health  costs.  In 
e,  "society  wants  inflation,"  Abramowitz  observes, 
imately,  society  has  just  cause.  The  current  system  is 
ig  to  be  mediocre  at  managing  medicine.  It  hasn't 
istrated  better  quality.  And  it  does  little  for  the  un- 
d,  who  now  number  41.4  million,  according  to  the  Em- 
i  Benefit  Research  Institute. 

tainly,  insurers  still  call  the  shots.  But  hospitals  and  doc- 
lacked  by  popular  support  and  steeled  by  consolidation, 
king  back  ground.  Powerful  models  for  health-care  de- 
are  forming  in  local  markets,  where  medical  providers 
urging  disparate  services.  In  the  past  four  years,  for  ex- 


ample, University  Hospitals  of  Cleveland  has  affiliated  with  or 
acquired  300  primary  care  physicians,  built  a  skilled  nursing 
facility  and  home  health-care  service,  and  established  a 
110,000-member  managed-care  plan. 

Such  systems  that  succeed — and  the  challenges  are  formi- 
dable— could  win  price  concessions  and  compete  for  patients 
with  the  largest  of  insurers.  That  is  where  the  industry's 
sturm  unci  drang  is  headed:  bigger,  more  powerful  players 
battling  for  local  markets.  Much  blood  will  be  spilled  before 
the  winners  emerge. 

By  Keith  H.  Hammonds  in  New  York,  with  Susan  Jackson 
in  Connecticut  and  Nicole  Hams  in  Atlanta 


Savings  are  getting  hard  to  come  by,  so 
consolidation  is  the  byword 
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SERVICES 


RETAILING 


N 


8 


EXCLUDING  EATING  &  DRINKING  PLACES  AND  GROCERY  STORES 
OUTPUT  EMPLOYMENT  PRODUCTIVITY 


160.8 


1535.0 


10.76 


142.7 


'97  AND  '98  ARE  ESTIMATES 


OATA  STANDARD  8  POOR'S  DRI 


POSITIVES 

►  Continued  low 
unemployment  rates 
will  keep  consumer 
confidence  high 

►  Internet  shopping  will 
continue  to  expand 

►  Sales  of  luxu  ry  goods 
will  remain  strong 


NEGATIVES 

►  Travel  and  restaur 
are  providing  stiff 
competition/or 
discretionary  spendi 

►  Merch  an  ts  see  littl 
opportunity  to  raise  j 

►  Clothing  sales  are 
unlikely  to  pick  up 


The  economy  remains  strong,  and  the  stock  market  ha$ 
crashed-making  the  world  safe  for  happy,  confident  consul 
in  1998.  But  don't  expect  the  same  increases  in  retail  sJ 


that  we've  seen  in  recent  years.  Why?  Increasing  competition 
for  the  discretionary  dollar. 

Plentiful  jobs  are  no  longer  enough  to  send  consumers  to 
the  mall.  "Years  ago,  when  you  had  an  extra  dollar  in  your 
pocket,  you  went  out  and  bought  something.  A  thing.  That 
was  the  way  we  spent,"  says  John  Konarski,  vice-president 
for  the  International  Council  of  Shopping  Centers.  Now, 
travel  and  entertainment  compete  for  that  extra  dollar.  As  the 
stock  market  has  boomed,  financial  services — from  401(k)s  to 
investing  in  individual  stocks — have  become  attractive  spots 
to  place  extra  income.  Restaurants,  which  once  sought  only 
the  customer's  food  dollar,  now  offer  entertainment  and  mer- 
chandise, siphoning  off  cash  that  might  have  otherwise  gone 
to  a  clothing  or  department  store.  All  this  has  put  pressure  on 
traditional  retailers  to  provide  more  than 
just  merchandise  to  attract  customers. 

Retail  sales  will  still  grow  an  average 
of  2%  a  year  over  the  next  five  years,  ac- 
cording to  a  December  report  from  the 
Commerce  Dept.  But  that's  far  off  the 
average  annual  gain  of  4%  recorded  by 
the  industry  since  1992.  Specialty  appar- 
el will  see  the  most  noticeable  slowdown, 
resulting  in  bankruptcies  and  consolida- 
tion within  that  category,  Commerce  of- 
ficials predict. 

HIGH-END  EASE.  Within  the  $2  trillion  re- 
tail universe,  several  categories  will 
shine.  Luxury  goods  are  expected  to  re- 
main strong — so  long  as  the  stock  market 
cooperates.  Tiffany  &  Co.  plans  to  open 
new  stores  in  Denver,  Seattle,  and  Las 
Vegas  in  1998.  Dominico  Del  Sole,  CEO  of 
Gucci,  says  some  markets,  such  as  Hong 
Kong  and  Hawaii,  will  be  affected  by 
economic  shocks  in  Asian  markets  but 
the  U.  S.  market  will  hold  strong.  Burton 
Tansky,  ceo  of  Neiman  Marcus  Group 
Inc.,  says  isolated  shocks,  such  as  the 
Dow's  October  dive,  have  failed  to  shake 
the  buying  mood  of  the  high-end  con- 
sumer. "Our  customers  have  a  lot  of  mon- 
ey and  want  beautiful  things,"  he  says. 


And  low  unemployment,  paired  with  the  minirauir 
hike,  will  continue  to  benefit  the  discount  retailer.  "It  h 
more  money  in  the  lower-end  consumer's  pocket,  and  th 
been  a  boon  to  the  discounters,"  says  Tom  Tashjian,  mai 
director  at  Montgomery  Securities.  Discounters  pos 
nearly  10%  sales  gain  in  1997,  compared  with  4%  f< 
partment  stores,  he  says. 

But  signs  of  the  overall  slowdown  already  appea 
the  1997  holiday  season.  November  retail  sales  ros 
0.2%,  prompting  economists  to  scale  back  expectatio 
strong  holiday  shopping.  Unless  retailers  can  entic 
sumers  back  to  the  mall,  look  for  an  equally  modest  1!| 

By  Ellen  Neuborne  in  New  York,  with  Steplmnie  Am 
Forest  in  Dallas 


WWW.SH0P.PLEASE.COM 


The  programmers  have  built  it. 
Will  shoppers  come? 

Internet  shopping  moved  into  the 
mainstream  in  late  1997,  with  major 
retailers  such  as  Gap  Inc.  and  Hall- 
mark Cards  Inc.  launching  sites  on 
the  Web.  The  escalating 
booksellers'  battle  between 
Internet-born  Amazon.com 
Inc.  and  newly  tech-savvy 
Barnes  &  Noble  Inc.  is  also  attracting 
attention  to  online  shopping.  More 
competition  and  the  influx  of  popular 
retailers  should  make  1998  a  big  test 
of  the  viability  of  Internet  commerce. 
The  hope  is  that  as  major  stores  go 
online,  shoppers  will  follow. 

But  that's  not  a  given.  Some  cate- 
gories are  almost  certain  to  thrive, 
says  Marian  Salzman,  director  of 


INTERNET  SHOPPING 


brand  futures  for  Young  &  Rubicar 
Inc.  She  names  "books,  CDs,  brani 
ed  products  that  the  consumer  cai 
recognize,  such  as  Reebok  and 
Levi's."  But  worries  over  credit-ca 
security  will  keep  Net  shopping  in 
the  experimental  stages, 
she  says.  On  the  other 
hand,  some  Web  watchers 
are  beginning  to  find  con 
sumers  who  think  financial  transa 
tions  are  safer  in  cyberspace  than 
the  real  world. 

And  now  that  familiar  stores  are 
online,  watch  for  them  to  market 
their  newfound  techno-images,  say 
Wendy  Liebmann,  president  of  WSL 
Strategic  Retail:  "It  gives  them 
something  fresh  to  talk  about."  Wit 
any  luck,  shoppers  will  listen. 
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idgerton  Foundation 


ig  moves  faster  than  light,  and  now  light  can  move  more  with  the  Qwest  Macro  Capacity  M  Fiber  Network.      Tl&l  till  light 
designed  its  network  from  scratch  -  with  Nortel's  high-speed  broadband  technology  (OC-192)  and  the 
's  purest  fiber  optics  -  to  have  more  capacity  than  any  other  long-distance  network,  so  it  can  carry 
RTEL     more  v°ice/  data  and  video  to  more  places.  At  the  speed  of  light  and  at  a  lower  cost.  We've 
!N  telecom     captured  light.  And  the  world  is  about  to  become  a  very  different  place.  www.qwest.net 


Qwest 


SERVICES 


TRANSPORTATION 
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8 


OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 

THOUSANDS  Of  '97  DOLLARS 
PER  EMPLOYEE 


114.2 


114.4 


452.8 


3.97 


'97  AND  '98  ARF  ESTIMATES 


DATA  STANDARD  &  POOR'S  DRI 


POSITIVES  NEGATIVES 

►  Growth  in  airline  ►  Rising  labor  costs  u 
capacity  should  keep  pace  pressure  airlines  and 
with  demand  trucking  companies 

►  After  a  rocky  start,  ►  Locomotive  shortag\ 
Western  railroads  will  reap  hinder  some  railroaa 
benefits  of  mergers  early  in  the  year 

►  Lower  fuel  costs  should  ►  Higher  airfares  mat 
help  all  sectors  trigger  business  backi 


It  looks  like  another  year  that  transportation  executives  will  l(|i 
and  customers  will  loathe:  Planes,  trains,  and  trucks  will 
packed,  and  fares  and  freight  rates  will  rise. 


The  airline  industry  could  top  last  year's  record  $4.5  billion 
in  profits,  making  it  the  first  time  the  industiy  has  racked  up 
four  years  of  record  profits  in  a  row.  Strong  demand  and 
more  sophisticated  management  of  prices  are  pushing  up 
revenues,  while  the  carriers  are  likely  to  offset  rising  labor 
costs  with  productivity  gains,  lower  fuel  bills,  and  reduced  dis- 
tribution costs  thanks  to  electronic  ticketing.  "The  resur- 
gence is  not  over.  There's  still  a  lot  more  to  come,"  crows  ceo 
Gerald  Greenwald  of  United  Airlines  Inc. 

Analyst  Brian  D.  Harris  of  Lehman  Brothers  Inc.  figures 
the  11  airlines  he  tracks  will  post  net  1998  profits  of  $4.7  bil- 
lion on  revenues  of  $89.2  billion — both  up  nearly  5%.  Oper- 
ating margins  will  be  virtually  flat  at  9.5%. 

Driving  the  gains  is  the  industry's  disciplined  restraint 
from  overexpanding  fleets  in  response  to 
strong  demand.  The  result:  rising  ticket 
prices  and  full  planes,  with  load  factors  at 
record  levels.  Industry  executives  expect 
capacity  this  year  to  grow  about  3.5%, 
still  in  line  with  demand.  That  is  likely  to 
mean  an  estimated  6%  increase  in  busi- 
ness fares,  following  an  18%  jump  in 
1997,  says  Eric  J.  Altschul,  vice-presi- 
dent for  consulting  services  at  Ameri- 
can Express  Co. 

SURPRISES.  In  the  turbulent  airline  busi- 
ness, you  can  always  count  on  surprises. 
Some  analysts  still  predict  a  wave  of 
U.  S.  mergers,  possibly  starting  this  year. 
Indeed,  Continental  Airlines  Inc.  and 
Northwest  Airlines  Corp.  recently  held 
talks  to  create  a  worldwide  alliance, 
though  not  an  outright  merger. 

For  the  railroads,  especially  battered 
Union  Pacific  Corp.,  last  year's  results 
should  be  easy  to  beat.  After  its  1996 
merger  with  Southern  Pacific  Rail  Corp., 
Union  Pacific  faced  a  disastrous  service 
meltdown  starting  last  summer.  Federal 
regulators  even  stepped  in  to  help  clean 
up  the  mess.  Burlington  Northern  Santa 
Fe  Corp.,  which  had  merger  problems 
of  its  own,  gained  some  business  at  up's 


expense,  but  a  shortage  of  locomotives  will  crimp  its 
til  the  second  half.  After  the  merger  woes  in  the  Wesi 
Corp.  and  Norfolk  Southern  Corp.  face  stiffer  federal  si 
ny  of  their  proposed  split-up  of  Conrail  Inc.  ExcludinI 
breakup,  analyst  James  J.  Valentine  of  Salomon  Smith  Bg 
estimates  that  the  seven  largest  railroads  will  post  net  ill 
of  $4.8  billion,  up  20%,  on  revenues  of  $34.7  billion,  a  5%l 
While  the  railroads  got  sidetracked,  trucking  comjj 
picked  up  some  of  the  slack.  But  a  severe  driver  she 
capped  the  gains  for  some.  Indeed,  truckload  carrier| 
likely  to  increase  driver  salaries  this  year  to  attract! 
people  and  lift  the  lid  on  revenues.  So  truckers  expt 
steer  around  the  potholes  to  reap  solid  gains. 

By  Wendy  Zellner  in  L 


LEVELING  THE  FLYING  FIELD? 


The  airline  industry's  record  prof- 
its and  rising  fares  haven't  escaped 
notice  in  Washington.  And  that  wor- 
ries executives  at  the  big  airlines. 
They  are  bracing  for  numerous  pro- 
posals this  year  from  Congress  and 
regulators  aimed  at 
injecting  more  competi- 
tion into  the  business. 
Airline  chieftains  already 
are  scrambling  to  avoid  what  they 
dub  "reregulation"  of  an  industry 
deregulated  20  years  ago. 

Most  worrisome  is  the  possibility 
that  the  Transportation  Dept.  will 
clamp  down  on  what  it  calls  "preda 
tory"  behavior.  New  entrants  com- 
plain that  the  majors  are  unfairly 
attacking  them  by  adding  capacity, 
slashing  fares,  and  jumping  back 


into  abandoned  routes  when  upsta 
enter  their  markets.  Transportatior 
promises  to  unveil  guidelines  early 
this  year  on  what  it  would  conside 
anticompetitive  practices. 
Congress  is  getting  into  the  act 
too.  One  bill  introduced 
the  Senate  would  strip 
some  takeoff  and  landir 
rights  from  the  big  carr 
ers  at  congested  airports  and  awa 
them  to  new  entrants.  "It's  difficu 
to  be  competitive  if  you  can't  fly  tc 
the  major  business  markets,"  says 
Edward  P.  Faberman,  executive 
director  of  the  Air  Carrier  Associat 
of  America. 

Do  the  proposals  offer  a  helping 
hand  or  a  handout  to  the  startups 
The  debate  will  be  hot. 
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POSITIVES 

►  Busy  consumers 
continue  to  shift  spending 
toward  precooked  meals 

►  Breadth  of  restaurant 
offerings  makes  people 
more  likely  to  dine  out 

►  Wage  growth  is  still 
moderate 


NEGATIVES 

►  Overbuilding  of 
restauran  ts  will  makfy 
more  losers 

►  Restaurants  also  ht\ 
serious  competition  fi\ 
supermarkets 

►  Supermarkets  neeo 
bucks  renovations 


For  25  years,  the  traditional  supermarket  has  been  sliding  tow; 
oblivion.  Once  responsible  for  almost  two-thirds  of  food  sal 
its  share  in  recent  years  has  fallen  to  just  above  50%.  Busy  consumt 


more  adventurous  in  their  eating  habits,  have  turned  to  the 
thousands  of  new  restaurants  that  crowd  city  corners  and 
suburban  boulevards. 

Now  the  battle  for  the  American  stomach  is  being  joined. 
Led  by  small  regional  companies,  supermarkets  are  building 
prepared-food  sections  and  starting  to  make  inroads.  "The 
wake-up  call  has  been  heard,"  says  Ron  Paul,  president  of 
Technomic  Inc.,  a  Chicago-based  food  consultancy.  Sales  in 
the  prepared-food  section  of  supermarkets  are  likely  to 
grow  by  about  7%  in  real  terms  this  year,  while  the  restau- 
rant business  will  expand  by  just  2%,  forecasts  Technomic. 
Granted,  supermarkets  are  starting  from  a  much  smaller 
base  than  restaurants,  but  even  a  small  shift  in  spending  is 
a  big  deal  in  the  $700  billion  food  industry. 

In  1998,  supermarkets  will  not  only 
have  to  win  back  old  customers  but  also 
make  more  of  a  profit  from  those  they 
have.  Setting  up  new  aisles  filled  with 
barbecued  chicken  and  pasta  primavera 
must  be  more  than  a  loss  leader.  The 
new  prepared-food  sections,  says  David 
R.  Sisk,  head  of  Deloitte  &  Touche  con- 
sulting group's  food  retail  practice,  "have 
created  a  lot  of  [traffic  in  stores]  but  of- 
ten haven't  helped  the  bottom  line." 
SEAT  CHECK.  And  restaurants  are  not 
standing  still — though  they're  not  without 
problems.  Chief  among  them  is  the  mas- 
sive buildup  that  started  in  the  early 
1990s.  "There's  more  capacity  coming 
into  the  market  than  the  growth  will  ac- 
commodate," says  Michael  R.  Quinlan, 
chief  executive  of  McDonald's  Corp., 
which  just  scaled  back  its  U.  S.  expansion 
plans.  Across  the  industry,  restaurant 
seats  will  grow  about  4%  in  1998,  while 
customer  spending  increases  just  2%. 

That's  a  recipe  for  further  consolida- 
tion. The  past  two  years  have  seen  more 
than  300  mergers  or  acquisitions,  and  the 
number  is  likely  to  accelerate,  says  Ev- 
eren  Securities  analyst  Dean  T.  Haskell. 


The  survivors  are  likely  to  be  chains  that  focus  on  ta 
such  as  Papa  John's  International  Inc.,  which  caught  pi2 
vals  off  guard  with  its  emphasis  on  ingredients  rather 
delivery  time  or  discounts.  In  1998,  the  fast-food  beher 
will  try  to  follow  that  lead  and  get  away  from  thei 
sandwich  discounts.  Already,  a  few  large  chains  are  tt 
higher  prices. 

Casual  dining  is  likely  to  continue  prospering,  too — p 
ularly  chains  with  cheaper  menus  and  those  that  combir 
tertainment  and  food.  Walt  Disney  Co.,  for  example,  wi 
pand  its  espn  Grill  theme  restaurant  beyond  Orlando 
however  the  restaurant  business  grows,  it  now  has  to  a 
about  competition  from  those  formerly  stodgy  supermai 

By  David  Leonhardt  in  Ch 


AN  INDUSTRY  ON  A  DIET 


What  started  in  the  soap  aisle  is 
bubbling  over  into  cookies,  drinks, 
and  cereals.  It's  called  simplicity, 
and  it's  the  dominant  theme  right 
now  for  the  $300  billion  packaged- 
food  business.  Procter  &  Gamble  Co 
started  the  craze  a  few 
years  ago  by  cutting  back 
on  coupons  and  the  number 
of  brands  it  offers.  The 
goal:  to  reduce  marketing  costs  and 
focus  on  higher-margin  lines.  Now, 
food  companies,  which  typically 
spent  25%  to  35%  of  sales  on  mar- 
keting, are  catching  on. 

General  Mills  Inc.  is  focusing  on 
its  more  profitable  cereal  lines.  Ral- 
ston Purina  Co.  is  divorcing  its  seed 
division  to  concentrate  on  pet  food. 
And  in  early  1998,  Campbell  Soup 


PACKAGED  FOOD 


Co.  will  spin  off  everything  but  sou 
and  biscuits. 

The  moves  come  after  the  indust 
has  cut  costs  in  virtually  every  are; 
In  the  past  two  years,  packaged-foi 
companies  have  eliminated  some 
15%  of  all  industry  jobs 
S  estimates  Prudential  Secu 
ties  Inc.  analyst  John  M. 
McMillin.  "Most  companie 
have  exhausted  their  efforts  to  low< 
costs  outside  of  marketing,"  he  say 
The  industry  is  also  cooperating 
with  retailers  to  reduce  inventory 
and  manufacturing  costs.  Earth- 
grains  Co.,  a  St.  Louis  bakery,  for 
example,  has  spent  some  $15  milli 
on  new  technology,  including  a  sys 
tern  to  make  supermarket  delivery 
more  efficient. 
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POSITIVES 

►  Average  room  rates  are 
expected  to  rise  another 
5.3%  in  1998 

►  Room,  shortages  continue 
in  many  upscale  hotels 

►  Restructuring  has 
driven  breakeven,  ratios  to 
record  lows 


NEGATIVES 

►  Overdevelopment  is 
hitting  budget,  midprice, 
and  extended-stay  hotels 

►  Buying  frenzy  will  drive 
up  acquisition  prices  and 
make  deals  less  attractive 

►  Occupancy  levels  in 
many  regions  are  declining 


'97  AND  '98  ARE  ESTIMATES 


DATA.  STANDARD  &  POOR'S  DRI 


othing  like  a  booming  economy  to  raise  the  price  of  that  mint  un- 
der your  pillow.  Buoyed  by  strong  demand  and  a  shortage  of 
hotels,  room  rates  in  the  last  two  years  shot  up  12.7%,  to  an  av- 


T 

of  $74.50.  That  should  drive  up  1997  hotel  profits  17% 
lose  of  1996,  to  $14.6  billion. 

what  the  economy  gives,  it  can  quickly  take  away — es- 
i  in  an  industry  where  new  supply  comes  in  waves  and 
roll  over  by  the  night.  When  Asia's  recent  stall  raised 
ms  about  the  strength  of  U.  S.  consumer  demand,  the 
)  new  rooms  coming  on  line  in  1998  seemed  less  nec- 

U.  S.  occupancy  rates  dropped  for  the  first  time  this 
,  from  65.1%  to  64.5%.  in  1997,  and  in  1998  they  will  slip 
predicts  Bjorn  Hanson  of  Coopers  &  Lybrand. 
oost  in  new  construction  will  increase  the  supply  of 
in  1998  by  3.4%,  according  to  Smith  Travel  Research, 
lemand  will  grow  by  only  2.6%.  It's  hardly  a  prelude  to 
Ibath  similar  to  the  1986-92  period,  when  hotels  cu- 
tely lost  $14  billion.  The  average 
ven  occupancy  rate  has  fallen  to 
«s.  65%  in  1990.  And  hotels  still 

to  hike  rates  5.3%  this  year,  al- 

profit  growth  will  slow,  according 
tson's  estimates. 

OF  times."  Still,  for  the  players 
vn  hotels  in  the  budget,  midprice, 
tended-stay  sectors,  the  pain  could 
siderable.  Red  Roof  Inns  Inc.  and 
inta  Inns  Inc.  are  already  strug- 
With  its  exposure  to  Asia,  ritzy 
seasons  Hotels  Inc.  may  also  run 
ouble.  The  one  bright  spot  is  big 
"vice  properties  in  major  gateway 
uch  as  New  York.  "For  our  hotels, 
are  the  best  of  times,  and  it  will 
ue,"  insists  Hilton  Hotels  Corp. 
.ephen  R  Bollenbach  (box), 
^as  Vegas,  even  the  luxury  end  is 
f.  A  wave  of  construction  in  Las 

where  7,200  rooms  were  added 
7  alone,  has  slowed  growth.  And 

more  to  come — at  midyear,  Mir- 
?sorts  Inc.  will  open  its  $1.6  billion, 
■oom  Bellagio  hotel  and  casino, 
swarm  of  takeovers  that  reshaped 
iustry  in  1997  isn't  likely  to  be  re- 

on  the  same  scale.  A  total  of  $43 


billion  in  deals  were  signed  last  year,  including  the  acquisitions 
of  the  Westin,  Wyndham,  and  itt  Sheraton  chains.  Starwood 
Lodging  Trust  Corp.  and  Patriot  American  Hospitality,  real 
estate  investment  trusts  with  a  structure  that  gives  them  the 
tax  advantages  of  a  reit  but  the  flexibility  to  own  and  man- 
age hotels,  used  their  inflated  stock  to  become  giants.  But 
with  the  biggest  chains  taken  and  acquisitions  getting  pricey, 
deals  will  be  far  less  eye-catching.  Among  those  who  could 
still  find  new  owners  are  CapStar  Hotel  Co.  and  Prime  Hos- 
pitality Inc.,  says  Mark  Mutkoski  of  BT/Alex  Brown  Inc. 

Meanwhile,  Asia  is  a  wild  card  for  all  these  mergers.  If  the 
crisis  has  a  greater  impact  on  the  U.  S.  economy  than  esti- 
mated, there  could  be  some  quiet  check-in  desks. 

By  Kathleen  Moms  in  Los  Angeles 


A  DEALMAKER  TAKES  A  BREATHER 


Stephen  F.  Bollen- 
bach likes  speed, 
whether  it's  racing 
around  Los  Angeles  in 
his  convertible  or 
remaking  companies. 
Now,  the  55-year-old 
chief  executive  officer 
of  Hilton  Hotels  Corp. 
is  slowing  down  after 
his  unsuccessful  10- 
month  pursuit  of  ITT  Corp. 

Analysts  hoping  that  Bollenbach  will 
be  back  wheeling  and  deal- 
ing in  1998  may  be  disap- 
pointed. "I  know  people 
expect  me  to  do  big  deals," 
he  says.  "But  it's  not  necessary."  Bol- 
lenbach figures  Hilton  can  grow  20%  a 
year  without  a  major  acquisition.  But 


FOCUS 


STEVE  BOLLENBACH 


in  December,  Hilton 
announced  that  1997 
profits  will  be  9%  low- 
er than  expected. 

Hilton  needs  to 
spruce  up  its  image. 
Its  midprice  hotels 
aren't  driving  growth, 
and  its  three  Las 
Vegas  casinos  look 
tired  compared  with 
flashier  newcomers.  Bollenbach  says 
he'd  love  to  buy  Caesars  Palace,  if 
Starwood  Lodging  Trust 
Corp.  would  put  it  on  the 
block.  He  could  take  a  larger 
stake  in  Ladbroke  Group, 
which  controls  Hilton's  overseas 
hotels.  Analysts  say  the  faster  Bollen- 
bach can  find  a  big  deal,  the  better. 
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POSITIVES 

►  Steady  economic  growth 
buttresses  companies 
providing  a  variety  of 
business  services 

►  Ongoing  global 
consolidation  leads  to 
more  reliance  on  advisers 
such  as  consultants 


NEGATIVES 

►  As  consultants  and 
accountants  combine, 
managing  fallout  amo 
clients  and  employees 
becomes  a  big  task 

►  Engineers  and  arch 
face  big  slowdown  ofn 
projects  in  once  hot  As 


In  mid-December,  Mitchell  S.  Fromstein,  chairman  and  CEO 
Manpower  Inc.,  the  world's  largest  temporary-help  compaj 
was  visited  by  senior  executives  from  three  U.S.  multinatiom 


Their  mission:  to  find  out  whether  Fromstein  could  be  their 
primary  provider  of  temporary  employees  around  the  world. 
He's  up  to  the  challenge.  With  fully  50%  of  Manpower's  busi- 
ness coming  from  national  or  global  companies,  and  with  a 
rapidly  expanding  network  of  offices  in  Asia  and  Europe, 
the  key  to  Manpower's  prosperity,  Fromstein  says,  is  match- 
ing up  with  "more  and  more  companies  wanting  fewer  sup- 
pliers with  geographic  reach." 

For  multinationals,  size  matters — for  their  suppliers  as 
well  as  for  themselves.  The  many  corporate  behemoths  created 
by  the  unprecedented  wave  of  mergers  and  acquisitions  across 
many  industries  in  1997  means  hot  opportunities  for  the  array 
of  companies  that  service  them — everything  from  temporary 
help  to  legal,  consulting,  advertising,  and  engineering  ser- 
vices. Companies  with  global  reach  ap- 
pear best  positioned  to  prosper.  That's  a 
key  justification  for  the  consolidation  in 
the  accounting  and  consulting  industry:  In 
1997,  Coopers  &  Lybrand  merged  with 
Price  Waterhouse,  and  partners  are  vot- 
ing on  a  merger  of  KPMG  Peat  Marwick 
and  Ernst  &  Young. 

Across  the  business-services  sector, 
Standard  &  Poor's  dri  forecasts  growth 
of  7.5%,  to  $945  billion.  But  many  sei'vice 
outfits  believe  they'll  do  far  better.  With 
its  globe-spanning  ad  agencies,  including 
McCann-Erickson,  the  Interpublic  Group 
of  Companies  figures  on  growth  of  15% 
in  1998.  "It  looks  strong.  We're  picking 
up  new  business  worldwide,"  says 
Thomas  Volpe,  senior  vice-president  for 
finance.  McCann  forecaster  Robert  Coen 
figures  global  ad  industry  growth  will 
be  about  5.5%,  down  from  1997's  6.3%,. 

The  sheer  pace  of  business  restructur- 
ing should  also  play  into  the  hands  of  ser- 
vice providers.  For  lawyers,  the  tough 
times  of  the  early  1990s  seem  long  gone. 
"Everyone  I  know  is  going  full  out,"  says 
Michael  Pope,  partner  at  Chicago's  707-at- 
tomey  McDermott,  Will,  &  Emeiy,  which 
plans  to  hire  45  first-year  associates  this 


year.  Like  legal  sei-vices,  headhunting  seems  to  be  on  a  roll! 
heaval  in  the  executive  suite  and  just  below  produced  [ 
growth  at  the  top  10  firms  in  1997,  and  this  year  should  aim 
quite  strong.  "It's  one  of  the  great  bull  markets  of  all  tirni 
recruiters,"  says  Egon  Zehnder  International's  John  S.  Vm 
It  won't  be  all  blissful  in  1998.  While  turbulence  in  I 
may  give  rise  to  a  need  for  more  advisory  services,  it  nf 
also  keep  nervous  clients  from  acting  on  those  needs.  1VI 
while,  the  thin  pool  of  talent  could  limit  growth.  Manpoflj 
Fromstein  reckons  1998  revenues  will  rise  to  $10  billion  1 
around  $8.5  billion.  They  could  have  gone  higher  bum 
currency  fluctuations,  and  because  "we  can't  fill  all  oi 
orders,"  he  says.  There  could  be  worse  problems. 

By  Richard  A.  Melcher  in  Cfci 


GETTING  COMFY  IN  THE  MIDDLE 


It  might  seem  that  Adrian  J.  R. 
Smith  is  swimming  against  the  tide. 
The  Liverpool  native  and  schoolmate 
of  John  Lennon's  spent  much  of  his 
career  In  marketing  and  sales  for 
consumer-goods  companies  before 
joining  Arthur  Andersen  & 
Co.  in  1991  in  a  marketing 
capacity.  Now,  as  the  new 
CEO-designate  at  auditor 
and  consultant  Grant  Thornton  LLP, 
Smith  is  determined  to  prove  that 
midsize  companies  have  a  big  role 
to  play  in  a  services  business 
dominated  by  titans.  "Understanding 
a  client's  global  mindset  is  not 
about  size  and  structure,"  insists 
Smith. 

With  worldwide  sales  of  $1.4  bil- 
lion and  18,500  employees,  Chicago- 


based  Grant  Thornton  pales  beside] 
the  $18  billion,  163,000-employee 
behemoth  that  would  be  created  if 
the  merger  of  Ernst  &  Young  with 
KPMG  Peat  Marwick  were  to  go 
through.  But  Smith  remains  con- 
vinced  that  fallout  from 
■■^jlRlK^^B  such  mega  mergers — 
SwHWRMSHI  including  conflicts  betwee 
mmmmMmtmmm  par{ners  wn0  specialize  in 

consulting  and  those  who  concen- 
trate on  auditing — will  free  up  pier 
ty  of  business  for  the  smaller  fry. 
"I'm  already  getting  calls  from  pari 
ners  and  staff"  uncomfortable  with 
their  suddenly  expanded  organiza- 
tions, Smith  says.  The  industry  will 
be  watching  closely  to  see  which 
vision — Smith's,  or  the  big-is-bett( 
approach — wins  out  in  the  long  rur 
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IT  S  PAINFULLY  SLOW, 
LEAVES  A  SLIPPERY  TRAIL 
AND  HIDES  UNDER  A 
TOUGH  SHELL. 

MEET  THE  MOST 
COMMON  SPECIES  OF 
BUSINESS  SOFTWARE 
COMPANY. 


(Dillius  Dallius  Implementus) 


irst  glance,  all  software  companies  look 
lly  nimble.  Then  the  implementation 
:  on.  Or  their  technology  trails.  And  you 
:e  what  kind  of  species  you're  really 
ng  with.  At  Lawson  Software, 
ing  our  customers  on  the  leading  edge 
chnology  is  one  of  our  biggest  strengths, 
innovative  business  management  systems  are 
irst  to  utilize  web  technology,  enabling 
customers  to  share  information  more 
y  and  cost  effectively.  And  Lawson  is 
irst  to  offer  Self-Evident  Applications,'11 
w  generation  of  enterprise  software  that 

'>a| 

tically  eliminates  training  costs.  At  the 


same  time,  we're  known  for  having  one 
of  the  shortest  client/server  implemen- 
tations in  the  software  industry.  How 
are  we  able  to  do  it?  By  designing 
our  financials,  human  resources, 
procurement  and  supply  chain  process 
suites  to  be  open  to  all  major  technologies,  we're 
able  to  make  complex  installations  faster 
and  easier.  And  we  can  offer  our  customers  the 
flexibility  to  move  to  the  next  database, 
user  interface,  network  or  hardware  platform 
that  comes  along.  For  a  whole  new  species 
of  software  company,  visit  Lawson  Software  at 
www.lawson.com/smide  or  call  1-800-477-1357. 


A  D  I  N  G    EDGE    TECHNOLOGY    WITHOUT    THE  ATTITUDE 


awson  Software 


LAWSON 

Software 


SERVICES 


SPORTS 


N 


8 


OUTPUT 


EMPLOYMENT 


PRODUCTIVITY 


97  AND  '98  AKF  fSHMATLS 


DATA  STANDARD  8  POOR'S  DRI 


POSITIVES 

►  Two  months  before  the 
Super  Bowl,  NBC  sells  out 
all  ad  spots — at  a  record 
$1.3  million  per  spot 

►  Major  League  Baseball 
attendance  is  at  near- 
record  levels  as  two  new 
tea  ms  join  the  roster 


NEGATIVES 

►  NBA  owners  are 
ejected  to  reopen 
collective  bargainingl 
raising  th  e  possibility 
lockout  or  players'  st\ 

►  Baseball  owners 
continue  to  bid  up  /;/<] 
salaries 


It's  common  knowledge  that  sports  is  big  business  and  has  b< 
for  years.  More  surprising,  perhaps,  is  that,  unlike  most  otj 
industries,  it  seems  impervious  to  the  usual  business  pressui 


Despite  hand-wringing  by  team  owners  over  high  salaries  and 
other  operating  costs,  1997  was  another  year  of  intense  fan  in- 
terest and  mostly  higher  revenues  for  the  big  four  profes- 
sional sports  leagues.  And  1998  looks  as  good,  maybe  better. 
Baseball  is  rebounding.  Hockey  is  set  for  more  expansion. 
Basketball  is  a  few  billion  dollars  richer  after  closing  a  stun- 
ning new  tv  deal.  And  football  is  close  to  an  extremely  lu- 
crative TV  contract.  The  only  storm  cloud:  Labor  unrest  in  the 
National  Basketball  Assn.  could  imperil  the  1998-99  season. 

For  the  most  part,  it  seems  owning  a  pro  sports  franchise 
is  a  license  to  print  money.  The  National  Football  League,  for 
example,  is  expected  to  strike  a  four-year  deal  before  the 
Super  Bowl  worth  $7  billion  or  more,  a  hefty  hike  from  the 
$4.4  billion  contract  that  expires  at  the  end  of  this  season.  It's 
notable  that  the  networks  are  willing  to 
pay  more  for  football  despite  slipping  rat- 
ings and  franchise  shifts  that  have  left 
major  markets — Houston,  Cleveland,  and 
Los  Angeles — without  home  teams.  "In 
the  final  analysis,  you  want  it  because 
you  don't  want  your  competitors  to  have 
it,"  says  former  cess  Sports  President 
Neal  Pilson,  now  a  tv  consultant. 
hard  bargain.  Television  may  provide 
critical  leverage  for  the  NBA  if,  as  ex- 
pected, the  league  chooses  to  reopen  col- 
lective-bargaining talks  with  the  players' 
union.  The  new  four-year  deal  with  NBC 
and  Turner  Sports  pays  the  NBA  $2.65 
billion,  twice  the  old  agreement's  value.  A 
contract  provision  also  guarantees  the 
league  its  initial  payment  even  if  a  lock- 
out or  strike  cancels  some  or  all  games. 

The  pay  negotiations  promise  to  be  ar- 
duous, nba  officials  assert  that  13  of  the 
league's  29  teams  lost  money  last  year 
and  cite  rising  player  salaries  as  the  chief 
culprit.  But  it  may  be  their  own  fault — a 
salary  cap  intended  to  slow  the  growth  of 
team  payrolls  has  been  largely  ineffec- 
tive. This  year,  because  of  a  variety  of 
loopholes,  at  least  20  teams  will  exceed 
the  salary  limit  of  $26.9  million. 


Major  league  baseball,  which  has  had  more  than  its  I 
of  problems,  is  climbing  back.  Attendance  last  season  wl 
second-highest  ever.  The  commissioner's  job,  vacant  fq 
years,  should  be  filled  by  mid-February.  And  expansior 
chises  in  Phoenix  and  St.  Petersburg  are  poised  for  al 
start.  St.  Pete's  team,  the  Tampa  Bay  Devil  Rays,  has  al 
sold  2  million  tickets  for  1998.  Seats  for  its  opener  | 
snapped  up  in  a  scant  17  minutes. 

Hockey,  the  smallest  of  the  pros,  is  also  gaining 
The  National  Hockey  League  intends  to  add  four  more 
by  2000,  including  the  Columbus  (Ohio)  Blue  Jacket 
the  Nashville  Predators.  Hockey  in  Nashville?  Rest  as| 
If  they  play  it,  fans  will  come. 

By  Mark  Hyman  in  Bait 


NAGANO,  HERE  WE  COME 


It's  showdown  time 
for  U.S.  figure-skating 
stars  Tara  Lipinski  and 
Michelle  Kwan.  They're 
the  odds-on  favorites 
to  glide  away  with  gold 
medals  at  the  1998 
Winter  Games,  begin- 
ning in  February  in  Nagano,  Japan. 
Which  is  good  news  for  CBS,  the  net 
work  broadcasting  the  games,  and 
the  many  U.S.  advertisers  and  back- 
ers hoping  for  lots  of  inter- 
est from  the  folks  at  home. 

But  figure  skating,  which 
traditionally  wins  the  high- 
est ratings,  will  hardly  be  the  only 
event  of  interest  to  American  fans. 
National  Hockey  League  players  will 
make  their  Olympic  debut:  Six  teams 


FOCUS 

WINTER  OLYMPICS 


boast  players  with 
time  logged  on  NHl 
All-Star  teams.  Thel 
Olympics  will  featul 
first-time  competitil 
in  such  viewer-frieij 
ly  sports  as  women) 
ice  hockey,  men's 
curling,  and  men's  and  women's 
snowboarding. 

But  the  events  aren't  the  only 
potential  source  of  drama.  Naganc 
the  southernmost  venue 
any  Winter  Olympics  gam| 
in  history,  and  the  averaf 
temperature  in  February  i] 
32F.  That,  and  the  potential  warm] 
effects  from  El  Nino,  has  organize) 
praying:  "Let  it  snow,  let  it  snow, 
it  snow." 
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s  okay.  It  happens  to  everyone,  That's  why  networkMCI 
erencing®  offers  audio  playback  and  written  transcripts, 
u  won't  have  to  worry  about  missing  a  single  word. 

7e  also  offer  language  translation.  Meeting  Managers.  Even 
roadcasts  to  alert  participants  that  a  call  is  coming. 

.nd  you  don't  have  to  be  an  MCI  long  distance  customer 
rthese  services. 

lello?  Hello?  Are  you  paying  attention?  For  more  infor- 
)n,  visit  www.mci.com.  To  learn  about  our  special  offers, 
-800-475-3555. 


Is  this  a  great  time,  or  what? 


Certified  P  re- Owned  Lexus 


SOME  PREFER  TO  THINK  OF  IT 
AS  PREVIOUSLY  UNATTAINABLE. 


In  this  case,  previously  owned  means  that  the  previous  owner  has  already  taken  care  of  the 
depreciation  for  you.  Leaving  you  with  an  extravagantly  luxurious  car  that  is  surprisingly 
affordable.  Only  a  Certified  Pre-Owned  Lexus  can  offer  you  a  Customer  Care  Package 
including  a  rigorous  128-point  inspection  and  a  six-year 17 0,000-mile  limited  warranty  (from 
original  date  of  purchase);  which  you  may  never  need.  In  addition,  J.D.  Power  and  Associates 
ranked  Lexus  the  #/  nameplate  for  Vehicle  Dependability*"  for  the  third  year  in  a  row.  To 
learn  more  about  attaining  yours,  see  your  Lexus  dealer. 


(  1 ) 

CERTIFIED 

Pre-Otvned 

It's  the  only  place  you'll  find  a  Certified  Pre-Owned  Lexus,     only  at  your  lexus  dealer 


  www. lex  11  srpo.com     —  -     -    —  

©1997  faxus,  A  Division  I'/  Toyota  Motor  Sales,  tl.S.A..  Inc.  Lexus  reminds  you  In  wear  \eathrlt\,  secure  children  in  rear  •.rut  and  obey  all  sjieed  laics. 
'See  yourpartit  t f»il i I  exus  ilenler  for  i  orn/ilele  detnth  on  the  l.cius  terrified  I're  tin  ned  Customer  Cure  I'm  ka^e  iniluiltnp  limited  warranty.  '*J.D.  Power  and  Associates  1997  Vehicle  Dependability 
Stud, '"../  1992  model  yeur  vehicles  ul  /»,  years  of  ownership.  Study  based  on  a  total  of 20,955  consumer  respnnsrs.  Award  hmed  on  KSdOt).  LS  400  and  SC 300/400. 


curities 


INDUSTRY  OUTLOOK  1998 


FINANCE 


Banking 


128 


The  days  of  easy  money  are 
numbered  as  unstable  foreign 
exchanges  bring  on  the  jitters 


surance 


[31 


Insurers  facing  low  margins 
and  greater  competition  must 
adapt  to  a  changing  market 


132 


The  Asian  meltdown  plus  th  e 
bills  from  this  year's  mergers 
add  up  to  a  pessimistic  view 


Real  Estate  &  Construction 


134 


The  healthy  economy  paves 
the  way  for  a  smooth  ride  in 
a  traditionally  bumpy  sector 
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FINANCE 


SECURITIES 


O 


N 
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OUTPUT 


EXCLUDES  CREDIT  AGENCIES 
EMPLOYMENT 


PRODUCTIVITY 


89.3 


'97  AND  '98  ARE  ESTIMATES 


DATA  STANDARD  &  POOR'S  DRI 


POSITIVES 

►  A  healthy  economy 
means  con  tinued  good 
times  for  the  industry 

►  Consolidation  is  leaving 
more  market  share  for  the 
survivors 

►  Low  interest  rates  could 
keep  market  up 


NEGATIVES 

►  The  severe  downtm. 
Asia  could  cramp 
expansion  plans  [ 

►  Commercial  banks, 
aggressively  pursuit 
investment  banking, 

►  Lower  corporate  p_ 
could  hurt  the  stock  lie 


Last  year  was  fabulous  for  the  securities  industry.  Pnt 
income  reached  an  estimated  $12  billion,  besting  19| 
record  of  $11.3  billion,  according  to  the  Securities  Industry  As 


But  don't  assume  that  1998  will  reach  the  same  heady  levels. 

For  one  thing,  the  U.  S.  economy  may  not  be  as  coopera- 
tive. True,  interest  rates  are  expected  to  stay  low,  which 
would  help  the  stock  market.  The  30-year  Treasury  bond 
will  end  1998  at  6.02%,  up  only  slightly  'from  about  5.90%  at 
yearend  1997,  estimates  Standard  &  Poor's  DRI.  But  a  slow- 
down in  corporate  profits  is  expected,  which  could  put  a 
damper  on  the  stock  market.  The  growth  in  earnings  per 
share  of  the  Standard  &  Poor's  500-stock  index  is  expected  to 
fall  from  a  9.13%  gain  in  1997  to  a  3.12%  gain  in  1998,  esti- 
mates Standard  &  Poor's  dri. 

It  will  also  be  tough  for  brokerage  stocks  to  continue  their 
breathless  climb.  In  1997  through  mid-December,  a  group  of  28 
brokerage  stock  prices  were  up  an  average  of  77%,  says  Fi- 
nancial Service  Analytics,  on  top  of  a  45% 
gain  in  1996.  Merrill  Lynch  &  Co.  alone 
was  up  79%.  Yet  former  Wall  Street  dar- 
ling E*Trade  Group  fell  from  $40  in  Sep- 
tember to  $20  in  mid-December. 
WEAKNESSES.  There  were  other  signs  of 
more  fragile  market  conditions.  Equity 
and  debt  underwriting  and  mergers  and 
acquisitions  volume  all  set  records  in 
1997.  But  post-October,  there  have  been 
weaknesses.  The  stock  market  has  been 
very  volatile,  emerging  market  securi- 
ties have  been  hammered,  and  technolo- 
gy stocks  have  melted  down.  The  initial 
public  offering  market  is  "starting  to  see 
some  deterioration  in  pricing,"  says 
Richard  J.  Peterson,  analyst  with  Secu- 
rities Data  Co.  The  darkest  cloud  is  the 
turmoil  in  Asia.  While  only  about  10%  of 
the  big  securities  firms'  earnings  come 
from  the  Pacific,  it  was  considered  an 
important  growth  area. 

Not  everyone  agrees  that  the  party 
is  ending.  David  S.  Pottruck,  the  new 
co-chief  executive  of  Charles  Schwab  & 
Co.,  says  the  San  Francisco  firm  has  no 
plans  to  slow  its  aggressive  growth.  It's 
scrambling  to  keep  up  with  record  in- 
creases in  revenues,  assets,  online  ac- 


counts, and  payroll:  Some  3,000  of  its  11,000  employees 
hired  in  1997.  Demand  is  so  strong  that  Schwab  givs; 
ployees  cash  bonuses  and  trips  to  Hawaii  for  referrals.  T 
people  who  say  next  year  can't  be  as  good  as  last  yearn 
left  behind,"  says  Pottruck. 

Consolidation,  1997s  biggest  trend,  is  expected  to  comai 
1998.  Banks  are  still  on  the  prowl  and  more  potential  tie 
candidates  remain,  from  Lehman  Brothers  to  PaineWejf 
Legg  Mason.  The  coming  year  will  also  be  the  big  ts1 
many  1997  acquisitions.  With  many  employees'  golden  ted 
coming  off,  banks  may  decide  to  let  some  high-pricedti 
walk.  Those  1997  bonuses  may  have  to  last  through  193 

By  Leah  Nathans  Spiro  in  New  York,  with  Linda 
stein  in  San  Francisco 


MERRILL:  R  RASHER,  RIGGER,  RICHEl 


FOCUS 


MERRILL  LYNCH 


Merrill  Lynch  &  Co.  had  a  stellar 
1997.  It  was  the  first  brokerage  firm 
to  have  more  than  $1  trillion  in  cus- 
tomer assets.  It  shelled  out 
$5.3  billion  to  buy  Mercury 
Asset  Management.  And 
competitors  tried  to  become 
more  like  Merrill:  Morgan  Stanley  & 
Co.  merged  with  Dean  Witter,  Discov- 
er &  Co.,  and  Travelers  Group  bought 
Salomon  Inc.  Says  Financial  Service 
Analytics  analyst  Michael 
Flanagan:  "Merrill  has 
caused  the  rest  of  the 
industry  to  play  catch-up." 

In  1998,  the  going  might 
get  tougher.  Merrill  Chief 
Executive  Officer  David  H. 
Komansky  must  absorb  the 
Mercury  acquisition  and  the  d.h.  komansky 


huge  goodwill  hit  from  paying  tor 
dollar  for  it.  "Merrill  has  shot  its 
wad"  on  acquisitions,  says  anothr 
industry  analyst.  Yet  if 
Hambrecht  &  Quist  goes* 
$1  billion  or  less,  Merril 


could  still  snag  the  invej- 
ment  bank. 

Merrill  also  has  to  maintain  m»e 
than  16  offices  in  Asia  and  the 
Pacific  Rim,  where  it  has  distin- 
guished itself  by  spendi 
heavily  to  build  a  local 
presence.  In  September, 
even  opened  an  office  inUi 
Papua  New  Guinea  capitl 
of  Port  Moresby.  But  the 
current  turmoil  in  Asia  rj 
force  Merrill  Lynch  to 
retrench. 
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Want  to  know  how  to  distance  yourself  from  your  competitors? 

Get  closer  to  your  customers. 


simple.  Give  customers  what  they  want  when 
want  it  and  they'll  keep  giving  you  their  business, 
hard  part  is  how.  The  answer?  Integrate  your 
:  and  data  systems  with  an  exciting  technology 
d  computer  telephony  integration  or  CTI.  CTI 
i  your  employees  real-time  access  to  valuable 
)mcr  data.  So  everv  time  a  customer  calls-  via 


phone,  fax,  e-mail  or  even  the  Internet-  you  can  give 
them  answers  instantly.  And  enjoy  a  chance  to  get 
that  much  closer.  As  the  world's  second  largest 
computer  maker,  we've  been  integrating  systems  for 
decades.  And  we  can  help  you.  To  learn  more, 
call  1-888-FBCS-CTI  for  a  free  white  paper. 
Or  download  a  copy  at  www.fbcs.fujitsu.com. 


FUJITSU 

COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


1997  Fujitsu  All  rights  reserved 


GENTLEMEN,  START 
YOUR  FOLLICLES. 


New  Formula 

Regrows  More  Hair 

Results  May  Occur 
at  2  Months 


THE  NEW  ROGAINE 

ORE  HAIR 

fH  ORIGINAL  ROGAINE  OR  ANYTHING  ELS 


And  to  get  you  started  right,  there's  the  Rogaine  Starter  Kit.  You  get  more  than 
just  Rogaine  Extra  Strength  for  Men.  You  get  the  "Getting  Started"  video  with 
Coach  Mike  Holmgren,  and  Progaine '  Shampoo  to  care  for  thinning  hair. 
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OUTPUT 

HI!  LIONS  III 
'97  DOLLARS 


EMPLOYMENT 

MILLIONS  OF  WORKERS 


PRODUCTIVITY 

THOUSANDS  OF  97  DOLLARS 
PER  EMPLOYEE 


397.8 


2.39 


m 

2.41 


157.0 


165.1 


'97  AND  98  ARF  ESTIMATES 


DATA  STANDARD  &  POOR'S  DRI 


POSITIVES 

►  Consumers'  concerns 
about  savings  and 
retirement  should  provide 
an  opening  for  savvy 
insurance  marketers 

►  Ongoing  consolidation 
will  improve  the  industry's 
efficiency 


NEGATIVES 

►  Life  and  property- 
casualty  insurers  will 
focus  more  on  ways  to  sell 
their  products  ra  ther  than 
on  creating  new  ones 

►  Competition  from  banks 
and  financial  outfits  will 
cut  life  insurers' profits 


surers  will  have  to  keep  coping  with  a  changing  market  in 
)98.  There  are  a  few  safe  harbors,  such  as  auto  insurance  and 
ncial  services.  But  for  the  most  part,  the  industry  will  be 


by  increased  competition,  lower  margins,  and  con- 
consolidation. 

erty-casualty  insurers  will  see  lackluster  growth, 
s  at  A.M.  Best  Co.  estimate  that  pretax  operating  in- 
ill  drop  to  $26.3  billion  in  1998  from  a  particularly 
6.5  billion  in  1997,  when  the  industry  enjoyed  low 
and  a  strong  stock  market.  Premiums,  which  rose 
1997,  should  see  a  gain  of  3.5%  this  year,  according 
fnsurance  Information  Institute's  survey  of  industry 
s. 

riomeowners'  side  of  the  business  has  also  been  weak, 

urers  are  likely  to  continue  putting  limits  on  home- 
policies.  Auto  insurance  has  done  better,  led  by  Pro- 

;  Insurance  Groups,  but  even  the  growth  in  car  premi- 

I  decelerate  in  1998. 

■ers  will  have  a  lot  of  new  oppor- 
though,  as  product  demand  shifts. 

risurance,  for  instance,  "buyers  are 

rried  about  dying  and  more  con- 
about  outliving  their  assets,"  says 
L.  Sawyer,  national  director  for 

:e  consulting  at  Deloitte  &  louche. 

und?  That  means  a  growing  de- 

>r  financial  management  services. 

allenge  for  traditional  insurers, 

r,  is  that  mutual  funds  and  banks 

er  financial  management  services 

id  to  be  more  flexible  about  cre- 

jw  products  than  are  slow-chang- 

irers.  Chief  executives  of  life  in- 

1  companies  polled  by  consultants 

last-Towers  Perrin  think  that 

g  customer  demand  is  one  of  the 

itegic  issues  they  face,  but  fewer 

%  feel  well-prepared  to  address  it. 

ructuring  to  appeal  to  more  so- 

ted  consumers  will  not  be  an  easy 

-  tradition-bound  insurers.  "Man- 
its  are  getting  the  message  that 

lance  is  going  to  be  challenging 

:  way  we  did  business  years  ago 

ut  it  in  the  future,"  acknowledges 
Smith,  CEO  of  Hartford  Life  In- 


surance Co.,  previously  a  part  of  itt  Hartford  Group  Inc. 

To  prepare,  insurers  are  streamlining,  but  John  T.  Sin- 
nott,  a  vice-chairman  at  J&H  Marsh  &  McLennan  Inc.,  warns 
that  "there's  still  a  lot  of  surplus."  And  while  the  number  of 
mergers  and  acquisitions  has  slowed  after  a  few  years  of 
frenetic  activity,  the  average  size  of  deals  has  increased — and 
will  continue  to  grow,  according  to  a  report  by  Donaldson, 
Lufkin  &  Jenrette  Inc. 

To  cope  with  increasing  competition,  insurers  have  several 
options,  says  Deloitte  &  Touche's  Sawyer.  The  survivors  will 
have  to  become  more  global,  move  into  new  business  lines,  or 
develop  strong  niche  markets.  But  to  date,  few  U.  S.  players 
have  been  able  to  do  any  of  those.  Watch  for  more  turbulence. 

By  Susan  Jackson  in  Hartford 


REINSURERS  NEED  REASSURANCE 


On  the  surface,  1997  looked  like  a 
great  year  for  reinsurers.  There  were 
no  big  natural  disasters,  which  in 
past  years  have  accounted  for  a  big 
chunk  of  payouts.  The  industry  sur- 
plus rose  about  20%  in  the  second 
half  of  the  year,  to  about 
$30.5  billion. 

And  yet  the  sector  contin-  ■■Wi'HWlffl 
ues  to  consolidate,  pricing  ^mummtMi 
hasn't  improved  (and  probably  won't 
for  at  least  a  year),  and  internation- 
al companies  are  gaining  market 
dominance. 

The  latest  acquisition  occurred  in 
November,  when  the  U.S.  branch  of 
Japan's  Tokio  Marine  &  Fire  Insur- 
ance Co.  agreed  to  buy  the  outstand- 
ing common  stock  of  the  Mercantile 
&  General  Reinsurance  Co.  of  New 


York.  And  the  buying  binge  isn't  over 
yet,  says  Franklin  W.  Nutter,  director 
of  the  Reinsurance  Assn.  That's 
because  smaller  companies  will  find 
that  a  softer  market  and  increased 
pressure  from  bond  raters  will  tempt 
them  to  sell  their  reinsur- 
ance businesses. 

"I've  seen  the  future  and 
it  is  more  of  the  same," 
Nutter  says.  He  says  that  premiums, 
which  appeared  to  be  on  the 
upswing  in  1997,  were  actually  pret- 
ty flat.  The  reason  the  preliminary 
signs  were  misleading?  More 
companies  have  been  added  to  the 
statistical  pool,  increasing  the  pool 
of  premiums.  The  paper  gains  have 
turned  out  to  be  a  paper 
tiger. 
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products 

►  More  prudent  lending 
should  boost  asset  quality 

►  Loan  portfolios  are 
diversified  so  they  are  less 
risky 


instruments  bode  ill} 
strong  earnings  grou 
►  Bank  customers  h( 
involved  in  Southeas 
could  have  trouble 
repaying  bank  loans 


The  shock  waves  of  the  Asian  currency  crisis  are  reverberat 
through  some  of  the  biggest  U.S.  banks  this  year.  The  downturn 
Asia  comes  at  a  time  when  banks  are  already  struggling  witl 


frenzy  of  high-cost  mergers  and  acquisitions,  a  slowdown  in 
commercial  loans,  and  flat  yields  on  long-term  loans.  James 
Schmidt,  a  portfolio  manager  at  John  Hancock  Funds  in  Boston, 
expects  commercial  loan  growth  to  slow  from  9%  to  10%  this 
year  to  7%  to  8%  in  1998,  taking  bank  earnings  down  with  it. 
"Earnings  per  share  growth  was  about  12%  in  1997,  and  we're 
expecting  10%  growth"  in  1998,  Schmidt  says. 

In  addition,  those  with  significant  exposure  in  Asia  are  like- 
ly to  be  adversely  affected  in  two  areas:  potential  loan  losses, 
and  business  drying  up  in  such  areas  as  trading  and  invest- 
ment banking.  Citibank  is  most  at  risk,  with  23%  of  operating 
income  derived  from  Asian  markets,  followed  by  Bank  of 
America  at  8%  and  Chase  Manhattan  at  6%. 

Beyond  the  global  banks,  however,  the  nation's  thousands 
of  small  lending  institutions  have  little 
exposure  in  the  Far  East.  But  that 
doesn't  mean  the  approximately  9,500 
commercial  U.  S.  banks  are  on  Easy 
Street.  They  all  have  to  cope  with  a  wor- 
risome trend:  the  narrowing  gap  between 
the  short-teim  interest  rates  they  borrow 
on  and  the  long-term  rates  they  lend  at. 
This  flattening  yield  curve  means  it  will 
be  that  much  tougher  to  make  money 
on  loans,  which  are  already  dropping  in 
volume. 

It's  doubtful  that  the  threat  to  profits 
will  stop  the  merger  mania  that  over- 
took the  industry  in  1997.  "We're  get- 
ting into  the  nosebleed  temtory  for  what 
people  are  willing  to  pay  for  these 
banks,"  says  Mark  Strome  of  Strome 
Susskind  &  Co.,  a  hedge  fund  based  in 
Santa  Monica,  Calif. 

Some  analysts  are  beginning  to  ques- 
tion whether  the  megadeals  of  1997  will 
be  able  to  deliver  their  promised  effi- 
ciencies and  cost  savings  through  closing 
branches  and  firing  people.  "We're  seeing 
premiums  paid  by  institutions  that  ap- 
pear to  be  absolutely  beyond  any  histor- 
ical measurement,"  says  financial  sendees 
money  manager  Robert  Desmond  of  Mil- 


waukee's Heartland  Advisers  Inc.  He  gives  as  an  examp] 
$16.6  billion  First  Union  Corp.  shelled  out  for  CoreStati 
nancial  Corp.  last  year,  five  times  its  book  value. 

The  bill  for  those  expensive  purchases  will  come 
1998,  when  banks  will  be  unable  to  hit  their  earnings 
fives,  says  Donaldson,  Lufkin  &  Jenrette  Inc.  analyst 
K.  Brown.  He  points  to  NationsBank  Corp.'s  purch 
Barnett  Banks  Inc.  for  $14.5  billion  in  1997.  "Nations  s| 
will  shut  down  half  their  branches,  fire  half  their  pi 
change  all  the  names  of  branches,  and  on  top  of  thf 
crease  their  growth  rate.  There's  no  way,  no  how  this  is 
to  happen,"  says  Brown.  Expect  to  hear  a  lot  more 
pessimism  in  1998. 

By  Debra  Sparks  in  New 


FIRST  UNION'S  BANK  OF  THE  FUTURE 


One  reason  bankers  always  give 
for  buying  more  banks  is  the  cost- 
cutting  that  will  follow  these 
megadeals.  But  one  budget 
that  seems  to  remain  sacro 
sanct  is  technology.  The 
future  of  banking  depends 
on  selling  more  products  through 
automated  tellers  and  the  Internet. 
Even  more  crucial,  technology  will  be 
key  to  how  banks  differentiate  them- 
selves to  customers. 

Austin  A.  Adams,  execu- 
tive vice-president  of  First 
Union  Corp.  in  Charlotte, 
N.  C,  oversees  the  bank's 
technology  division  and  is 
busily  working  on  First 
Union's  bank  of  the  future. 
The  most  visible  change,  he 


TECHNOLOGY 


AUSTIN  ADAMS 


says,  is  the  number  of  channels 
through  which  customers  can  condui 
business.  That  doesn't  just  mean  mc 
automated  teller  machines 
•  it  means  ATMs  that  can  ca: 
checks  to  the  penny  or  giveW 
account  information. 
First  Union  has  also  developed  i 
state-of-the-art  call-in  center 
named  the  Einstein  project.  When  j J 
customer  dials  in,  operators  can 
instantly  pull  up  a  cus- 
tomized profile  containing 
everything  from  saving 
plans  to  mortgage  pay- 
ments to  First  Union  broki 
age  accounts.  First  Union 
might  well  ask:  With  tech 
nology  like  this,  who  need 
tellers? 
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EC  multimedia  links  the  world. 

Multimedia  means  more  today  than  ever  before.  It  means  a  12-year-old  in  New  Zealand  can  answer  a 
uestion  asked  by  a  teacher  in  Florida.  And  it  means  a  scientist  studying  tornadoes  in  Oklahoma  can  rapidly 
alculate  data  as  a  funnel  cloud  approaches. 

Whether  you're  right  next  door  or  halfway  around  the  world,  NEC  provides  the  multimedia  tools  you 
eed  to  stay  connected.  Tools  like  wireless  technologies,  and  powerful  memory  chips  that  allow  you  to  process 
iformation  faster.  As  well  as  imaging  products  and  international  satellite  systems  that  enable  people  on  opposite 
nds  of  the  earth  to  work  face-to-face. 

You  see,  NEC  has  a  simple  philosophy  about  multimedia.  We  believe  that  by 
ringing  different  technologies  together,  we  do  something  even  more  important.  Bring 
eople  together. 

For  more  information,  call  1-800-338-9549  or  visit  us  at  www.nec.com. 

©  1997  NEC  USA,  Inc. 
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►  Low  interest  rates  and 
strong  consumer 
confidence  are  fueling 
home  buying 

►  Big  employment  gains 
are  driving  do  wn  office 
vacancy  rates  in  the 
suburbs  a  nd  downtowns 
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►  Shifting  trends  in  I 
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space 

►  Apartments  are 
overabundan  t,  especi\ 
in  Hit  Sunbelt 


Folks  in  the  real  estate  trade  aren't  accustomed  to  gentle  bi| 
ness  swings.  Construction,  sales,  and  leasing  all  tend  to 
subject  to  stomach-lurching  fluctuations  in  demand.  But  if  13 


lives  up  to  forecasts,  real  estate  pros  could  start  getting 
used  to  an  easy  ride. 

Sales  of  existing  single-family  homes,  likely  to  hit  a  record 
4.19  million  in  1997,  will  settle  to  4.11  million  in  1998,  projects 
the  National  Association  of  Realtors.  New  home  construction, 
off  slightly  at  1.46  million  units  in  1997,  will  slip  again,  to  1.39 
million,  according  to  the  National  Association  of  Home 
Builders.  That's  a  4.8%  drop — but  "modest"  compared  with 
past  swings,  says  David  Seiders,  the  association's  chief 
economist. 

Commercial  real  estate,  too,  is  enjoying  unusual  stability. 
Industrial  space,  warehouses,  and  offices  are  "in  equilibrium, 
with  vacancy  rates  approaching  10% — just  about  where  rents 
will  remain  stable,"  says  Michael  L.  Evans,  national  director 
for  e&y  Kenneth  Leventhal  Real  Estate 
Group.  Even  where  property  values  are 
soaring,  analysts  say  new  forms  of  fi- 
nance should  induce  discipline  and  pre- 
vent the  overbuilding  that  has  triggered 
real  estate  busts. 

This  placid  picture  is  the  result  of  the 
healthy  economy.  Potential  home  buyers 
enjoy  a  triple  play:  Confidence  boosted  by 
strong  hiring,  investment  gains  fueled 
by  the  stock  market,  and  mortgage  rates 
close  to  7%  for  30-year  fixed-rate  loans. 
"When  a  consumer  has  no  reservations 
about  what  the  economy  will  do,  he  be- 
comes a  home  buyer,"  says  Realtors' 
economist  Jason  S.  Altman.  Even  with 
the  turmoil  in  Asia,  this  "sense  of  eco- 
nomic well-being"  should  last  through 
1998,  Altman  says.  Trade-up  homes  and 
second  houses  should  benefit  as  the  me- 
dian house  price  climbs  6.2%. 
GO  DOWNTOWN.  The  most  lucrative  mar- 
kets for  office  developers  will  be  "down- 
towns where  constmction  of  new  space  is 
limited,  either  by  geography  or  zoning," 
says  Matthew  Banks,  the  ceo  of  New 
York-based  real  estate  advisers  ERE- 
Yarmouth.  Seattle,  New  York,  and  Chica- 
go join  San  Francisco  and  Boston  as  good 


investments,  according  to  an  ere- Yarmouth  investor  su] 
Across  the  countiy,  office  construction  is  picking  upl 
McGraw-Hill  Companies'  F.  W.  Dodge  Div.  predicts  devel 
will  start  work  on  190  million  square  feet  of  office  spa 
1998,  a  10%  gain  from  1997  and  the  highest  activity! 
since  1989.  Developers  who  once  refused  to  break  groun 
less  a  new  building  was  already  leased  are  starting  to| 
speculative  properties,  says  John  S.  Renard,  Western 
president  for  real  estate  managers  Cushman  &  Wakefi| 

One  sector  that  might  hit  choppy  waters  is  retail, 
building  and  changes  in  shopping  habits  have  left  a  spacJ 
at  many  malls.  Otherwise,  1998  looks  to  be  a  year  of  uij 
monly  smooth  sailing. 

By  Mike  McNamee  in  Washil 


PITTING  A  BRAKE  ON  BUILDERS 


It  was  shaping  up  as  a  classic 
real  estate  boom.  Dallas  developers 
took  out  permits  to  build  24,000 
apartments  in  1996 — in  a  market 
that  absorbs  only  16,000  new  units 
a  year.  Typically,  builders  who  see 
such  overbuilding  ahead 
race  even  faster  to  finish 
their  own  projects.  But  this 
time,  investors  put  on  the 
brakes:  Shares  of  real  estate  invest- 
ment trusts  (REITs)  active  in  Dallas 
tumbled,  and  money  for  new  con- 
struction dried  up.  "It  was  the  first 
time  I've  seen  the  market  come  to 
the  brink — and  then  step  back," 
marvels  Frederick  S.  Carr,  a  principal 
at  Boston  real  estate  analysts 
Penobscot  Group. 

Credit  the  REITs.  These  invest- 


ment vehicles  own  only  8.3%  of 
commercial  real  estate  but  are  gro 
ing  fast.  The  100  largest  REITs  ha 
doubled  in  size  since  1994,  accord 
ing  to  Standard  &  Poor's.  They're 
attracting  analysts  along  with  cap 
tal,  opening  up  real  estat 
financing  to  Wall  Street 
scrutiny.  Such  market  dis 
pline  could  head  off  over- 
building. 

The  test  may  come  in  early  199S 
when  rising  office-building  prices 
will  make  new  construction  more 
attractive.  "We'll  see  whether  Wall 
Street's  macro  focus  can  overcome 
developers'  attitude  that  'my  proje 
is  special,'"  says  Carr.  Real  estate 
cycles  won't  end,  but  Wall  Street 
may  be  able  to  cushion  the  swings 
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24  Hr.  Hotline  800-367-3881 


Franchising 


Franchise 

your  business! 

Call  for  information  about 
"Franchise  Your  Business"  seminars, 
or  Information  on  franchising. 

Frcincorp* 

Specialists  In  Franchise  Development  BW 

1 -SOP-FRANCHISE  (1-800-372-6244)^ 


WINDOW  OF  OPPORT 


We  are  the  largest  publishers  ol 
designed  media  for  Realtors  tht 
the  USA.  Our  publication  is  so 
they  must  have.  High  Income  I 
•  Low  Overhead  •  Heavy  Ob 
Factor  •  No  Royalties  •  Verj 
Return  On  Investment  •  Strong 
System  Investment  required 
includes  inventory  necessary 
Call  (OPI) 


1-800-984-9J 


- 


♦  Make  over  HOOK  your  ist 

♦  Guaranteed  Monthly  Payo 

♦  No  Selling  ♦  Not  Multi-I 

♦  Low  Start-up  *  Proven  R 


jnet7  (888 

788- IN 


Business  Service 


Protect  your 
Intellectual  Propei 

before  you  take  the  next  st 

Secure  your  valuable  arid  origina 
business  plans,  innovations  &  crt 
For  info,  call  or  visit 

The  Intellectual  Vai 
1-888-698-2858  www.myvata 


Corporate  Gifts 


Keep  Your  ROLJ 
Watch  Runnirl 


\7 

Get  An 
Watchwinde 

SI 


The  perfect  accessory  for  IUM 
watch  owners.  No  need  to  rHf 
time,  day,  date,  etc.  Silent  ope* 
Fine  hardwood  or  leather  cu 

800-800-4431 

Shipping  and  handling  include! 
•Not  associated  with  Rolc-x  Watch,  l| 


FOR  AO  RATES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  6061  1 


iness  Services 


NESS  PLANS 


:ed  Business  Plans  For 

•  Venture  Capital 
Private  Loans 
by  Corporate  Attorney 

0-963-2453 

ill  for  quotations 


mciai  Services 


/ate  Capital 
available 


itate  Dev.,  Business 
ing,  Seed  Capital, 
'  Properties,  Credit 
s,  Equity  &  Debt 

ap  410-820-6713 


ition/lnstruction 


r  Distance  Learning 

liversity  otters  accredited  MBA;  no 
MAT  needed.  Chosen  by  Economist 
is  one  of  world's  best  MBA  programs 

JNIVERSITY  I  (800)  MBA-0707 
Distributor  I  "»  Ask  tor  ext  20 
St,  Suite  2,  El  Cernto,  CA  94530 
i  FaxBack  literature:  from  your 
phone,  call  (510)  486-8900. 


ition/lnstruction 


'  A  College 
ee  In  27  Days 

IS/  MBA/  PhD.,  etc 

raduation  ring,  transcript. 
Yes,  it's  real,  legal, 
I  and  accredited. 
tia  State  University 

■689-8647  ma™ 


rsity  Degrees 


Self  Paced  Home  Study 
lachelors  Masters  Doctors 

Business  Admin.  Public  Admin 
Admin,  Human  Resources. 
Business,  Tech  Mgmt,  Law, 
ychology.  Computer  Science 
://www. scups.edu 
:  enroll@scups.edu 
0/477-2254  (24  hrs) 
n  California  University 
rofessional  Studies 
it-BW,  Santa  Ana,  CA  92705 


Computer  Software 


http://www. 

datamining.com 


Automatically  Find 
Unexpected  Patterns  in 
Large  Databases 


Blackjack 

Win  big  in  any  casino! 

Incredible,  new,  high-tech 
PC  /  Mac  strategy  software 
absolutely  guarantees  the 
winning  advantage  with  a 
wi200%  money  back  guarantee1 
A  **  FREE  BROCHURE  ** 
w><  800-773-8S43  Ext-20 


Int'l  Marketing/Consulting 


CHINA 


Exxe  International  Inc.  China  Business  Consultants 
Establish  your  Manufacturing  Facility  or  Branch  Office 
in  China  -  U.S.  Owned  or  U.S.  /  Chinese  Joint  Venture 


Tel:  (714)  260-4920  Fax:  (714)  260-4799 

E-mail:  Exxe@aol.corn  Http://www.exxeintl.com 


Do  Business  in  Japan 

China,  Malaysia,  Hong  Kong,  Singapore 
Staples  Technology  Research 

John  Staples  Ph.D. 
713-266-8800  •  415-964-8800 


WORLDWIDE 


Count  on  us  for  your 
international  growth 

•  Global  strategic  planning  advisors 

•  Worldwide  business  development 

•  Joint  ventures  &  strategic  alliances 
Marint  Co.  714-248-2484 
E-mail:  sal@Marint.com 


Publishing  Services 


Publish  Your  Book 

7.5-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1  -800-695-9599 


Computer  Equipment 


Secure  Only  The  Computers 
You  Want  To  Keep! 


Secure-It,  Inc.  is  a  leader  in  computer  security, 
having  the  highest  quality  and  the  largest 
selection  ot  products  to  suit  your  needs.  Our 
computer  secunty  staff  is  ready  to  assist  you  in 
solving  your  problem  to  minimize  your  nsk. 


They  can  suggest  an  existing  package,  or 
assemble  a  special  package  just  for  you 
Secure  your: 

•  Notebook     •  Internal  Boards     •  CDkoms 

•  Desktops      •  Disk  Drives        •  ffc 

•  Peripherals 


For  a  FREE  consultation,  or  a  FREE  catalog.. .Call  Today! 
BOO -451 -7592  Dept.  BW 

/«%/e  Court,  (ostlongmeodowJM  0W28.Uit  Phone  4I3  525  7039  hx  4I3  52SB 
Dealer  inquiries  invited  *  Mostertord  accepted 


Travel/Cruises 


teaches  cruisers  how  to  get  the  best 
cabin,  the  best  service  -  and  the  lowest 
prices  on  cruises.  Yours  FREE.  Call: 
Park  Place  Travel 
Call  Toll  Free  (888)  278-4790 

- —      Open  7  Days/Wk  •  From  10  AM   


Investment  Services 

PROTECT 
YOUR  PROFITS! 
Here's  how.  Read  the 
Agressive  Investor 

Three  months  $55 
One  year  $195 

The  Agressive  Investor 

P.O.  Box  4011 
Ceritos,  Ca.  90703-401 1 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft  I  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales@dasher  com 


Internet  Products 


...finally,  an  Internet  Solution 
that  works  for  your  business 

>  Use  our  Product  to  Connect  Your 
Entire  Business  w/one  $19  95 
Internet  access  account  S  one  dial 
up  or  dedicated  line 

>  Increased  speed  of  Connections  for 
all  Can  work  w/  or  replace  a  Router 

>  Absolute  Secunty  with  our  built-in 
Firewall 


NetWol 


WWW  NetWofves  Com 

call  for  Free  Brochure  888-NetWolves 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

■  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes, 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


Computer  in  every  dorm  room 

■  Full  athletic  program 

Band,  Fine  Arts,  and  Aviation 
-  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 

■  www. cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


The  OUTLOOK  for  1 
has  never  been  btf 


Formerly  the  best-sellin« 
reference  U.S.  tndustr^o"^. 


For  35  years,  the  bestselling  J 
U.S.  Industrial  Outlook  was  the  I 
industry-growth  reference  of  choice 
for  economists,  business  analysts, 
and  researchers.  Now,  the  tradition 
continues  with  the  U.S.  Industry  & 
Trade  Outlook  '98. 

Coauthored  by  DRI/McGraw-Hill,  I 
Standard  &  Poor's,  and  the  U.S.  j 
Department  of  Commerce's  f 
International  Trade  Administration,  I 
the  U.S.  Industry  &  Trade  I 
Outlook  '98  builds  on  its  j 
predecessor's  annual  sector-by- 
sector  review  and  forecast  of  the  I 
U.S.  economy.  It  provides  I 
industry-specific  examinations  of  I 
international  trade,  and — even  I 
better  than  before — helps  you 
size  up  industrial  markets,  I 
identify  growth  potential,  or 
seize  the  next  investment  j 
opportunity.  I 

With  its  50  chapters  of  j 
expanded  coverage,  the  new  j 
Outlook  boasts  a  broader 
array  of  government,  j 
,  economic,  and  industry  tffl 
analysts  contributing  to  its 
profiles,  along  with  a  host  of  important 
enhancements.  All  of  which  points  to  why 
the  U.S.  Industry  &  Trade  Outlook  '98 
is  required  reading  for  every  professional.  ' 

\ !  Uvision  of  I 'h- McGraw-Hill  < .ompanies 


Indushy-by-indusfry  overview  of  u  < 

from  manutocrurinq  to  hUkTi 

™r.nq  to  h.ah-tech  to  service  industries 

650easy.te.readtaWesandcharts 
JOOs  of  inaUitry  rev,Ws/  ana,yses 

New^phrccUnapshorsofina^^^^ 
Comprehensive  d„  from  puWi(  „„,  ^  ^ 


iiM  1 1 1  III  liT ffff 


tsiness  Week  Index 


iUCTION  INDEX 


ge  from  last  week:  0.4% 
ge  from  last  year:  7.0% 


PR00UCTI0N  INDEX 


■  ■  ■  ■  i  ■  ■  i  ■  i  i  ■  

Apr.  Aug.  Dec. 

16  1997  1997  1997 

Jex  Is  a  4-week  moving  average 

luction  index  rose  during  the  week  that  ended  Dec.  13.  The 
;ed  index  increased  1%  to  129,  from  127.7  a  week  ago.  After 
adjustment,  truck  production  was  up  5.3%.  The  sizzling  full-size 
irket  spurred  General  Motors  into  producing  its  first  all-new  truck  in  a 
Output  of  autos,  electricity,  and  lumber  also  increased.  Crude  oil  and 
iduction  was  down,  as  was  coal  because  of  the  shortage  of  railcars. 

ion  index  copyright  1998  by  The  McGraw-Hill  Companies 


TNG  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%CHG 

PRICES  (12/19)  S&P  500 

946.78 

953.39 

26.4 

IATE  BOND  YIELD.  Aaa  (12/19) 

6.74%  6.84% 

-7.4 

RIAL  MATERIALS  PRICES  (12/19) 

98.8 

96.9 

-7.4 

SS  FAILURES  (12/12) 

NA 

NA 

NA 

5TATE  LOANS  (12/10)  billions 

NA 

NA 

NA 

SUPPLY,  M2  (12/8)  billions 

$4,009.8 

$4,013. 7r 

5.1 

CLAIMS.  UNEMPLOYMENT  (12/13)  thous.  320 

314 

-8.0 

:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100), 
eserve,  Labor  Dept. 

^EST  RATES 

L  FUNDS  (12/23) 

LATEST 
WEEK 

5.45% 

WEEK 
AGO 

5.56% 

YEAR 
AGO 

5.25% 

RCIAL  PAPER  (12/24)  3-month 

5.75 

5.70 

5.60 

CATES  OF  DEPOSIT  (12/24)  3  month 

5.82 

5.80 

5.44 

IORTGAGE  (12/19)  30-year 

7.26 

7.35 

7.92 

ABLE  MORTGAGE  (12/19)  one  year 

5.74 

5.85 

5.73 

12/19) 

8.50 

8,50 

8.25 

Federal  Reserve,  HSH  Associates,  Bloombe 

g  Financial 

Markets 

PRODUCTION  INDICATORS 


LATEST 
WEEK 

ft  ecu 
AGO 

VPARI  V 

%CHG 

STEEL  (12/20)  thous.  of  net  tons 

2,183 

2,158# 

9.6 

AUTOS  (12/20)  units 

130,420 

131,709r# 

5.1 

TRUCKS  (12/20)  units 

144,734 

153,604rff 

9.2 

ELECTRIC  POWER  (12/20)  millions  of  kilowatt  hrs.  66,015 

67,586# 

-1.2 

CRUDE-OIL  REFINING  (12/20)  thous.  of  bbl./day  14,928 

14,977# 

5.1 

COAL  (12/13)  thous.  of  net  tons 

21,832# 

22,482 

1.3 

LUMBER  (12/13)  millions  of  ft. 

471. 6# 

456.0 

-1.4 

RAIL  FREIGHT  (12/13)  billions  of  ton-miles 

27. 7# 

28.7 

-1.4 

Sources:  American  Iron  &  Steel  Institute,  Ward's 
Institute,  American  Petroleum  Institute,  Energy  Dept 
American  Railroads 

Automotive  Reports.  Edison  Electric 
,  WWPAi.  SFPA2,  Association  of 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (12/24)  $/troy  02. 

292.500 

287.850 

-20.7 

STEEL  SCRAP  (12/23)  #1  heavy,  $/ton 

143  50 

14  -;  50 

23.2 

COPPER  (12/19)  e/ib. 

82.4 

73.8 

-21.2 

ALUMINUM  (12/19)  c/ib 

74.3 

76.3 

2.5 

COTTON  (12/19)  strict  low  middling  1-1/16  in., 

(Z/lb.  63.62 

64.50 

-11.8 

OIL  1  12/23)  $/bbl 

18.13 

l:-:  02 

-35.1 

CRB  FOODSTUFFS  (12/23)  1967=100 

230.12 

236.42 

-1.0 

CRB  RAW  INDUSTRIALS  (12/23)  1967=100 

308.31 

307.57 

-7.6 

Sources:  London  Wednesday  final  setting,  Chicago 
market,  NYMEX,  Commodity  Research  Bureau 

market.  Metals 

Week,  Memphis 

FOREIGN  EXCHANGE 


JAPANESE  YEN  (12  24) 

LATEST 
WEEK 

129.81 

WEEK 
AGO 

126.83 

YEAR 
AGO 

114.48 

GERMAN  MARK  (12/24) 

1.78 

1  77 

1.56 

BRITISH  POUND  (12/24) 

1.67 

1.65 

1.67 

FRENCH  FRANC  (12/24) 

5.94 

5.92 

5.25 

ITALIAN  LIRA  (12/24) 

1735.4 

1734.5 

1528.5 

CANADIAN  DOLLAR  (12/24) 

1.44 

1.42 

1.37 

MEXICAN  PESO  (12/24) 

8  185 

8.105 

7.836 

TRADE-WEIGHTED  DOLLAR  INDEX  (12/24) 

109.3 

108.4 

99.3 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units 
except  for  British  pound  in  dollars    Trade-weighted  dollar  via  J  P 

per  U.S  dollar, 
Morgan 

ta  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
t.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


SUCTION  SPENDING 

Jan.  5,  10  a.m. est*-  Spending  on 
tion  projects  was  likely  unchanged  in 
ir,  after  a  small  0.1%  gain  in  Octo- 
t's  the  median  forecast  of  economists 

by  mms  International,  one  of  The 
Hill  Companies.  Housing  increased 
offsetting  some  weakness  in  the  pub- 
;  sector. 

Y  INVENTORIES 

,  Jan.  6,  10  a.m. est*  Manufacturing 
'els  probably  increased  by  0.4%  in 
5r,  the  same  advance  posted  in  Octo- 
buildup  is  suggested  by  the  1% 
factory  output  in  November.  Invento- 
ain  lean  when  compared  to  sales,  and 


businesses  are  trying  to  bulk  up  their  stock- 
piles just  to  keep  up  with  the  current  pace  of 
demand. 

NEW  HOME  SALES 

Wednesday,  Jan.  7,  10  a.m. est*  New 
homes  likely  sold  at  an  annual  rate  of 
800,000  in  November.  In  October,  sales 
slipped  by  1.7%,  to  a  797,000  pace.  Thanks 
to  strong  income  growth,  home-buying 
enjoyed  one  of  its  strongest  years  in  1997. 

INSTALLMENT  CREDIT 

Wednesday,  Jan.  7,  3  p.m. est*  Consumers 
probably  added  about  $5  billion  in  new  debt 
in  November,  led  by  a  jump  in  auto  lending. 
In  October,  consumers  took  on  an  unexpect- 


edly large  $10.7  billion  in  new  installment 
credit. 

PRODUCER  PRICE  INDEX 

Thursday,  Jan.  8,  8:30  a.m. est*-  Producer 
prices  of  finished  goods  were  likely 
unchanged  in  December,  after  falling  0.2% 
in  November.  Excluding  food  and  energy, 
prices  probably  fell  0.1%,  the  same  drop 
posted  in  November. 

EMPLOYMENT 

Friday,  Jan.  9,  8:30  a.m. est*  Nonfarm  pay- 
rolls likely  rose  by  200,000  in  December. 
That  follows  November's  surge  of  404,000, 
which  was  twice  the  expected  number.  The 
jobless  rate  likely  remained  at  4.6%. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  96 

Action  Information  Services  92 
Adelphia  Communications 
(ADLAC)  96 
Adidas  66 

Advanced  Micro  Devices  (AMD)  88 
AeroVironment  13 
Aetna  (AET)  114 
Airbus  Industries  106 
AirTran  8 

Alcan  Aluminum  (AL)  108 
Aluminum  Co.  of  America 
(AA)  108 

Amazon.com  (AMZN)  116 

A  M  Best  131 

American  Airlines  (AMR)  74 

American  Express  (AXP)  57, 118 

America  Online  (AOL)  73 

Amentech  (AIT)  92 

Apache  104 

Apple  Computer  (AAPL)  49. 63. 88 
Applied  Materialo  88 
Aramark  74 

Arthur  Andersen  104, 122 
AT&T  (T)  36,40,49,56,61.62. 
86. 92,  93,  96 
A  T  Kearney  36, 112 
Audi  46 

Avon  Products  (AVP)  8 
B 


Bandai  74 

BankAmerica  Robertson 
Stephens  92 

Bank  of  America  (BAC)  132 
Barnes  &  Noble  (BKS)  116 
Barnett  Banks  (BBI)  36 
BDM(BDMI)  106 
Bell  Atlantic  (BEL)  92 
BellSouth  (BLS)  92 
Bethlehem  Steel  (BS)  49 
BioChem  Pharma  (BCHXE)  112 
Bloomingdales  (FD)  72 
BMW  46. 48 

Boeing  (BA)  36,53,62, 106 
British  Steel  (BSD  108 
British  Telecommunications 
(BTY)  56 

Brookhaven  Capital  53 
Brunswick  (BC)  53 
BT  Alex,  Brown  106 
Burger  King  18 
Burlington  Northern  Santa  Fe 
(BNI)  118 


Cablevision  Systems  (CWC)  96 
Campbell  Soup  (CPB)  120 
CapStar  Hotel  (CHO)  121 
CareMatnx  (CMD)  114 
Caterpillar  (CAT)  63 
Cathay  Pacific  Airways  48 
CBS  (CBS)  96. 124 
Challenger  Gray  &  Christmas  36 
Charles  Schwab  (SCH)  128 
Christie's  International  13 
Chrysler  (C)  8, 102 
CIDCO  74 
CIGNA  (CI)  114 
Circuit  City  Stores  (CO  88 
Cisco  Systems  (CSCO)  86 
Citicorp  (CCD  36,68,132 
CNET(CNWK)  73 
Coca-Cola  (KO)  62 


Colgate  Palmolive  (CL)  60 
Columbia/HCA  Healthcare 
(COL)  114 

Comcast  (CMCSA)  96 
Commercial  Financial  Services  73 
Compaq  Computer  (CPQ)  63,  88 
CompUSA  (CPU)  60 
Computer  Associates 

International  86 
Continental  Airlines  (CAI.A)  74, 

118 

Coopers  &  Lybrand  121, 122 
CoreStates  (CFL)  36,63 
Costco  (CST)  62 
Cowen  112 

Cox  Communications  (COX)  96 
Crossborder  Energy  42 
CSX (CSX)  118 
Cyan  74 

Cyclops  Software  74 
Cyrix  (CYRX)  88 


D&FMan  49 
Dataquest  86.88 
Dell  Computer  (DELL)  49 
Deloitte  &  Touche  120, 131 
Deutsche  Morgan  Grenfell  88 
Diamond  Multimedia  Systems 
(DIMD)  24 

Disney  Channel  (DIS)  96 
Dole  Food  (DOL)  57 
Donaldson  Lufkln  &  Jenrette 

(DU)  74,131,132 
Dow  Jones  Markets  (OJ)  8 
Dragon  Systems  74 
DreamWorks  49,  74, 96 
Dreyer's  Grand  Ice  Cream 

(DRY)  74 


Earthgrains  120 
Eastman  Kodak  (EK)  8, 36, 63 
Electric  Clearinghouse  (NGL)  42 
Eli  Lilly  (LLY)  74,112 
EMC  (EMC)  64 
Employee  Benefit  Research 
Institute  114 
Enron  104 
Enron  (ENE)  42 
ERE  Yarmouth  49 
Ernst&  Young  8, 122 
Everen  Securities  120 


Financial  Service  Analytics  36 
First  Call  104 

First  Union  (FTU)  36,63,132 
Foote  Cone  &  Beldmg  8 
Ford  (F)  48,102 
Foundation  Health  Systems 
(FHS)  114 

Four  Seasons  Hotels  121 
Fox  Network  (NWS)  96 
Fox  Television  Stations  (NCOS)  64 
Fruit  of  the  Loom  (FTU  36 
Fuji  (FUJIY)  63 
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Editorials 


SOME  GOOD  NEWS  FROM  SOUTH  KOREA 


It's  beginning  to  look  as  though  the  South  Korean  econo- 
my— an  anachronistic  amalgam  of  huge  industrial  com- 
bines known  as  chaebol,  powerful  unions,  and  insular  gov- 
ernment agencies — will  probably  be  remade  in  coming  months. 
The  process  will  be  wrenching  and  painful,  as  there  will  be 
numerous  corporate  casualties — and  not  a  few  individual 
ones,  too.  Unemployment  will  rise,  and  sovereignty  will  seem 
threatened  by  foreign  lenders  and  foreign  buyers  of  corporate 
assets.  Eventually,  though,  a  new  and  more  vibrant  South  Ko- 
rea should  emerge,  able  to  sustain  healthy  and  balanced  eco- 
nomic growth.  In  time,  it  may  become  a  model  for  Asia. 

In  some  ways,  it  already  is.  That  reform  appears  to  be 
happening  is  nothing  short  of  remarkable.  In  the  space  of  a 
few  weeks,  after  the  Korean  won  tumbled  and  the  Seoul 
stock  market  tanked,  dramatic  steps  were  taken  to  revolu- 
tionize the  way  the  Korean  economy  functions.  It  was  long 
known  that  the  chaebol,  unprofitable  and  burdened  with 
debt,  had  to  be  broken  up.  But  the  shock  that  financial  mar- 
kets dealt  Korea  is  accelerating  the  process.  Leading  the 
charge,  by  a  stroke  of  good  fortune,  is  the  political  outsider 
who  won  the  recent  elections,  Kim  Dae  Jung.  Assuming  he 
follows  through  in  reforming  the  export-driven,  crony-rid- 
den economy,  it  could  become  a  more  powerful  global  player. 
The  government  has  0.  K.'d  up  to  100%  foreign  ownership  of 
Korean  assets,  and  the  unions  seem  to  be  going  along  with 
changes. 

Once  those  pieces  fell  into  place,  it  was  only  right  that  the 
U.  S.  and  European  banks  acceded  to  rolling  over  Korean 


debt  and  advancing  additional  financing.  With  that  n 
and  $57  billion  from  the  International  Monetaiy  FundK 
should  have  a  cushion  as  it  deals  with  the  economic  ens 
handles  upcoming  debt  payments.  It's  important  thjj 
and  European  banks,  in  better  shape  than  they've  bel 
long  time,  be  forced  to  take  some  losses:  The  point  of  t| 
led  rescue  is  not  to  make  whole  Western  bankers  ;u 
vestors  who  misjudged  the  risks,  but  to  avert  lara 
Korean  bankruptcies  while  launching  the  restructuriri 
Remaking  Korea  is  a  tricky  balancing  act,  but  the  J 
of  success  today  look  far  better  than  they  did  only  a  cc| 
weeks  ago.  The  big  question,  of  course,  is  how  the  ri 
turing  will  play  out  over  the  next  few  months.  For  1 
workers,  the  closed  economy  has  long  offered  securitjj 
joblessness  is  rising.  How  will  lifetime  employees  reacl 
their  employers  cut  them  loose?  What  will  they  thl 
foreign  companies  swoop  in  and  buy  assets  at  fire-sale  I 
It's  something  Americans,  and  to  a  lesser  extent,  Eurcl 
have  had  to  face  as  competitive  pressures  ravaged  l 
industries  and  communities.  First  comes  denial,  then] 
and,  eventually,  acceptance.  But  foreign  competition  t 
salutary  effect  on  U.  S.  managers  and  forced  wides! 
productivity  improvements.  The  same  could  happen  in  i 
What's  more,  deregulating  the  economy  will  spur  ent 
neurship  and  business  creation,  which  should  enlivq 
economy  even  more  than  the  reform  of  moribund  com] 
will.  If  Koreans  can  withstand  the  painful  restrucj 
ahead,  there's  likely  to  be  much  economic  gain  later  o 


SAVE  THAT  SURPLUS  FOR  A  RAINY  DAY 


A healthy  economy  and  good  times  on  Wall  Street  filled 
government  coffers  in  1997.  As  long  as  Asia's  economic 
troubles  don't  overwhelm  the  global  economy  in  coming  months, 
the  happy  combination  of  rising  revenues  and  falling  outlays 
could  produce  a  budget  surplus  of  $20  billion  or  more  for  the 
U.  S.  government  in  fiscal  year  1998.  That  would  be  the  first 
surplus  since  1969,  and  would  put  the  federal  government 
three  years  ahead  of  schedule  in  its  goal  of  achieving  fiscal  bal- 
ance. The  good  news  has  some  legislators  licking  their  chops, 
hoping  they  can  get  a  taste  of  that  surplus  and  share  some  of 
the  goodies  with  voters. 

Not  so  fast.  First  of  all,  the  government  shouldn't  spend 
what  it  doesn't  have.  Sure,  that  was  the  modus  operandi  for 
years  in  Washington,  but  lengthy  and  tortuous  budget  nego- 
tiations last  year  finally  yielded  an  admirable  agreement  that 
set  the  deficit  on  its  declining  trajectory.  Legislators  should 
have  learned  some  self-discipline  in  the  process.  Second,  even 
if  there  is  a  surplus,  it  could  be  fleeting  indeed.  Weaker 
profits,  smaller  gains  on  Wall  Street,  and  poof!  Treasury  re- 
ceipts would  shrink,  and  the  surplus  would  become  a  deficit  in 


a  flash.  Finally,  the  potential  surplus  for  1998  in  nc 
changes  the  gloomy  prospect  of  growing  entitlement  spc 
in  future  years — a  problem  Congress  has  yet  to  addre 

Voters  are  being  conditioned  to  get  tax  relief,  esp< 
now  that  the  states  are  busy  disbursing  their  surpluses  tl 
tax  cuts  and  rebates.  The  pressure  is  on  in  Washington, 
('(ingress  and  President  Clinton  are  mulling  tax  Lnitiati 
from  reducing  the  marriage  penalty  to  a  child-care  cred 

Lawmakers  should  resist  tossing  such  crumbs  the  v 
individual  taxpayers — even  if  any  tax  cuts  are  offset 
spending  cuts.  Small  giveaways  have  a  nasty  way  of  gr 
more  costly  over  time.  Instead,  Congress  and  the  Pre; 
should  use  this  historic  moment  to  address  two  unresolv 
cal  issues — tax  reform  and  entitlement  reform.  Rather 
being  cause  for  self-congratulation,  the  surplus  should  r 
a  thorough  airing  of  these  issues  and  their  possible 
tions.  Tax  simplification,  long  favored  by  most  taxpayei 
mains  elusive.  And  the  threat  from  mounting  Medican 
lays  in  coming  years  has  long  been  recognized.  It's  tin 
responsible  action  on  this  unfinished  business. 
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If  you  think  the  AmericaOne  team  is  a 
bunch  of  tan  yachtsmen  pulling  lines  and 
unfurling  sails,  you  probably  haven't 
followed  the  sport  since  the  late  1800s. 
Todays  America's  Cup  challengers  have 
more  than  a  rudimentary  knowledge  of 
disciplines  like  fluid  dynamics  and 
automated  design  systems.  Which  is  why 


the  formidable  AmericaOne  team  uses 


Quantum  Atlas  II  disk  drives  for  their 


complex  3D  analyses  of  hull,  keel  and  sail 
designs.  Of  which  there  are  tens  of 
thousands.  No  problem  for  the  incredibly 
reliable  Atlas  II.  Its  high  performance 
input/output  and  storage  capacity  enables 
design  teams  to  study  more  possible 
configurations  than  ever  before.  For  more 


information  on  the  Atlas  II  and  the  full  line 


of  Quantum  storage  solutions,  call  us  at 


1-800-624-5545,  extension  142.  Or  visit 


our  website  at  www.quantum.com.  Oh, 
and  if  you're  searching  for  the  AmericaOne 
team,  just  look  for  the  America's  Cup. 
There's  a  good  chance  they'll  be  holding  it. 


Quantum™ 

Capacity  for  the  Extraordinary 
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louder.  But  it  may  be  tc 
late  for  them  to  have 
much  impact  page  58 


BusinessWeek 

JANUARY    19,  1998 


Cover  Story 


58 


66 


69 


28 


microsofts  future 

A  growing  band  of  powerful  foes  is 
determined  to  slow  the  Gates 
juggernaut,  but  the  software  maker's 
reach  already  extends  further  into 
homes  and  companies  than  you  may 
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l-WAY  PATROL 


FIFTY  HOURS  FREE!  SORT  OF 


AMERICA  ONLINE  IS  IN  A  NEW 

fracas  with  state  attorneys 
general,  this  time  over  al- 
legedly deceptive  sales  prac- 
tices. At  issue  is  its  latest 
promotion,  promising  50  free 


hours.  The  AGs  say  aol's 
pitch  is  misleading  since  it 
doesn't  make  clear  you  have 
to  use  the  50  hours  within 
one  month  of  signing  up.  Af- 
ter that,  you  lose  it.  Plus, 
they  say,  accepting  free  time 
means  you  unwittingly  signed 
up  for  AOL  at  $19.95  monthly. 


A  committee  of  prosecu- 
tors from  47  states,  led  by 
Deborah  Hagan  of  the  Illi- 
nois Attorney  General's  Of- 
fice, has  been  meeting  with 
aol  reps  in  Chicago  on  the 
issue.  A  settlement  could  af- 
fect many  of  the  2  million 
who  first  subscribed  in  1997. 
aol  says  its  sales  ma- 
terial is  clear  and  con- 
tends that  it  always  re- 
funds fees  if  customers 
complain.  Should  the  ne- 
gotiations not  work  out, 
the  AGs  say  they  will  sue. 
aol  lawyer  George  Vraden- 
burg  III  calls  such  threats  a 
bargaining  stance  and  says 
talks  are  progressing. 

AOL's  two  previous  run-ins 
with  state  AGs  resulted  in  $24 
million  in  refunds.  The  most 
recent  stemmed  from  busy 
signals  subscribers  got  be- 
cause aol  couldn't  handle 
fresh  business  brought  on  by 
fiat  rates.      Roy  Furchgott 


PRODUCT  PEEK 

R0B0  HOUSE 
BEAUTIFUL 


FOR  decades,  engineers 
have  dreamed  of  rigging 
households  with  electronic 
networks,  Jetsons  style,  that 
would  allow  appliances  to 
communicate  with  one  anoth- 
er. But  a  system  that  would, 
say,  fire  up  the  coffeepot 
when  you  ran  the  shower,  is 
not  feasible;  wiring  every- 
thing together  isn't 
cost-effective. 

Soon,  however, 
consumers  will  see 
a  practical  version 
of  those  cartoon 
fantasies.  Microsoft,  J 
Intel,  Softbank 
Holdings,  and  a 
venture-capital  fund 
begun  by  Microsoft 
co-founder    Paul  ALLEN:  Fi 


Allen,  among  others,  are 
backing  Share  Wave,  a  startup 
that  says  it  will  unveil  a  sys- 
tem using  wireless  radio  this 
summer.  President  Bob  Ben- 
nett, 35,  an  ex-Intel  exec, 
says  ShareWave's  backers 
have  raised  $7.5  million. 

In  ShareWave's  scheme,  a 
common  PC  acts  as  the  hub 
for  the  wireless  network. 
With  a  handheld  PC,  you  could 
access  the  Internet  anywhere 
in  the  house  from  the  hub 
computer.  Or  your  PC  could 
send  sports  stats 
to  your  tv,  letting 
you  switch  from 
espn  to  espn.com 
.  with  your  remote. 
■  Cool,  no?  Now  if 
someone  could  only 
come  up  with  a 
robot  that  serves 
cold  beers  during 
the  commercials. 
nancier    Andy  Reinhardt 


TALK  SHOW  «wh<  n  your  mother  is  on  the  Titanic  and  it' 
sinking,  you're  not  preoccupied  with  trying  to  find  a  way  to 
get  more  passengers  on  board." — Senator  Phil  Gramm 
(R-Tex.),  on  President  Clinton's  plan  to  expand  Medicare 


LITIGATION  NATION 

THAT'S  PIANO  MAN® 
TO  YOU, PAL 

PIANO  MAN  BILLY  JOEL  IS  NOT 

only  a  big-shot  musician,  he's 
also  a  cautious  enough  busi- 
nessman to  use  the 
®  registered  trade- 
mark symbol  next 
to    his    name  in 
record-club  catalogs. 
Although  many  top 
acts   have  trade- 
marked  names,  few 
place  the  mark  in 
print  next  to  their 
monikere.  Some  find 
it  overly  commer-  JOEL:  Pr 
cial  or  just  plain  ~ 
tacky. 

Not  Joel.  For  the  longest 
time,  celebs  have  groused 
about  hawkers  of  unlicensed 


T-shirts  and  souvenirs.  M 
claims  he  once  lost  big  bus 
in  a  management  dispi. 
But  with  the  added  tra- 
mark  protection,  he  can  t:| 
on  the  hucksters  of  knocl'f 
merchandise  when  he  kif 
off  a  tour  this  month.  I 
lawyer,  Me;r 
Gross,  said  the  I 
tertainer  can  n* 
seek  damages  fiu 
trademark  violats 
from  the  time  j 
infractions  beg;, 
instead  of  wh 
they  were  notify 
of  the  violation. 

So  who's  next  a 
go  public  with  I 
"  celeb  tradema? 
According  to  Gross,  it  mi  t 
be  one  of  his  other  sup$ 
star  clients — singer  Marh 
Carey.  Roy  Furchd 


otected 


HOMETOWN  PRIDE 


THE  SOYBEANS  OF  WRATH 


TOLEDO  IS  UP  IN  ARMS  THESE 

days  over  soybeans.  Thanks 
in  part  to  futures  traders,  50 
million  bushels  are  shipped 
through  the  Lake  Erie  port 
city  every  year.  But  plans  are 
afoot  to  cut  Toledo  out  of  the 
soybean  loop.  For  Toledoans, 
the  humble  legume  is  more 
a  matter  of  civic  pride  than 
money. 

The  Chicago  Board  of 
Trade  (cbot)  wants  to    \  ua 
end  making  deliveries 
on  soybean  futures 
contracts  in  Toledo. 
Most  contracts  are 
traded  without  real 
soybeans  being  de- 
livered; they're  pri- 
marily  used   as  a 
hedge  against  price 
changes.  But  with  up 
to  2%  of  the  contracts, 
food     processors,  ex- 
porters, and  others  actually 
buy  the  beans,  which  are  de- 
livered to  them  in  several 
Midwest  cities,  including  Tole- 
do. However,  the  cbot's  regu- 
lator, the  Commodity  Futures 
Trading  Commission  (CFTC), 


has  ordered  the  cbot  o 
make  delivery  more  efficic. 
So  the  cbot  wants  Toledo,  r 
east  of  the  Soybean  B;, 
dropped  in  favor  of  poi 
along  the  Illinois  River. 

Toledo  without  soybea? 
Ohio  politicians  screand 
bloody  murder.  And  to  e 
cbot's  dismay,  the  cftc  njf 
wants  Toledo  back  in  the  sr- 

bean  pipeline.  Both  siis 


<'"V  H-J  


compromise,  but  ineanwh1;. 
the  betting  is  that  Tolecs 
protests  probably  wet 
amount  to  a  hill  of...wl, 
you  know.  Andrew  Osterlcfi 

1  ' 
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We  connect 


t  does  it  take  to  connect  to  places  in  Asia,  Europe,  the  Americas  and  all  other  parts  of  the  globe? 

irts  with  a  firm  understanding  of  local  ideas,  people  and  places.  It's  also  about  superior  services  and  cherished  commitments.  As  a  world- 
Jig  telecom  company,  Nippon  Telegraph  and  Telephone  Corporation  (NTT)  is  uniquely  positioned  to  help  you  connect  globally  through 
icale,  reliable  services  and  support. 


)al  Communications  Services  /\l"CStcir 

tar  is  NTT  Group's  recently  launched  global  end-to-end  communications  service,  which  utilizes  a  high-speed 
ommunications  highway  to  connect  to  major  cities  across  the  U.S.,  Europe  and  Asia.  Arcstar  is  an  essential  part  of  NTTs 
tgy  for  global  projects,  including  the  Malaysian  Multimedia  Super  Corridor  (MSC)  and  the  China-U.S.  undersea  cable. 


)al  Systems  Integration 

*s  global  systems  integration  can  make  all  the  difference  in  maintaining  reliable  connections  locally  or  across  tUTT^T 
iers  and  even  oceans.  Our  offices  located  throughout  the  U.S.  —  New  York,  Los  Angeles,  Mountain  View,  and 
hington  B.C.  —  offer  end-to-end  systems  solutions  that  could  improve  the  way  you  communicate  in  business. 

mmmmth.u  HaiEm  ^nmnniHiMsnma  i  n  mamma 


NIPPON  TELEGRAPH  AND  TELFPHijNt  LQRPORATIOH 


For  more  information  on  how  NTT  can  connect  you,  call  1-800  4  NTT  USA,  or  visit  our  website:  http://www.nttinfo.ntt.co.jp 


Up  Front 


MAD  AVE 


THIS  YEAR  S  SUPER  BOWL  HERO? 


THERE  S   NOTHING    LIKE  A 

really  expensive  Super  Bowl 
commercial  to  pump  up  name 
recognition  for  a  company. 
Especially  if  your  name 
is  Network  Associates.  Never 
heard  of  it?  The  company 
used  to  be  known  as  McAfee 
Associates,  maker  of  the 
VirusScan  antivirus  software 
used  on  25  mil- 
lion PCs.  In  the 
tech  world, 
McAfee  was 
a  household 
name,  but  it 
meant  little  to 
others.  After  its 
$1.3  billion  pur- 
chase of  Net- 
work General 
on  Dec.  1,  it  changed  its  name 
to  Network  Associates,  which, 
it  soon  realized,  doesn't  mean 
anything  to  anybody,  either. 

So  CEO  William  Larson  has 
budgeted  $10  million  for  the 
company's  first  TV  ads,  cul- 


THE  AD 


minating  in  a  30-second  Su- 
per Bowl  ad  on  Jan.  25.  The 
spot  will  cost  $1.3  million  to 
air.  That's  after  $400,000  to 
produce  it.  In  it,  two  bored 
Warsaw  Pact  types  debate 
whether  a  computer  order  to 
fire  nuclear  missiles  is  real — 
or  a  hacker's  trick.  They  don't 
know,  but  press  the  button 
■samp  anyway.  The 
tagline:  "Net- 
work  Associ- 
I  ates.  Who's 
watching  your 
network?" 

Larson  can 
afford  the 
pricey  ad.  He 
has  raised  rev- 
~  enues  thirty- 
fold,  to  $600  million,  since  he 
took  over  four  years  ago  and 
the  company's  market  cap  is 
now  a  cool  $3.5  billion. 
Maybe  they  should  just  call 
it  Larson  Associates  and  be 
done  with  it.    Steve  Hamm 


million  bet 


NAME  GAMES 

WHITE  NOISE 
FROM  CBS 


ALTHOUGH   CBS,  FORMERLY 

Westinghouse  Electric, 
dropped  that  venerable  West- 
inghouse moniker  in  Decem- 


may  still  be  steamed  that 
Westinghouse  has  ditched  its 
hometown  for  a  broadcasting 
future  in  the  Big  Apple. 

For  years,  White  has  sold 
dishwashers  and  ovens  with 
the  White- Westinghouse  logo. 
Now,  it  wants  to  put  the  logo 
on  vacuum  cleaners  and  other 
appliances.  CBS  says  that 
would  "cause  dilution  of  the 
distinctive  quality"  of  West- 
inghouse's  name. 

And  why,  at  this 
stage,  should  CBS 
care?    It  fears 


ber,  it  is  fighting  hard  to  keep 
White  Consolidated  Industries 
from  using  it  on  some  house- 
hold appliances,  cbs  is  suing 
White  in  federal  court,  mean- 
ing the  case  might  be  decided 
by  a  Pittsburgh  jury,  which 


that  the  name, 
which  it  still  li- 
censes on  power 
technology,  will 
lose  value  if  buyers 
associate  it  with  lowly 
vacuum  cleaners.  White 
says  CBS/Westinghouse  has  ef- 
fectively ceded  rights  to  the 
logo  on  appliances.  And  count- 
ing on  local  antipathy  toward 
the  company,  White  is  asking 
that  a  jury,  rather  than  a 
judge,  decide.  Stephen  Baker 


DRAWN  &  QUARTERED 


..amp  fcimi 

kopeA.„Yoo 

HM?THe  W 
TURF' 


to  help  fund.  It  would  be 
to  the  regulatory  body 
seeing  the  Chicago  comr 
ties  pits.  The  dealers 
support  a  costlier  tax  stj 
ture.  They  say  they  woulaj 
better  off  than  with  the  I 
sent  system,  which  encour* 
tax  manipulation  and  prorijj 
financial  hanky-panky. 


RETAIL  TALES 

MORE  RED  TAPE 
AND  TAXES,  PLEASE 

FEW  THINGS   WILL  ANGER 

businesses  more  than  taxes 
and  regulation.  But  that's 
what  diamond  dealers  in 
Ant  werp  are  asking  for.  The 
dealers,  who  handle  90% 
of  the  world's  uncut  dia- 
monds, say  that  desper- 
ate times  call  for  des- 
perate measures.  A 
half-dozen  arrests  for 
tax  evasion,  one  for 
drug-dealing,  and  police 
allegations  of  wide- 
spread money-launder- 
ing have  tarnished  their 
image,  and  they  fear  a  ON  the  ROCKS:  Belgian  diamo 
government  crackdown  ~ 
could  polish  them  off. 

So  400  of  them  have  asked 
the  Belgian  government  to 
form  an  oversight  agency. 


which  they  would  be  willing 


Most  gem  dealers  say  t| 
will  stay  in  Antwerp.  But  | 
etly,  some  are  planning^ 
quit  Belgium  unless  theri 
refonn.      William  Echiki 


THE  BIG  PICTURE 


II 

ALL  ISN'T  FORGIVEN  Management:  Devil  or  angel? 
There's  a  widening  perceptions  gap  on  that  question.  WitYi 
employment  surging,  managers  think  the  workforce  will| 
forget  yesterday's  downsizing  traumas.  But  the  troops 
remain  suspicious. 

PERCENT  AGREEING  THAT  COMPANY  MANAGEMENT 
IS  INTERESTED  IN  THE  WELL-BEING  OF  EMPLOYEES 


SURVEYS  OF  6,800  SENIOR  MANAGER 
AND  450.000  EMPLOYEES 


FOOTNOTES  U.S.  companies  using  electronic  commerce,  1997:  21%;  those  planning  to  get  into  it  by  mid-1998:  40% 
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A  World  Of  Free  Travel 
Now  Comes  With  A  Rare  Offer. 


Double  Points  Until  March  31. 

Hilton  and  you'll  discover  that  the  world  is  not  only  your  oyster,  it's  yours  free.  Now  Hilton 
HHonors*  members,  who  stay  at  a  business  rate  between  January  5  and  March  31  and 
Double  Dip®  to  earn  both  airline  miles  and  hotel  points,  will  also  earn  double  HHonors  Base 
points  for  the  same  qualifying  stay.  Points  you  can  redeem  for  free  nights  at  more  than 
400  Hilton,  Conrad  International  and  Vista  hotels  around  the  world.  If  you're  not  already  an 
HHonors  member,  enroll  today.  For  reservations,  call  your  professional  travel  agent.  You 
can  also  make  reservations  or  enroll  online  at  www.hilton.com  or  by  calling  1-800-HILTONS. 

Membership,  earning  and  redemption  of  points  are  subject  to  HHonors  terms  and  conditions.  Normal  rules  for  earning  HHonors  points 
and  miles  apply.  Refer  to  your  Hilton  HHonors  program  membership  materials  for  rate  and  other  restrictions.  ©1998  Hilton  Hotels. 


HILTON 

HHONORS 

WORLDWIDE 


i 


"Could  you  possibly 

have  more  of  a 


'  1997  Microsoft  Corporation  All  rights  reserved  Microsoft.  ActiveSync,  E*pedia.  PowerPoint,  and  Windows  are  either  registered  trademarks 
r  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 


Powered  by , 

Wl^CE 


Your  secret?  Having  the  essence  of  your  PC  at  your 
fingertips.  That's  the  promise  of  devices  powered  by  the 
Microsoft  Windows  CE  2.0  operating  system.  The  latest 
Handheld  PCs  are  available  now,  so  you  can  stay  in  touch 
with  clients  via  e-mail,  research  late  breaking  opportunities 
online,  and  calculate  margins  via  Pocket  Excel,  all  in  less 
time  than  it  takes  the  market  to  move  30  points. 

It's  just  like  having  the  best  of  your  PC  with  you  all 
the  time,  with  the  Windows  interface  you  know  and  pocket 
versions  of  the  Microsoft  Office  applications  you 
depend  on.  Hundreds  of  your  favorite  off-the-shelf 
programs,  such  as  Symantec  ACT!,  pcANYWHERE 
and  Microsoft  Expedia "''  Streets  98  are  available 
to  choose  from.  Don't  worry  about  being  out  of 
date;  with  Windows  CE's  built-in  ActiveSync" 
technology,  you  get  effortless  synchronization 
with  your  desktop  and  server  information,  even  files, 
e-mail,  and  meeting  requests.  If  your  data  needs  to 
be  secure,  Windows  CE  includes  support  for  industry- 
standard  security  protocols. 

And  before  the  stock  ticker  turns?  Review  wireless 
updates,  check  your  puts,  review  your  calls,  or  send  an 
e-mail  to  your  broker.  And  see  how'much  Windows  CE  2.0 
turns  downtime  into  uptime,  anytime. 

To  find  out  more  about  Handheld  PCs  powered  by  Microsoft 
Windows  CE,  go  to  www.microsoft.com/windowsce/hpc/. 


ntage?" 


www.microsoft.com/windowsce/hpc/    Where  do  you  want  to  go  today? 


Microsoft 
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HOW  THE  NEW  IT 
IS  MAKING  THE  GRADE 


"The  new  U"  (Social  Issues,  Dec.  22) 
did  not  mention  the  programs  of  the 
Foundation  for  Independent  Higher  Ed- 
ucation. With  corporate  sponsorship;  it 
is  funding  innovative  model  programs  at 
dozens  of  private  colleges  to  demonstrate 
that  cost  savings  can  be  realized  through 
new  collaborations  and  technology. 

We  find  that  private  colleges  are  ready 
to  get  to  work  in  creative  ways.  One 
example:  a  consortium  of  colleges  in  Illi- 
nois, Indiana,  and  Kentucky  that  is  re- 
designing introductory  chemistry  courses 
to  be  taught  online.  Students  from  four 
universities  will  leam  collaboratively. 

In  the  face  of  a  more  segmented  liigh- 
er-education  market,  the  experience  thai 
private  colleges  and  universities  offer  is 
distinctive.  Small  classes,  a  close-knit 
community,  and  individualized  attention 
all  promote  skills  that  are  essential  char- 
acteristics for  our  nation's  leaders. 

Carole  B.  Whitcomb 
President 
Foundation  for  Independent 
Higher  Education 
Chicago 

The  key  difference  between  the  ivory 
towers  and  the  for-profit  institutions  you 
describe  can  be  summed  up  in  one  word: 
evolution.  Most  of  the  institutions  that 
will  thrive  in  the  new  millennium  are 
those  willing  to  abandon  notions  of  an 
erudite  liberal  arts  education  in  favor  of 
a  more  pragmatic  view  of  education  as  a 
pathway  to  a  worthwhile  career. 

Regionally  accredited  for-profit  insti- 
tutions, such  as  Berkeley  College,  must 
live  up  to  the  same  standards  of  acade- 
mic excellence  as  the  leading  liberal  arts 
colleges.  At  the  same  time,  however,  cur- 
ricula are  designed  to  be  immediately 
relevant  to  the  present  work  environ- 
ment. It  is  for  this  reason  that  a  number 
of  proprietary  colleges  are  experiencing  a 
steady  increase  in  enrollment. 

Kevin  L.  Luing 
President 
Berkeley  College 
West  Paterson,  N.J. 


CORRECTIONS  &  CLARIFICATION 

In  "Mutual  Funds"  ("Where  to  invest," 
er  Story,  Dec.  29),  the  total  return  for  th 
Small  Cap  Growth/Value  Fund  was  incoi 
The  figure  should  have  been  41.89%. 

"Bonds"  ("Where  to  invest,"  Cover  J 
Dec.  29)  misstated  the  name  of  the 
Global  High  Yield  Fund. 

"The  Pros"  ("Where  to  invest,"  Cover ! 
Dec.  29)  erred  in  saying  that  Spiash  1 
nology  recently  reported  disappoir 
earnings.  Splash  has  not  recently  repc 
disappointing  earnings  and  says 
comfortable  with  analysts'  expectation 
the  quarter  ended  Dec.  31. 


CHOP  STOCKS:  THE  NASD 
IS  ON  THE  CASE  

The  "chop  stock"  problem  high 
ed  by  business  week  in  a  recent 
er  Story  by  Gary  Weiss  ("Inve 
beware:  Chop  stocks  are  on  the 
Dec.  15)  is  a  significant  concer 
U.  S.  investors,  business  week  has 
formed  a  public  service  by  drawir 
vestors'  attention  to  these  illegal 
tices  and  explaining  their  intric 
The  article,  however,  understate 
commitment  of  the  National  As; 
tion  of  Securities  Dealers  and 
regulators  to  this  issue.  We  will 
tinue  to  take  vigorous  action  t< 
dress  the  issue.  We  are  making  a 
ber  of  changes  to  the  regul; 
scheme  to  reduce  the  risks  to  inve 
who  choose  to  participate  in  th< 
cro-cap  market,  and  we  have  cor 
ted  and  will  continue  to  commit  s 
icant  resources  to  the  detection 
prosecution  of  wrongdoing  in 
market. 

The  allegation  by  an  anony 
chop-house  executive  of  the  bribe 
an  xasd  examiner  is  extremely 
ous.  The  xasd  has  no  knowledj 
such  an  event  and  aggressively  ii 
tigates  all  changes  of  wrongdoinj 
ternal  or  external.  Allegations  o 
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r  conduct  by  our  own  employees 
'e  the  greatest  scrutiny  of  all. 
^ulators  and  law-enforcement  of- 
are  working  together  to  assure 
he  securities  markets  are  safe  for 
,ors.  The  overwhelming  majority 
urities  professionals  comply  with 
iw,  and  the  nasd  vigorously  in- 
mates and  disciplines  those  who 
t. 

have  5,500  members  with  550,000 
;ered  representatives.  With  the 
est  securities  regulatory  respon- 
y  in  the  world,  we  recognize  we 
fair  target  for  critical  media  at- 
m  but  hasten  to  emphasize  that 
iasd's  enforcement  statistics  are 
aled.  The  article  clearly  reinforces 
asdom  of  nasd's  unparalleled  re- 
e  commitment  to  regulation. 

Robert  D.  Leahy 
Senior  Vice-President, 
Corporate  Communications 
National  Association 
of  Securities  Dealers 
Washington 
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IN  KODAK  VS.  FUJI, 

THE  U.S.  DID  ITS  HOMEWORK  

In  "For  isolationists,  a  Kodak  mo- 
ment" (Editorials,  Dec.  22),  I  was 
amazed  to  read  that  "even  U.  S.  gov- 
ernment officials  believe  that  Kodak  had 
a  weak  case"  in  its  trade  dispute  with 
Fuji  Photo.  Throughout  the  duration  of 
the  case,  noted  academics  and  govern- 
ment officials  said  that  the  U.  S.  case 
was  the  best  researched  or  best  docu- 
mented in  trade  history.  Even  President 


Clinton,  in  a  letter  dated  Aug.  15,  1997, 
noted  that  we  "have  a  strong  case." 

The  reason  that  so  many  in  the  U.  S., 
as  well  as  in  the  European  Commission, 
supported  the  case  was  because  it  pro- 
vided evidence  that  the  Japanese  gov- 
ernment colluded  with  business  to  keep 
foreign  products  off  retail  shelves. 

Michael  Benard 
Vice-President  and  Director 
Communications  &  Public  Affairs 
Eastman  Kodak  Co. 
Rochester,  N.  Y. 


"Boy!  They  sure  don't  make  em  like  that  anymore! 
Which  reminds  me,  that  Williams  network  is  now  an 
alternative  to  the  Unevolved  Phone  Company. " 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.wllrtales  com,  or  call  1-800- WILLIAMS,  to  see  how  far  telecom  solutions  have  evolved 
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Books 


A  PRAYER  FOR  THE  CITY 

By  Buzz  Bissinger 

Random  House  •  408pp  •  $25.95 


OF  BROTHERLY  LOVE 
AND  OTHER  FICTIONS 


On  the  very  first  night  that  Peo- 
ria-born  Linda  Morrison  settled 
into  an  old  row  house  in  a  gen- 
trifying  area  of  Philadelphia  in  1990, 
she  was  awakened  by  screams.  A  man, 
stabbed  and  bleeding,  stumbled  down 
a  nearby  alleyway,  crying  out:  "Dad, 
you  killed  me.  Dad,  you  killed  me."  But 
that  was  just  the  start.  Nightly  shouting 
from  kids  roving  outside  at  all  hours 
alternated  with  the  sirens  of  police, 
called  to  deal  with  drug  overdoses, 
fights,  and  shootings.  The  cops  even 
asked  to  use  her  third-floor  deck  to  con- 
duct surveillance  on  nearby  rundown 
apartment  complexes. 

Morrison  stuck  it  out  for  a  while,  but 
after  her  son  was  born,  her  worries 
about  safety  multiplied.  First,  she 
bought  a  gun.  Eventually — and  reluc- 
tantly— she  put  her  house  up  for  sale. 
But  the  neighborhood  wouldn't  let  go 
easily:  On  the  night  before  an  open 
house,  a  neighbor  was  mugged  and  shot, 
splashing  blood  onto  Morrison's  porch. 
So,  over  the  Fourth  of  July  weekend 
in  1992,  Morrison  sold  the  house  back  to 
her  mortgage-holder,  losing  $20,000  as 
she  fled  to  the  suburbs.  "But  we  es- 
caped with  our  sanity  and  our  lives,  and 
we  feel  lucky  for  that,"  she  later  wrote 
to  an  aide  of  Philadelphia  Mayor  Ed- 
ward G.  Rendell. 

Such  grisly  tales  make  A  Prayer  for 
the  City  a  sad,  gripping,  and  important 
book.  For  anyone  who  cares  about  the 
downward  spiral  of  too  many  American 
cities,  this  work  by  Pulitzer  Prize-win- 
ning journalist  Buzz  Bissinger  is  a  must. 
It  attaches  names  and  faces,  and  flesh 
and  blood,  to  the  tragic  decline  of  urban 
life — in  this  case  in  Philadelphia. 

Bissinger,  a  former  reporter  for  the 
Philadelphia  Inquirer,  builds  his  tales 
around  "America's  Mayor."  He  portrays 
the  nationally  renowned  Rendell  as  an 
impulsive,  profane,  adulation-seeking  pol 
who  nonetheless  has  the  city's  best  in- 


terests at  heart  and  who  did  pull 
Philadelphia  back  from  financial  ruin. 
For  four  years,  Bissinger  shadowed  the 
mayor  as  he  maneuvered  through  union 
and  racial  politics,  grappled  with  Wash- 
ington's malign  indifference,  and  tended 
to  common  mayoral  chores.  His  Ren- 
dell is  "a  complicated  man  of  many 
hues"  and  "unafraid  to  be  human." 

Some  of  Bissinger's  descriptions,  how- 
ever, raise  questions  about  the  two-term 
Democrat's  stability.  At  a  meeting  with 
union  officials,  Rendell's  "body  language 
lurched  and  jerked... as  if 
some  internal  war  inside  his 
body  was  being  waged  be- 
tween Good  Ed  and  Bad  Ed, 
and  he  was  trying,  very, 
very  hard  not  to  take  every- 
one and  everything  in  that 
room  and  fling  it  all  out  the 
window  into  the  City  Hall 
courtyard."  Another  time,  a 
reporter  so  angered  him  that 
he  grabbed  her  vise-like 
around  the  neck  and  shoul- 
ders. "The  look  on  his  face, 
inches  from  hers,  was  a  lock-jawed  gri- 
mace, and  he  spit  out  his  words  as  he 
muttered  at  least  one  obscenity," 
Bissinger  reports.  "He  looked  terrify- 
ing." 

But  the  burly  Rendell  also  is  a  jovial 
wheeler-dealer.  We  watch  him  slide  into 
a  limo  with  President  Clinton  on  a  1993 
visit  to  lobby  against  planned  military- 
base  closures.  The  most  potent  num- 
bers Rendell  laid  out  were  9,  25,  and  74. 
He  explained  that  9%  was  the  city's  un- 
employment rate,  25%  its  poverty  rate, 
and  74%  Clinton's  share  of  the  vote  in 
the  Presidential  election.  Clinton 
laughed — and  Rendell  saved  8,444  jobs. 

Sadly,  Rendell  couldn't  save  more 
work  or  create  enough  to  stem  what 
seemed  an  inexorable  outflow.  In  the 
decade  before  1996,  Bissinger  tells  us, 
the  city  lost  104,000  jobs.  While  Rendell 


A  Prayer 

FOR 

the  City 


BUZZ 

Bissinger 


can  cheerfully  point  to  a  few  thous 
jobs  gained  in  the  last  couple  of  y€ 
these  were  mostly  not  the  high-pa; 
manufacturing  posts  that  once  made 
city  the  "workshop  of  the  world." 
stead,  they  were  in  urban-entertainr 
service  businesses.  The  fifth-largest 
tropolis  in  the  U.  S.,  Bissinger  nc 
had  been  reduced  to  a  "City  as 
Flags  for  suburbanites." 

Bissinger  excels  when  he  descr 
Philly's  people.  We  meet  the  stoic 
Mazzccua,  a  black  great-grandmot 
several  of  whose  progeny  wind 
jailed  or  murdered.  Fifi  copes  with 
help  of  an  idealistic  white  Metho 
minister,  who,  in  yet  another  loss 
her,  ultimately  leaves  his  North  P] 
pulpit  for  a  church  administration  { 
And  we  learn  of  Mike  McGovern, 
prosecutor  with  a  passion  for  put 
away  murderers.  Through  such 
viduals,  we  glimpse  the  city's  ofter 
multuous  race  relations  and  the  hu: 
face  of  its  decline. 

Yet  Prayer  may  di 
point  some  readers  fam 
with  the  city.  The  book 
bit  overwritten,  and 
rarely  relieved  gloom  se 
only  half  of  the  story.  Su 
the  bustling  business  dist 
with  its  narrow,  pedesti 
friendly  streets  and  ch£ 
ing  shops,  is  more  thar 
amusement  park  for  su 
banites.  What  of  the  bi 
boulevards  and  of  Rit 
house  Square,  an  are; 
stylish  apartment  houses  surroundi 
vest-pocket  park?  And,  though  reai 
wouldn't  know  it,  blacks  and  white 
mix  easily  in  gleaming  office  towers 
in  jazz  and  blues  clubs  downtown. 

Bissinger  masterfully  portrays 
city's  problems,  but  in  the  end,  he 
to  show  a  way  out — or  even  why  P 
should  be  saved.  He  documents 
government  and  business  have  exs 
bated  urban  problems  but  is  shor 
solutions.  Still,  the  world  is  hardly 
ing  in  such  advice — experts  have  I 
offering  suggestions  for  years 
while  Bissinger  proves  a  disappoin 
analyst,  he  is  a  skilled  reporter  w 
richly  detailed  account  of  one  strugjj 
city  deserves  a  close  look. 

BY  JOSEPH  WE 
Weber  was  business  week's  Philc 
phia  bureau  chief  for  over  nine  yei 


THIS  SAD,  GRIPPING  BOOK  RECOUNTS  THE 


DOWNWARD  SPIRAL  OF  A  GREAT  AMERICAN  CITY 
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The  new  Dodge  Durango  has  more  passenger  room  than  any  other  sport  utility  in  its  class:  Enough  roc 
eight  people  w  hen  von  choose  the  optional  third  row. 


Now  you  seat  then 


Durango 's  wheelbase  is  the 
longest  in  its  class:  Its  track  is 
the  widest.  Its  frame  is  the 
strongest.  So  the  going  is  stable 
and  predictable.  Even  when  the 
road  beneath  you  isn  7. 


To  help  passengers  keep 
their  cool,  Durango  offers  a  separate 
rear  compartment  cooling  system. 


pngo's  seats  down,  and  you've  got  a  nearly  flat  loading  surface  for  up  to  88  cubic  feet  of  cargo.  That's  more  cargo 
n  anything  else  in  the  class.  (You  could  say  we've  sent  those  other  guys  packing.) 


Now  you  dorit. 


Listen  up. 
Durango  offers  a 
premium  stereo 
system  with 
Infinity-  speakers 
and  both  CD 
and  cassette. 


Even  with  Durango 's  standard 
dual  airbags,  you 
should  still  always 
wear  your  seat 
belt.  To  make  you 
more  comfortable 
doing  the  right 
thing,  we  provide 
outboard  shoulder 
belts  that  adjust  for  height. 


How  do  you  top  best-in-class 
passenger  and  cargo  room?  With 
a  standard  roof  rack,  of  course. 


Durango  (SS  The  New  Dodge 

For  more  information,  call  I-H00-4-A-DODGE  or  visit  our  Web  site  at  www.4adodge.com 

"i  Available  feature  comparisons  vs.  domestic  compact  SUV  models.  Excludes  other  Chrysler  Corp. 
vehicles.  All  comparisons  based  on  data  available  at  time  of  printing. 

Always  use  seat  belts.  Remember  a  backseat  is  the  safest  place  for  children. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

A  NETWORK  FOR 
MOM  AND  POP 


Microsoft's  new  serv- 
er makes  it  easy  to  get 
a  small  business 
hooked  up  and  online 

Software  makers  are  fi- 
nally starting  to  get  the 
message.  If  they  hope 
to  maintain  spectacular 
growth,  they  must  find  a  way 
to  make  their  products  sim- 
pler and  more  appealing  to  a 
broader  audience. 

The  latest  evidence  for 
such  a  mindset  comes 
from    an  unusua 
source,  in  an  un- 
usual product. 
While  the  usabil- 
ity of  Microsoft 
products  has 
been  greatly 
augmented  since 
the  days  when 
you  had  to  be 
an  expert  to  in- 
stall Windows, 
the  company  has 
never  been 
known  for  making 
simplicity  a  top  pri- 
ority. Windows'  NT  Serv- 
er, for  example,  is  daunting 
to  install  and  configure,  even 
for  pros. 

BackOffice  Small  Business 
Server  (sbs)  is  a  version  of 
NT  Server  4.0  modified  to 
make  network  administration 
simple  even  for  someone  with 
zero  training.  The  goal  is  to 
bring  solid  networking,  along 
with  cheap  and  secure  Inter- 
net access,  to  companies  or 
branch  offices  with  as  few  as 
five  computers. 

Installation  of  NT  Server  is 
still  a  bit  tricky,  so  Microsoft 
recommends  getting  a  server 
with  sbs  installed,  either  by 
the  manufacturer  or  by  the 
dealer.  I  tested  a  Compaq 


Computer  Prosignia  200  serv- 
er with  a  233  megahertz  Pen- 
tium II  processor,  64  MB  of 
memory,  a  very  fast  2-giga- 
byte  hard  drive,  cd-rom,  and 
tape  backup.  It  costs  $5,000 
with  a  10-user  version  of  sbs. 
Similar  packages  are  avail- 
able from  Dell  Computer  and 
Hewlett-Packard,  and  other 
server  makers  plan  versions. 
By  itself,  SBS  costs  $1,499  for 
a  five-user  setup,  with  an 
added  $300  per  five  addition- 
al users. 


On  a  regular  NT  Server, 
such  routine  tasks  as  adding 
or  deleting  users,  changing 
file  access  rights,  or  checking 
logs  requires  the  use  of  half  a 
dozen  baffling  programs.  SBS 
wraps  all  these  administra- 
tive chores  into  an  integrated, 
easy-to-use  package  that  you 
run  from  the  Internet  Ex- 
plorer browser.  When  the  op- 
erator creates  a  new  user  ac- 
count on  the  server,  for 
example,  he  or  she  automati- 
cally creates  an  E-mail  inbox 
and  an  Internet  access  ac- 
count. The  server  then  copies 
data  onto  a  floppy  disk  which, 
when  run  on  the  user's  com- 
puter, does  all  the  work 


necessary  to  set  up  the  ma- 
chine on  the  network  with- 
out further  fussing. 

sbs  also  vastly  simplifies 
the  job  of  providing  Internet 
access.  The  server  acts  as  a 
gateway  to  the  'Net  for  all 
the  computers  on  the  local 
network,  eliminating  the  need 
for  modems,  phone  lines,  and 
Internet  service  provider  ac- 
counts for  each  machine. 
What  is  more,  it  acts  as  a 
firewall  to  protect  the  local 
network  from  the  Web.  I 
tried  CompuServe  Sprynet, 
one  of  several  ISPs  that  Mi- 
crosoft has  made  pacts  with 
for  Internet  access.  The  ser- 
vice offers  100  hours  of  con- 
nect time,  50  MB  of  space  on 
its  Web  servers,  and  a  cus- 
tom domain  name,  such  as 
yourbusiness.com,  for  $199  a 
month. 

sbs  includes  most  of  the 
components  of  Microsoft's 
BackOffice  suite  of 
server  applications. 
Exchange  Server  is 
a  robust  E-mail 
post  office  with 
support  for  group 
conferencing  and 
shared  calendars. 
SQL  Server  is  an 
industrial-strength 
database  manager. 
While  this  last  is 
too  complex  for 
most  small  busi- 
nesses to  use  direct- 
ly, it  is  available  for  a 
variety  of  database  appli- 
cations, such  as  the  heavy- 
duty  contact  manager  Gold- 
Mine  4.0  from  GoldMine 
Software. 

Now  that  Microsoft  has 
done  the  impossible  by  mak- 
ing the  difficult  simple  for 
would-be  network  adminis- 
trators, it  should  set  its 
sights  on  making  things  sim- 
ple for  the  rest  of  us.  I  would 
settle  for  a  version  of  Win- 
dows that  can  install  a  print- 
er without  getting  lost  in  the 
middle  and  requiring  me  to 
tell  it  where  to  find  setup 
files.  The  BackOffice  sbs  has 
shown  the  way.  Now,  both 
Microsoft  and  its  competitors 
should  follow. 


BULLETIN  BOAR 


VIDEOCONFERENCIlJ 
YOUR  PHOTO  HERE 

A  video  camera  attached  til 
your  computer  makes  it  po:| 
ble  to  hold  simple  videocor  J 
ferences  and  send  video  E-  \ 
mail.  Now,  you  can  add  theji 
feature  for  under  $100.  Qu| 
Cam  VC  from  Connectix  (89 
950-5880  or  650  571-510C! 
is  a  round  camera  a  bit 
smaller  than  a  tennis  ball.  J 
connects  through  a  printer  I 


port  or,  for  $25  more,  throur 
the  universal  serial  bus  pol 
that  have  been  included  or| 
most  new  Windows  compute 
for  the  past  year.  QuickCan *» 
includes  software  for  video  I 
conferencing  over  the  lnter| 
or  a  dial-up  connection.  Yojj 
can  also  attach  video  clips^ 
E-mail  and  capture  stills  hi 
the  camera. 

SOFTWARE 
BLACK  HISTORY  BIOS 

Of  the  thousands  of  softwaJf 
titles  published  each  year,  ■ 
target  minority  markets.  Erl 
clopaedia  Britannica  has  I 
stepped  into  the  gap  with  I 
Black  History,  part  of  its  Pri 
files  reference  series.  The  1 
$29.95  Windows/Mac  CD  ccl 
tains  brief  but  informative | 
biographical  profiles,  along! 
with  video  and  audio  clips.! 
selection  favors  entertain- 1 
ment  and  sports  figures  ati 
the  expense  of  political  leal 
ers:  There's  a  bio  of  John 
Lewis  the  jazz  musician  buj 
not  John  Lewis  the  civil  riglf 
leader,  and  a  brief  article  ci 
the  Amistad  mutiny  but  nof 
profile  of  its  leader,  Cinque 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


BILL  GATES, 
ROBBER  BARON 


BRAZEN  BID: 

What  Microsoft 
is  attempting 
is  as  old  as  the 
efforts  to 
monopolize 
the  steel,  rail, 
oil,  and 
telephone 
industries 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


The  Internet  Age  offers  the  long-de- 
ferred promise  of  the  sovereign  con- 
sumer. By  surfing  the  Net,  you  can  be- 
come the  ultimate  comparison  shopper.  You 
can  find  out  the  best  deals  on  everything 
from  cars  to  books  to  groceries  to  hotel 
rooms.  Net  shopping  has  even  begun  to  crack 
that  most  resistant  of  price-gougers,  the  air- 
line cartel. 

Free-market  futurists,  such  as  George  Gilder 
and  Peter  Huber,  insist  that  cyberspace,  with 
its  instantaneous  communication  and  nearly 
perfect  information,  at  last  allows  free  mar- 
kets to  be  truly  self-correcting.  A  seller,  any- 
where in  the  world,  can  find  a  willing  buyer. 
Webs  of  middlemen  and  barriers  to  competition 
gradually  disappear.  The  market  will  purge  it- 
self, and  the  need  for  clumsy,  meddlesome 
state  regulation,  as  Karl  Marx  predicted  in  a 
rather  different  context,  will  just  wither  away. 

Thus  it  is  more  than  a  little  ironic  that 
the  very  emblem  of  the  computer  age,  Mi- 
crosoft Corp.,  is  placing  its  clumsy  thumb  on 
the  scale  of  this  elegant  equilibrium.  Like 
monopolists  of  a  century  ago,  Microsoft  has 
observed  that  if  you  can  capture  enough  mar- 
ket share,  three  large  benefits  accrue.  First, 
you  can  scare  off,  drive  out,  or  gobble  up 
competitors.  This  conveniently  gives  you  even 
more  market  share.  Second,  your  monopoly  in 
one  key  area  of  the  business  (in  this  case  the 
ubiquitous  Windows  operating  system)  facili- 
tates market  power  in  other  key  product 
lines,  such  as  word  processing  and  Internet 
access.  And  third,  of  course,  comes  the  re- 
ward: With  market  power,  you  can  jack  up 
prices  that  captive  consumers  must  pay. 
Somehow,  this  cyber-platform,  on  which  the 
entire  Internet  free  market  rests,  is  not  quite 
self-correcting  after  all. 
PLAYING  CUTE.  Enter  the  U.  S.  Justice  Dept. 
In  1995,  Justice  charged  Microsoft  with  using 
its  near-monopoly  of  operating  systems  to 
stifle  competitors  and  gouge  consumers.  Mi- 
crosoft signed  a  consent  agreement,  promising 
to  avoid  several  nasty  anticompetitive  prac- 
tices. But  in  December,  the  government 
hauled  Microsoft  back  into  court,  warning 
that  it  was  playing  cute. 

Microsoft  requires  computer  manufactur- 
ers that  include  the  Windows  operating  sys- 
tem to  package  it  with  Microsoft's  Internet 
browser.  One  way  or  another,  the  consumer 
pays  for  this  additional  product — it  is  built 
into  the  retail  price  of  the  computer — whether 


the  buyer  wants  it  or  not.  This  gives  i& 
crosoft  an  unfair  advantage  in  the  fier$ 
competitive  Internet-access  market,  w:a 
there  are  plenty  of  lean  and  efficient  riidi 
Such  "tying  arrangements,"  in  which  a  n 
sumer  is  compelled  to  buy  one  product  j  i 
condition  of  buying  another,  are  the  hoaws 
of  antitrust  abuses,  considered  illegal  pe  a 

To  comply  nominally  with  the  coni 
agreement,  Microsoft  had  offered  manuc 
turers  a  bogus  choice:  Take  the  unwaiaj 
Internet  software,  or  take  an  outdated  vera 
of  Windows.  The  third  alternative,  offem 
Windows  95  without  the  browser,  Micro] 
insisted,  would  cripple  the  operating  sysm 
But  the  presiding  judge  in  the  case,  Tholts 
P.  Jackson,  a  computer  hobbyist,  marae 
the  feat  with  a  few  clicks  of  his  mousrf 
about  15  minutes.  Judge  Jackson  has  ordig 
a  contempt  hearing  for  Jan.  13. 
FOOL'S  QUEST?  To  hear  Microsoft  tell  it,  y| 
think  the  Computer  Age  had  changed  the  its 
of  commerce.  Microsoft  Chairman  and  CEOii 
Gates  has  argued  that  the  government  is  i 
ing  to  structure  an  industry  it  knows  1H 
about.  This  is  nonsense.  What  Gates  isal 
tempting  is  as  old  as  the  efforts  to  monopifa 
the  steel,  rail,  oil,  and  telephone  industries 
the  robber  baron  era. 

Every  time  a  new  industry  has  ariseno: 
fering  a  right-of-way  on  which  closely  rel;(e 
industries  (and  their  consuming  publics)i< 
pend,  there  is  enormous  temptation  to  s 
this  market  power  improperly.  Earlier  in  i 
century,  competition  policy  intervened  to  le 
railroads  from  gouging  shippers;  broadjK 
networks  from  monopolizing  programme 
department  stores  and  other  distributors  fM 
jacking  up  the  prices  of  retail  products;  tk 
phone  companies  from  keeping  a  stranfa 
hold  on  consumer  instruments  that  il 
phone  lines;  and  airline  cartels  from  dil 
nating  reservation  systems.  The  particul 
varied,  but  in  every  case  the  basic  affrorill 
free  competition  was  the  same. 

Policymakers  will  now  have  to  figure  Hi 
to  prevent  Gates  and  Microsoft  from  crusl 
makers  of  computer  applications  that  depjpj 
on  the  Windows  operating  system.  CyiHi 
space  may  indeed  offer  the  potential  of  ur|l 
consumer  choice — if  nobody  gains  a  stranle 
hold.  Markets  are  sublime  institutions,  u 
they  require  a  referee.  Once  again,  the  sex 
for  a  perfect  self-regulating  market  <a 
proven  to  be  a  fool's  quest. 
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This  one  features  earning 
mileage  rewards  on  their  airlines. 


This  ONE  features  all  that  and  more. 
Introducing  World  MasterCard. 

re,  it  took  a  wallet  full  of  cards.  Now  it  only  takes  one.  With  new  World  MasterCard  you  can  charge  at  no  pre-set  spending  limit 
Day  over  time*  for  Total  Financial  Flexibility.  You  can  also  earn  free  tickets  on  Any  Airline/No  Blackouts.** 

I  also  enjoy  Unsurpassed  Acceptance  Worldwide.  A  Personal  Concierge  Service  that  takes  care  of  virtually  any 

3St,  24  hours  a  day.  A  Personal  Shopping  Service  that  can  locate  even  hard  to  find  items  anywhere  in  the  world.  Plus, 
:hase  Protection,  high  levels  of  Insurance  Coverage,  leading-edge  Privacy  and  Security,  and  much,  much  more. 

d  MasterCard  combines  all  these  features  and  benefits.  Shouldn't  World  MasterCard  be  the  one  card  you  carry? 


zation  of  individual  transactions  by  card  issuers  depends  on  a  variety  ol 
including  account  history,  spending  patterns  and  payment  experiences 
rount  of  the  outstanding  balance  you  can  carry  and  pay  over  time  is 
ined  by  your  issuing  bank 

i  tickets  subiect  to  availability,  certain  restrictions  apply 


.ET'S  FACE  IT,  MANAGING  YOUR 
NFORMATION JSN;T  A  MATTER 
)F  LIFE  OR  DEATH -IT'S  FAR 
rIORE  IMPORTANT  THAN  THAT 

IE  DAYS  OF  "I'LL  GET  BACK  TO  YOU"  ARE  OVER.  Dead.  Gone.  Finished.  Goodbye.  Your 
stomers  don't  have  the  time.  Your  colleagues  don't  have  the  patience.  Your  bosses  don't 
ive  the  bandwidth.  So  how  can  you  be  certain  you're  putting  the  most  up-to-the-minute 
formation  into  people's  hands,  when  your  company  is  churning  it  out  faster  than  you  can  say 
e  word  "helpdesk"?  You  bring  in  Lotus  Notes! 

FORMATION  IS  NOW  EASIER  TO  FIND  AND  EASIER  TO  USE.  This  latest  release,  Notes  4.6, 
akes  it  even  easier  for  everyone  to  find  and  work  with  the  information  they  need:  e-mail, 
ipointments,  stock  prices  straight  from  the  Internet,  customer  addresses,  team  discussions, 
esentations.  You  name  it,  if  your  users  want  it,  they  can  get  ahold  of  it  right  from  Notes. 

d  when  it  comes  to  sharing  work  across  departments  and  offices,  users  can  quickly  forward 
ib  pages  to  colleagues,  turn  e-mail  into  meeting  invitations,  and  even  use  their  favorite  word 
ocessor  as  their  e-mail  editor. 

^g)  Designed  to  help  you  profit  from  the  Web  more  effectively  than  ever,  Lotus 
business  Notes  4.6  will  remove  the  barriers  that  separate  your  colleagues,  suppliers  and 
istomers  from  what  they  need.  It's  time  to  conquer  that  mountain  of  information,  instead 
getting  buried  underneath  it  -  visit  www.lotus.com/worktheweb  for  a  free  trial.  Or  call 
i  at  1  800  872-3387,  ext.  D487,  and  we'll  send  you  more  details. 

15,000  lotus  Business  Partners  can  deliver  Notes  solutions  lor  you  today.  In  Canada,  call  1  800  GO  LOTUS  ©199?  Lotus  Development  Corporation.  55  Cambridge  Parkway,  Cambridge,  MA  0214?  All  rights  reserved  Lotus,  Lotus  Holes,  lotus  SmarlSuile  and  Working  Together  are  registered  trademarks  and 
Ihe  Web  is  a  Irademaik  Dl  Lnlus  Development  Corp  The  e -business  logo  is  a  liademark  ol  International  luslntS!  Mai  hints  I  (fporaticn  'AH  other  company  and/or  product  names  are  registered  liademaiks  oi  trademarks  ut  Ifieir  lespetlive  companies. 
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Economic  Trends 


BY  GENE  KORETZ 

A  BOGIS  BUDGET 
SURPLUS? 

Federal  trust  funds  skew  the  tally 

Call  it  the  amazing  shrinking  federal 
deficit.  A  year  ago  it  was  projected 
to  hit  $124  billion  in  fiscal  1997.  Now, 
the  final  number  has  been  revised  down 
below  $22  billion.  And  for  the  12  months 
ended  in  November,  the  federal  budget 
is  reported  to  have  actually  been  in  sur- 
plus to  the  tune  of  $2.4  billion. 

Predictably,  politicians  are  already 
taking  credit  for  the  good  news  and 
calling  for  new  tax  cuts  to  share  the 
benefits  with  voters.  On  the  table  are 
proposals  to  do  away  with  the  income 
tax  marriage  penalty,  boost  defense 


TWO  WAYS  OF  LOOKING  AT 
THE  BUDGET  DEFICIT 
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spending,  and  provide  new  tax  credits 
for  child  care  and  education. 

While  he  doesn't  criticize  Washing- 
ton's self-congratulatory  mood,  econo- 
mist Daniel  E.  Laufenberg  of  Ameri- 
can Express  Financial  Advisors  Inc. 
points  out  that  the  deficit  picture  isn't  as 
bright  as  it  seems  to  be.  That's  because 
the  official  "unified"  budget  reflects  not 
only  the  shrinking  gap  between  regular 
government  revenues  and  outlays  but 
also  the  money  piling  up  in  federal  trust 
funds — which  really  represents  Wash- 
ington's future  obligations. 

Government  trust  funds — mainly  So- 
cial Security,  Medicare,  and  federal  civ- 
il service  and  military  retirement 
funds — are  made  up  of  taxes  and  other 
receipts  earmarked  by  law  for  specific 
purposes,  and  any  funds  they  accumu- 
late are  invested  in  Treasury  securities 
until  they  are  spent.  Thus,  as  long  as 
trust  fund  balances  are  growing,  they 
act  to  reduce  the  unified  deficit. 

The  catch,  of  course,  is  that  the  Trea- 
sury debt  securities  held  by  the  trust 
funds — currently  over  $1.5  trillion — will 


have  to  be  redeemed  in  the  future.  In- 
deed, they're  counted  as  part  of  the  na- 
tional debt  even  though  they  mitigate 
the  federal  deficit.  And  when  these  secu- 
rities are  cashed  in,  the  government  must 
come  up  with  the  money  to  redeem 
them — via  new  taxes,  more  borrowing, 
or  other  expenditure  cuts.  Laufenberg 
notes  that  this  is  already  happening  to 
the  Medicare  hospital  insurance  trust 
fund  and  will  stall  happening  to  the  So- 
cial Seciunty  funds  in  a  dozen  years. 

Many  economists  regard  the  trust 
funds  as  an  accounting  fiction  with  little 
current  relevance  to  the  real  economy. 
What  matters  is  not  what  the  govern- 
ment borrows  from  itself  but  what  it 
borrows  from  the  credit  markets.  When 
trust  funds  grow,  as  they  did  by  $151 
billion  in  fiscal  1997,  the  government's 
borrowing  needs  decline  and  interest 
rates  tend  to  fall. 

But  Laufenberg  isn't  so  sure.  Noting 
that  real  long-term  interest  rates  are,  at 
nearly  4%,  unusually  high,  he  thinks 
they  partly  reflect  fears  of  future  surges 
in  borrowing  to  redeem  the  huge  pileup 
of  Treasiuy  securities  in  the  trust  funds. 
"The  public  may  think  the  budget  is 
close  to  balance,"  he  says,  "but  the  fi- 
nancial markets  know  better." 


BUSTLING  PLANTS 
IN  EUBOPE 

Factory  output  charges  ahead 

Rising  capacity  utilization  across  Eu- 
rope suggests  that  industrial  output 
is  picking  up  steam.  Based  on  prelimi- 
nary data,  economist  J.  Paul  Home  of 
Salomon  Smith  Barney  reports  that  the 
manufacturing  operating  rate  in  the  Eu- 
ropean Union  rose  to  83.3%  in  the 
fourth  quarter,  its  highest  level  in  years 
and  far  above  its  1993  recession  low. 

Home  notes  that  factory  operating 
rates  in  Austria,  mmmmmmmmmmm 
Belgium,  Den  EUROPEAN  FACTORIES 
mark,     Finland,         GET  BUSIER 

and  Sweden  are  84  

close  to  or  above 
previous  cyclical 
peaks,  while  Ger- 
many and  Britain 
boast  rates  of  86% 
and  85%  (vs.  prior 
cyclical  peaks  of 
89.5%  and  86.4%.). 

Despite  these 
trends,  Horne 
warns  that  Eu- 
rope's economic 
recovery  could 


CAPACITY  UTILIZATION 
IN  MANUFACTURING 


▲  PERCENT 
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still  falter  in  1998 — particularly  if  A 
slowdowns  seriously  hurt  its  exi 
growth. 


MEDICAID'S 
BABY  BOON 

Higher  eligibility  saves  newbon 


In  the  late  1980s,  the  federal  gov 
ment  made  Medicaid  available 
lot  more  pregnant  women — encou 
ing  the  states  to  cover  all  obstet 
expenses  for  women  in  households 
incomes  as  high  as  185%  of  the  pov 
line.  As  a  result,  the  share  of  pregil 
women  eligible  for  Medicaid  rose  in 
20%  in  1986  to  nearly  45%  by  1992| 
How  did  this  change  affect  the  usl 
medical  technology  and  the  healt 
newborn  infants?  According  to  a 
tional  Bureau  of  Economic  Rese;| 
study  by  Janet  Currie  and  Jona' 
Gruber,  the  benefits  were  significant 
teenagers  and  high  school  dropoul] 
the  hospital  nearest  them  had  a  neor) 
intensive-care  unit.  For  this  grou 
10  percentage-point  rise  in  Medicai(  | 
igibility  cut  neonatal  mortality  by  4 
The  researchers  also  found  that  h 
er  Medicaid  eligibility  for  teens  | 
dropouts  led  to  statistically  signifi  | 
increases  in  cesarean  sections  and  1 
monitoring.  And  the  greater  use  of  tl 
procedures  seems  to  have  had  a  mo 
(though  less  statistically  significant) 
itive  impact  on  their  newborns'  heal| 

The  impact  on  other  women, 
tended  to  have  higher  incomes, 
quite  different,  however.  For  this  grl 
increases  in  eligibility  were  actually! 
sociated  with  fewer  cesarean  sect:! 
and  less  fetal  monitoring. 

The  researchers  figured  that  ml 
of  these  women  dropped  private  inl 
ance,  which  involved  co-payments  1 
deductibles,  to  get  Medicaid,  which  I 
them  nothing.  But  since  Medicaid  tj| 
doctors  and  hospitals  lower  fees  tl 
does  private  insurance,  the  doctors  vl 
less  likely  to  recommend  such  prJ 
dures.  More  important,  on  average  I 
reduced  use  of  these  procedures  hacj 
effect  on  infant  mortality  for  this  gr<| 
The  study,  says  Gruber,  points  to 
conclusions:  First,  that  health-  insure] 
coverage  matters  for  poor  women 
creasing  their  use  of  medical  technoli 
and  improving  their  babies'  health-1 
pecially  when  neonatal  intensive  carl 
available.  Second,  that  private  inn 
ance  appears  to  pay  too  much  for  s<|d 
medical  procedures,  encouraging  jjj 
that  often  provides  little  benefit. 


24  BUSINESS  WEEK  /  JANUARY  19,  1998 


usiness  Outlook 
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)W  RATES  COULD  KEEP 
IE  ASIAN  FLU  AT  BAY 

isumers  and  home  buyers  will  buoy  the  economy  as  exports  slow 


US.  ECONOMY 


SLUNG  RATES  ARE 
BOON  TO  HOUSING 


Watching  the  entire  Asia-Pa- 
cific region  turn  into  an  eco- 
c  sinkhole  is  a  pretty  scary  sight.  But  do  Asian 
mean  only  bad  things  for  the  U.  S.  economy? 
irly  readings  on  the  impacts  are  starting  to  show 
id,  as  expected,  the  main  hits  are  to  foreign  trade 
to  the  manufacturing  sector,  as  well  as  to  the 
ngs  of  companies  that  do  a  lot  of  business  in  the 
in.  However,  what  is  also  becoming  clear  is  that 
jects  for  continued  low  inflation  are  pushing  most 
term  interest  rates  down  to  record  lows  and  fuel- 
iirther  gains  in  the  real  wages  of  U.  S.  workers, 
e  offsets  add  energy  to  the  very  area  that  has  dri- 
^rowth  during  the  past  year:  domestic  demand. 

The  sharp  drop  in  long  rates 
will  buoy  demand  for  housing 
and  home-related  durable 
goods.  New-home  sales  surged 
in  November,  and  mortgage 
rates  have  fallen  further  since 
then  (chart).  Lower  rates  will 
also  spur  a  new  round  of  refi- 
nancings, which  always  boost 
spending.  The  yield  on  the 
benchmark  30-year  Treasury 
bond  fell  to  5.72%  on  Jan.  6, 
owest  since  such  issues  were  first  offered  in  1977, 
sing  the  October,  1993,  low  of  5.77%. 
ng  rates  have  dropped  some  YA  percentage  points 
April,  1997,  mainly  reflecting  good  news  on  infla- 
less  worry  that  the  Federal  Reserve  was  ready  to 
short-term  interest  rates,  and  an  evaporating 
;et  deficit.  Lately,  the  Asian  crisis  has  only  accel- 
;d  the  fall  in  long  rates  as  global  investors  seek  a 
'  haven  for  their  money.  And  most  recently,  Fed 
rman  Alan  Greenspan's  Jan.  3  remarks  about  de- 
n  suggested  to  bond  investors  that  any  tightening 
he  Fed  is  a  dead  issue  and  that  its  next  move 
1  even  be  a  rate  cut. 

THE  KEY  QUESTION  for  both  policy  and  the  out- 
is:  How  much  will  Asia's  troubles  slow  the  econo- 
The  rate  drop  will  supply  a  fair  amount  of  stimu- 
i  early  1998,  just  when  the  Asian  drag  is  expected 
i  at  its  greatest.  Already,  some  data  show  that  the 
i  impacts  are  starting  to  be  felt.  The  National  As- 
ition  of  Purchasing  Management's  December  in- 
of  business  activity  in  the  manufacturing  sector  fell 
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to  52.5%,  and  it  has  been  in  a  decluiing  trend  since  July, 
when  it  hit  the  year's  high  of  58.6%. 

One  key  trend  that  stood  out  in  the  napm  data:  The 
growth  rate  of  export  orders  fell  off  sharply  at  the 
end  of  last  year  (chart).  The  export-orders  index  fell  to 
50.6%,  the  lowest  level  in  nearly  two  years,  and  the 
trend  has  been  down  during  the  second  half  of  1997. 
The  drop  appears  to  be  a  factor  behind  the  recent  de- 
cline in  the  napm's  index  of  overall  orders. 

The  Commerce  Dept.'s  more 
comprehensive  report  on  all 
factory  orders  showed  that 
bookings  jumped  2.5%  in  No- 
vember. But  all  of  that  in- 
crease reflected  a  surge  in  air- 
craft orders.  Excluding  planes, 
bookings  fell  in  both  October 
and  November.  Moreover,  for 
the  second  month  in  a  row, 
factory  inventories  rose  as 
shipments  fell,  pushing  the  ra- 
tio of  stockpiles  to  sales  to  the  highest  level  in  six 
months.  Rising  inventories,  along  with  the  broader  de- 
cline in  orders,  may  well  reflect  some  Asian  impact. 

Still,  manufacturing  retains  some  momentum.  Even 
excluding  aircraft,  the  backlog  of  unfilled  orders  con- 
tinued to  rise  in  November,  a  sign  of  future  production 
gains.  Also,  a  reading  greater  than  50%  for  the  napm's 
overall  index  means  that  the  economy  is  growing. 
While  the  data  suggest  that  the  pace  has  slowed,  the 
December  index  is  still  consistent  with  economic  growth 
in  the  range  of  2.5%  to  3% — a  healthy  clip. 

EVEN  AS  THE  FACTORY  SECTOR  cools  off,  though, 

the  outlook  for  domestic  demand  remains  upbeat.  In 
particular,  consumer  spending  and  housing  still  have 
plenty  of  pizzazz.  Based  on  the  weekly  survey  by  the 
ljr  Redbook  Service,  retail  sales  through  all  of  De- 
cember surged  a  seasonally  adjusted  2.4%  from  No- 
vember. That  showing  suggests  a  solid  advance  in  the 
Commerce  Dept.'s  retail  figures  for  the  month,  due  on 
Jan.  14. 

Moreover,  the  coming  stimulus  from  refinancing  could 
be  large.  The  Mortgage  Bankers  Assn.  estimates  that 
at  current  mortgage  rates,  5  million  households  would 
benefit  from  refinancing,  freeing  up  an  average  of  $800 
per  year  per  household. 

In  addition,  the  labor  markets  seem  likely  to  remain 
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vigorous  in  early  1998.  Initial  claims  for  unemploy- 
ment insurance  benefits  were  slightly  lower  in  Decem- 
ber than  they  were  in  November,  and  the  Conference 
Board's  November  index  of  help-wanted  advertising 
rose  to  its  highest  level  in  nearly  eight  years.  Both  in- 
dicators suggest  stronger  job-market  conditions  in  ear- 
ly 1998.  And  greater  job  security,  after  so  many  years 
of  jitters,  has  been  a  big  reason  for  the  improvement  in 
consumers'  morale. 

In  fact,  households  ended  1997  on  rock-solid  foot- 
ing. Job  growth  was  the  highest  in  three  years,  and 
real  disposable  income  rose  3.5%  in  the  year  ended  in 
the  fourth  quarter.  In  addition,  the  30%  increase  in 
1997  for  the  500  stock  prices  tracked  by  The  McGraw- 
Hill  Companies'  Standard  &  Poor's  Co.  means  that  the 
nearly  40%  of  households  that  own  equities  have  seen 
steep  gains  in  their  balance  sheets. 

Little  wonder,  then,  that  consumer  optimism  is  the 
highest  in  28  years.  The  Conference  Board's  index  of 
consumer  confidence  jumped  from  128.1  in  November  to 
134.5  in  December.  Consumers  were  more  upbeat  in 
December  about  the  economy's  present  situation  and  for 
prospects  six  months  down  the  road. 

STURDY  CONSUMER  FUNDAMENTALS  are  propelling 
a  home-buying  spree  that  lifted  home  construction  to  its 
best  year  of  this  seven-year  expansion.  Residential 
construction  added  significantly  to  fourth  quarter  GDP 
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growth,  and  lower  rates  will  enable  builders  to  mainfci 
that  strength  into  the  spring. 

Sales  of  new  single-family  homes  jumped  5.1% 
November,  to  an  annual  rate  of  830,000,  the  most  sir! 
April,  1986  (chart).  For  all  of  1997,  it  appears  til 
more  than  800,000  new  homes  were  sold,  the  largil 
1978.  Moreover,  the  flurry  of  saif 
November  supply  of  unsold  homes  ti 
hs,  the  lowest  since  1971.  That  will  s 
sing  starts  this  quarter. 
6%  of  Americans 
homes,  and  that 
'age  is  sure  to  rise  in 
since    the    drop  in 
mortgage  rates  makes  home 
ownership  more  affordable. 
And  as  long  as  investors'  flight 
to  quality  lifts  bond  prices,  the 
trouble  in  Asia  will  continue 
to  benefit  builders  in  the  U.  S. 

Indeed,  the  Asia  fallout  in 
1998  will  not  rain  down  equal- 
ly on  all  sectors  of  the  economy.  Cheaper  mortgaj 
join  falling  goods  prices  as  bonuses  for  some  U.  S.  o 
sumers.  But  slowing  exports  and  greater  competit 
from  Asian  merchandise  will  weigh  on  the  industi 
sector  and  its  workers.  On  balance,  though,  the  eco: 
my  is  set  to  keep  chugging  along  at  a  healthy  pace 
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PLENTY  OF  FIRE  LEFT  IN  THIS  TANGO 


Argentina  ended  1997  strongly. 
And  while  the  economy  faces 
challenges  in  1998,  its  recovery 
will  likely  mark  its  three-year  an- 
niversary in  early  1999. 

Gains  in  output,  construction, 
and  retailing  point  to  a 
solid  fourth  quarter. 
Stores  reported  a 
12:5%  gain  in  Christ- 
mas sales  compared 
with  1996.  Construc- 
tion activity  was  up 
15.3%  in  the  year  end- 
ed in  November,  and 
industrial  production 
rose  8.6%  in  the 
month.  Factory  output 
has  accelerated  sharply  over  1997, 
led  by  gains  in  motor  vehicles  and 
chemicals  (chart).  The  latest  data 
suggest  that  real  gross  domestic 
product  in  the  fourth  quarter 
grew  by  8.6%  from  a  year  ago. 


INDUSTRY  ENDED  1997 
ON  A  STRONG  NOTE 
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A  PERCENT  CHANGE  FROM  A  YEAR  AGO, 
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That's  the  same  healthy  pace 
posted  in  the  third  quarter,  and  it 
means  that  for  the  year,  real  GDP 
grew  by  about  8%. 

For  1998,  the  government  pro- 
jects the  economy  will  expand 

between  6%  and  7%, 
fueled  by  business  in- 
vestment and  contin- 
ued privatization  of 
government  enterpris- 
es. Private  economists 
expect  growth  of  only 
about  4%  to  5%  be- 
cause the  Asian  fall- 
out is  hurting  Brazil, 
Argentina's  largest 
trading  partner.  Still, 
Argentina's  growth  prospects  are 
better  than  those  of  many  other 
emerging  economies,  in  part  be- 
cause of  foreign-investor  confi- 
dence in  the  government's  ability 
to  maintain  the  link  between 


the  peso  and  the  U.  S.  dollar. 

Strong  growth  has  helped  Ar- 
gentina's public  finances.  Taxes 
surged  by  12.7%  in  1997,  to  a 
record  48.6  billion  pesos  ($48.6 
billion).  Continued  growth  and  a 
crackdown  on  tax  evasion  should 
lift  revenues  a  bit  more  in  1998. 
That  will  keep  the  deficit  to  less 
than  4%  of  GDP,  a  criterion  for 
new  loans  from  the  International 
Monetary  Fund. 

The  consumer  sector  may  be  a 
question  mark  for  1998.  Argen- 
tines are  skeptical  about  growth 
prospects.  According  to  one  sur- 
vey, 46%  of  consumers  think  the 
economy  will  show  no  growth  in 
1998,  and  56%  are  unsure  the  jot 
less  rate  will  fall  this  year  from 
October's  13.7%.  Indeed,  as  long 
as  Asian  ills  do  not  worsen,  cut- 
ting unemployment  will  likely  be 
Argentina's  key  challenge  in  199$ 
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INFLATION  ECONOM 


With  prices 
stable-and 
even  falling 
-expect  higher 
growth,  lower 
rates,  rising 
productivity, 
and  more 
investment 


Since  inflation  skyrocketed  into 
double  digits  in  the  late  1970s, 
central  bankers  around  the  world 
have  focused  on  one  main  goal: 
achieving  price  stability.  To  control  fast- 
rising  prices,  policymakers  in  the  U.  S., 
Britain,  Germany,  and  Japan  were  pre- 
pared to  absorb  years  of  slow  growth, 
and  if  necessary,  deep  recessions. 

But  20  years  of  single-minded  infla- 
tion-fighting may  be  ending.  In  a 
groundbreaking  speech  to  the  Ameri- 
can Economic  Assn.  on  Jan.  3,  Federal 
Reserve  Chairman  Alan  Greenspan  cit- 
ed "the  remarkable  progress"  that  had 
been  made  in  achieving  low  rates  of  in- 
flation. Greenspan's  message  was  clear: 
The  U.  S.  is  finally  close  to  reaching 
price  stability,  a  level  of  inflation  low 
enough  that  it  doesn't  affect  business 
or  investment  decisions. 
RIPPLE  EFFECT.  The  numbers  tell  the 
story.  Despite  strong  growth,  core  in- 
flation ran  at  only  a  1.8%  annual  rate 
over  the  last  six  months.  Service  infla- 
tion is  falling  in  housing,  education,  and 
other  areas  of  historically  persistent 
price  increases.  Goods  prices,  excluding 
food  and  energy,  have  actually  declined 
since  mid-1997.  Moreover,  Greenspan 
and  other  economists  now  believe  that 


the  official  cpi  overstates  inflation 
at  least  a  percentage  point.  That  m< 
the  U.  S.  is  actually  approaching  v 
many  forecasters  did  not  think  pc 
ble:  the  zero-inflation  economy. 

The  benefits  of  zero  inflation  an 
ready  rippling  through  the  entire  e 
omy.  In  a  low-inflation  environment, 
porations  are  better  able  to  plan 
make  decisions,  since  they  no  lor 
face  the  prospect  of  sudden  inflatio) 
shocks.  Long-term  interest  rates  fa 
investors  become  more  willing  to 
up  money  for  years  because  they 
less  fearful  that  the  value  of  then 
vestments  will  erode.  And  with  i 
tion  under  control,  the  Fed  can  a 
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sions  to  run  longer,  avoiding  the 
bust  cycles  which  have  led  to  re- 
ns  in  the  past.  That  means  the 
ow  has  room  to  cut  rates  if  eco- 
growth  should  slow  because  of 
sian  crisis  or  for  some  other  rea- 
age  30). 

result?  Higher  levels  of  growth, 
interest  rates,  more  capital  in- 
ent,  and  rising  productivity.  A 
study  by  two  Federal  Reserve 
nists  suggested  that  in  countries 
noderate  inflation,  a  substantial 
ion  in  the  rate  of  price  increases 
add  a  half  percentage  point  to  the 
h  rate. 

•eover,  low  inflation  perpetuates 


That's  the  good  news.  But  a  zero- 
inflation  economy  brings  new  dangers 
as  well — specifically,  the  possibility  of 
deflation.  Deflation,  or  falling  prices,  can 
be  a  positive  sign  if  it  is  caused  by  ris- 
ing productivity.  But  in  his  speech, 
Greenspan  spoke  of  the  damage  that 
could  be  done  by  runaway  deflation 
which  pulls  down  the  price  of  assets 
such  as  stocks  and  real  estate. 

In  addition,  a  smooth  macroeconomic 
ride  does  not  protect  some  companies 
from  rude  shocks.  Price  stability  means 
that  the  cost  of  raw  materials  and  other 
inputs  won't  rise  very  much.  But,  at 
the  same  time,  companies  find  it  difficult 
to  command  more  for  their  output.  And 


of  Aluminum  Corporation  of  America. 

There's  also  the  fear  that  companies 
will  face  a  profit  squeeze  if  they  must 
pay  more  to  keep  workers  in  a  tight 
job  market,  but  can't  pass  on  the  cost  in 
price  increases.  Despite  the  low  unem- 
ployment rate,  however,  that  hasn't  hap- 
pened yet.  One  reason  is  that  a  surge  of 
college-educated  workers — the  crucial 
resource  for  many  companies — has  en- 
tered the  workforce  over  the  last  two 
years,  relieving  some  pressure  on  hiring. 
From  March,  1995,  to  March,  1997,  the 
number  of  people  over  25  with  college 
degrees  rose  by  6.4%,  far  outpacing  the 
4%  increase  in  the  number  of  jobs. 

The  companies  that  are  most  in  dan- 


in  a  virtuous  cycle.  With  long- 
•ates  below  5.8%,  their  lowest  lev- 
ee the  government  first  started 
y  30-year  bonds  in  1977,  compa- 
re more  willing  to  invest  in  pro- 
ity-enhancing  machinery  and 
nent.  Those  improvements  will 
;  them  to  prosper  without  rais- 
"ices,  producing  the  earnings  to 
further  investments. 
) ANGERS.  For  consumers,  low  in- 
means  that  moderate  wage  gains 
anslate  into  decent  improvements 
ir  real  standards  of  living.  Over 
st  year,  wages  and  salaries  have 
by  only  3.4% — but  that  still  sub- 
ally  outpaces  consumer  inflation. 

..WHILE  SERVICE 
IFLATION  DECLINES... 


SERVICE  INFLATION 

EXCEPT  ENERGY  SERVICES 


in  industries  with  global  overcapacity, 
such  as  steel  and  autos,  companies  could 
see  earnings  hit  hard  by  falling  prices. 

That's  especially  true  in  sectors  facing 
competition  from  Asia.  Over  the  last 
six  months,  the  dollar  has  risen  by  16% 
against  the  yen,  86%  against  the  Kore- 
an won,  and  244%  against  the  Indone- 
sian rupiah,  enabling  Asian  rivals  to 
put  U.  S.  companies  under  severe  price 
pressure.  The  pressure  could  intensify 
as  Asian  nations  try  to  export  their 
way  to  economic  recovery.  "If  the  Asian 
financial  problem  doesn't  get  corrected 
in  the  next  12  months  or  so,  there  could 
be  goods  dumping,"  warns  Paul  H. 
O'Neill,  chairman  and  chief  executive 

...SENDING  INTEREST 
RATES  PLUMMETING 
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ger  of  seeing  price  stability  turn  ugly — 
to  serious  deflation — are  those  in  com- 
modity businesses.  The  most  outstanding 
example  is  oil.  Wall  Street  analysts  are 
now  calling  for  1998  profits  of  oil  pro- 
ducers to  fall  2%,  according  to  re- 
searchers First  Call  Corp.,  down  from 
the  forecast  of  flat  profits  a  month  ago. 

And  those  figures  could  prove  opti- 
mistic if  the  price  of  oil,  which  has 
dropped  from  $22  a  barrel  to  less  than 
$17  over  the  past  three  months,  con- 
tinues to  fall.  Demand  is  low,  inventories 
are  high,  and  the  number  of  new  billion- 
barrel  oil  fields  keeps  growing.  "Every 
single  indicator  is  bearish,"  says  Michael 
C.  Lynch,  an  oil  researcher  at  Massa- 
chusetts Institute  of  Technology.  "I 
think  that  we  could  see  sharply  lower 
prices  this  year." 

Copper  prices,  too,  are  down  30% 
since  August.  That's  hurting  Phelps 
Dodge  Corp.,  the  biggest  copper  pro- 
ducer in  the  U.  S  and  among  the  biggest 
worldwide.  Every  penny  move  in  the 
per-pound  price  of  copper  is  worth 
about  $17  million  in  cash  before  taxes  to 
the  company,  says  vice-president  and 
treasurer  Thomas  M.  Foster. 

Steel  producers  are  being  hit  by  ex- 
cess capacity,  and  by  a  slowdown  in  over- 
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seas  demand.  Prices  for  fiatrolled  steel, 
which  have  been  falling  since  mid-  1997, 
are  now  at  $310  per  ton,  not  far  from 
what  many  analysts  say  is  the  break- 
even price  of  $290  for  many  integrated 
steelmakers.  And  things  could  get  worse: 
On  Jan.  6,  minimills  Nucor  Corp.  and 
Ipsco  Inc.  both  announced  plans  for  new 
plate  mills  in  the  U.S.  "There's  a  risk 
now  that  profits  will  be  off  the  first  half 
of  the  year,"  says  PaineWebber  Inc.  an- 
alyst Peter  F.  Marcus. 
PRICE  wars.  Still,  for  every  company 
hurt  by  falling  prices,  another  company 
is  profiting.  Falling  copper  prices  make 
copper  cable  less  expensive.  Depressed 
steel  prices  benefit  big  users  of  steel, 
such  as  the  auto  companies.  And  not 
least,  falling  oil  prices  help  bring  down 
inflation  across  the  economy.  According 
to  estimates  by  Standard  &  Poor's  dri, 
a  $5-per-barrel  drop  in  the  price  of  oil 
would  take  three  tenths  of  a  percentage 
point  off  the  inflation  rate  over  the  next 
five  years. 

Pillowtex  Corp.,  one  of  the  country's 
largest  makers  of  home  textiles — in- 
cluding sheets,  towels,  pillows,  and  com- 
forters— is  benefiting  from  deflation  in 
cotton  prices,  which  are  down  about 
10%  from  a  year  ago  and  35%  from 
three  years  ago.  "That  should  be  a  net 
winner  for  us  in  terms  of  profit  oppor- 
tunity," says  CEO  Charles  M.  Hansen 
Jr.,  even  though  prices  in  home  textiles 
are  not  rising. 

For  consumers,  of  course,  the  benefits 


SUDDENLY,  A  NEW  PATTERN  IN  PRICES 
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of  the  zero-inflation  economy  are  unde- 
niable. Prices  are  dropping  on  every- 
thing from  autos  to  home  computers  to 
sporting  goods  and,  in  some  categories, 
full-fledged  price  wars  rage.  Take  soft 


drinks.  Now,  a  two-liter  bolt 
of  Coke  or  Pepsi  sells  I 
about  59(2  in  some  stores,  cc| 
pared  with  $1  before  the  t| 
companies  started  their  prj 
war  last  May.  Meanwhile,  J 
prices  of  appliances  and  cl 
sumer  electronics  continue! 
decline  as  they  have  for  yesl 
Deflation  "is  not  new  news! 
us,"  says  W.  Alan  McCollouS 
president  of  Circuit  Ci 
Stores,  a  large  consumer  ejj 
tronics  chain  based  in  Rit 
mond,  Va.  "For  us  it's  bi! 
ness  as  usual." 

Consumers  are  also  be 
fiting  from  slowing  inflation 
the  service  sector.  Take  ho 
ing,  which  accounts  for  ab 
half  of  the  services  compon 
of  the  cpi.  Despite  percepti 
of  tight  housing  mark 
everywhere,  "rent  of  shelt' 
as  the  Bureau  of  Labor 
tistics  calls  the  price  of  he 
ing,  is  rising  at  only  a  3% 
nual  rate  over  the  last 
months,  down  from  3.2%  o 
the  previous  six  months 
price  of  building  new  hoi 
also  has  been  restrained  c( 
pared  with  previous  expansions.  "Yoi 
seeing  some  increase  in  materials, 
moderately  so,"  says  homebuilding 
dustry  executive  Leonard  Miller,  ch 
man  of  Miami-based  Lennar  Corp, 
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WHAT  GREENSPAN  REALLY  MEANT 


Federal  Reserve  chairmen 
are  exceedingly  circum- 
spect in  their  public  utter- 
ings.  So  on  Jan.  3,  when  Alan 
Greenspan  delivered  a  speech 
on  deflation  for  the  first  time, 
Wall  Streeters  gasped.  Con- 
cluding that  the  Fed  was  sud- 
denly more  concerned  about 
falling  prices  than  inflation, 
traders  sent  bond  prices  soar- 
ing in  anticipation  of  a  rate 
cut.  Greenspan  "was  clearly 
setting  the  stage  for  an  eas- 
ing of  monetary  policy,"  sur- 
mised Brian  S.  Wesbury,  chief 
economist  at  Griffin,  Kubik, 
Stephens  &  Thompson  Inc.  in  Chicago. 

But  investors  betting  on  the  Fed  to 
lower  rates  may  be  disappointed.  That's 
not  the  signal  Greenspan  intended  to 
send.  The  Fed  chiefs  real  message: 


Falling  prices  don't  bother  him  so  long 
as  they're  the  result  of  productivity 
gains — particularly  in  high-tech  indus- 
tries. Rather  than  fretting  about  defla- 
tion, Greenspan  has  indicated  in  private 


conversations  that  he  believes 
omy,  for  now  at  least,  is  in  a  g 
zone  of  price  stability  that  wou 
any  Fed  move  unlikely.  Just  foi 
months  ago,  he  was  leaning  tov 
rate  boost.  But  the  Asian  finan 
has  left  Greenspan  neutral  aboi 
central  bank's  next  step. 

So  why  did  he  raise  the  spec 
deflation?  To  allay  growing  con 

TRUE  MESSAGE:    that  a  dox 
price  spir; 

gered  by 

woes  migl 

the  U.  S. 

Indeed,  w 

concerned 

the  Asian  situation,  the  Fed  ch 

welcomes  its  moderating  effect 

fast-growing  U.  S.  economy. 

And,  at  this  point,  Greenspa 

concerned  about  deflation  per  s 


We're  in  a 
golden  zone  of 
price  stability 


prisingly,  even 
increases  for  col- 
seemingly  immune 
rket  forces,  have 
1  sharply  since  the 
1990s.  That's  ac- 
%  to  a  draft  report, 
it  public,  from  the 
lal  Commission  on 
>st  of  Higher  Edu- 

"In  the  last  two 
je  years,  the  situa- 
is  changed  dramat- 
'  says  Martin  An- 
i,  senior  fellow  at 
ird  University's 
r  Institution  and  a 
er  of  the  commis- 
According  to  the 
ssion,  the  total  cost 
ending  public  uni- 
es — tuition,  room, 
i  books  and  fees, 
grants — rose  less 
3%  a  year  from  1993  to  1996, 
from  an  annual  increase  of  12% 
:he  previous  six  years.  Private 
■sities  showed  a  similar  decline  in 
lflation. 

operators  of  many  ser- 
)usinesses  that  can  still 
and  price  hikes — in  trav- 
•  example — the  low-infla- 
:onomy  is  a  boon.  Consider 
-based  Bristol  Hotel  Co., 
rgest  Holiday  Inn  franchisee  in 
jntry  with  86  wholly  owned  hotels, 
ling  to  ceo  J.  Peter  Kline  of  Bris- 
tling prices  on  computer  equip- 
and  utilities  such  as  phone  service 


THE 


ZERO 

INFLATION 
ECONOMY 


are  helping  the  bottom  line.  Bristol  has 
even  created  a  new  unit  within  its  pur- 
chasing department  to  buy  utility  ser- 
vices on  a  competitive  basis  nationwide. 

On  the  other  hand,  there  are 
service  companies  that  can't 
raise  prices.  "Pricing  has  been 
flat  for  the  last  12  months," 
says  James  E.  Ksansnak,  vice- 
chairman  of  Philadelphia-based 
aramark  Corp.,  which  provides 
a  wide  range  of  business  services  in- 
cluding food,  uniforms,  and  other  sup- 
port services  to  corporations. 

Overall,  the  new  low-inflation  envi- 
ronment leads  to  a  delicate  balancing 


act  for  companies.  Take 
Illinois-based  W.  W.  Grain- 
ger Inc.,  one  of  the 
largest  distributors  of  in- 
dustrial supplies,  ranging 
from  pumps  and  motors 
to  tools.  It  has  80,000 
items  in  stock  and  can 
buy  more  things  at  a 
lower  price  now.  But  the 
company  is  apprehensive 
about  possible  price  de- 
clines for  what  it  sells. 
"We  don't  dismiss  a  de- 
flationary spiral  as  ridicu- 
lous," says  John  A. 
Schweig,  a  senior  vice- 
president  at  Grainger. 

Chemical  companies, 
too,  are  seeing  both  the 
positive  and  negative 
sides  of  the  zero-inflation 
economy.  With  oil  prices 
dropping,  the  cost  of  one 
of  their  main  inputs  is  going  down.  But 
the  industry,  which  has  a  hard  time  rais- 
ing prices  even  in  a  strong  economy,  is 
also  sensitive  to  potential  global  overca- 
pacity. "If  Asia  stays  weak,  we  haven't 
got  an  optimistic  view  for  1999,"  says 
David  R.  Thomas,  senior  economist  at 
Imperial  Chemical  Industries  PLC. 

Still,  absent  a  deflationary  collapse, 
price  stability  is  a  good  thing.  It  took  a 
long  time  for  companies  and  consumers 
to  get  used  to  inflation.  Now  they  are 
learning  how  to  live  with  zero  infla- 
tion—and love  it. 

By  Michael  J.  Mandel  in  New  York 
with  bureau  reports 


Despite  the 
perception  of 
tight  housing 
markets 
everywhere, 
inflation  in 
home  prices  is 
slowing-rising 
at  a  3%  annual 
rate  in  the  last 
six  months 


[  out  that  the  U.  S.  enjoyed 
c  renaissance  between  the 
1890s  even  as  the  country 
encing  a  sharp  decline  in 
[S.  Also,  Greenspan  noted  in 
ipeech  that  he  would  only  be 
about  deflation  if  stock  and 
property  prices  were  to 
rply — something  he  doesn't 
iards.  He  has  told  confidants 
y  as  stock  and  other  asset 
up,  he  won't  panic,  even  if 
ler  price  index  starts  falling. 
S.  Just  over  a  year  ago, 
fretted  about  overvalued 
is  famous  "irrational  exuber- 
:h.  But  since  then,  continuing 
it  growth  has  allayed  his 
lings  may  not  have  risen 
jh  to  justify  current  stock 
ireenspan's  mind,  but  they're 
gap. 

i  ostant,  Greenspan  remains 
ut  the  U.  S.  economy.  He 
gns  of  weakening  domestic 
d  believes  the  inflationary 
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pressures  of  tight  labor- 
markets  are  being  off- 
set by  productivity 
gains  and  the  effects  of 
the  Asian  turmoil.  As  a 
result,  the  U.  S.  is  en- 
joying a  rare,  blissful 
period  of  flat  prices — 
though  how  long  it  will 
last,  he  won't  speculate. 

While  some  econo- 
mists gripe  that,  given 
such  low  inflation,  "real" 
interest  rates  remain 
high,  Greenspan  sees  no 
need  to  cut  as  long  as  rate-sensitive 
businesses  such  as  housing  and  autos 
aren't  suffering. 

The  main  risk  to  the  economy,  in 
Greenspan's  mind  remains:  tight  labor 
markets.  In  recent  years,  wage  inflation 
has  been  muted  by  corporate  downsiz- 
ing and  workers'  willingness  to  trade 
raises  for  job  security.  But  Greenspan 
worries  that  the  shrinking  pool  of  un- 
employed workers  will  inevitably  mean 
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higher  wages.  And  he 
is  poised  to  raise  rates 
if  pay  hikes  start  out- 
stripping productivity 
gains. 

For  now,  however, 
he  remains  optimistic 
that  productivity 
gains,  especially  from 
information  technolo- 
gy, will  keep  costs  in 
check.  He's  so  con- 
vinced of  the  produc- 
tivity revolution  that 
he  has  discounted  in 
advance  an  expected  weak  productivity 
report  for  the  fourth  quarter  as  flawed 
by  statistical  noise. 

If  productivity  gains  persist,  he  be- 
lieves, the  U.  S.  economy  is  entering  a 
virtuous  cycle  in  which  inflation  remains 
low  and  companies  continue  to  boost 
productivity  because  they  can't  raise 
prices.  If  he's  right,  the  Fed  chief  may 
spend  1998  on  the  sidelines. 

By  Dean  Foust  in  Washington 
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News:  Analysis  &  Commentary 


WALL  STREET: 

NO  MORE  EASY  STREET? 

Fears  of  deflation  make  it  tougher  to  pick  stocks  that  deliver 


Inflation  is  dormant.  The  30-year 
Treasury  bond,  having  plunged  from 
6.26%  to  5.78%  in  three  months,  is 
near  a  historic  low.  So,  the  stock  mar- 
ket is  soaring?  Not  quite.  In  the  past 
three  months,  the  Dow  Jones  industri- 
al average  has  dropped  3%,  from  8100 
to  7902. 

What  gives?  Concerns  about  the 
Asian  financial  crisis  still  overhang  U.  S. 
stocks.  But  something  else  is  bugging 
Wall  Street:  the  prospect  of  deflation 
and  the  damage  that  a  lack  of  pricing 
power  can  inflict  on  corporate  profits. 

In  the  short 
run,  at  least, 
that  fear  may 
keep  stocks 
from  mounting 
much  of  a  rally 
in  response  to 
low  long-term 
rates,  say  mar- 
ket pros. 


A  zero  inflation  economy,  however, 
doesn't  necessarily  mean  a  wrenching 
slowdown  in  earnings  growth — if  com- 
panies can  achieve  solid  productivity 
gains.  "There's  a  heck  of  a  lot  of  re- 
structuring and  efficiency  im- 
provement in  the  economy,  and 
I  don't  see  why  that  shouldn't 
continue  in  1998,"  says  Douglas 
R.  Cliggott,  chief  U.  S.  equity 
strategist  at  J.  P.  Morgan  Se- 
curities Inc.  And  a  lot  of  that 
will  fall  to  corporate  bottom  lines. 
FAIR  VALUE.  Indeed,  if  rates  continue 
to  fall,  the  stock  market  could  even 
start  looking  undervalued,  says  Clig- 
gott. With  the  yield  on  the  30-year 
Treasury  at  5.78%,  the  stock  market  is 
4%  below  its  fair  value  of  1,001,  based 
on  the  historical  relationship  between 
the  yield  on  the  30-year  Treasury  and 
the  trailing  earnings  yield  of  the  s&P 
500,  he  says.  If  rates  hit  5.5%,  fair  val- 
ue rises  to  1,054  in  his  model,  equiva- 


a 


THE 


ZERO 

INFLATION 
ECONOMY 


How  the  Pros  Size  Up  the 
Deflation  Factor 


With  low  interest  rates  and  stable  or  falling  prices, 
these  sectors  could  shine  . . . 


SECTOR 


FINANCIAL 
SERVICES 

COMMUNICATIONS 


RETAIL 


OUTLOOK 


Regional  banks,  insurers 
from  lower  rates. 


and  investment  banks  benefit 


Cable  companies,  newspapers,  and  regional  phone  carriers  aren't 
exposed  to  pricing  pressure  from  cheap  imports — or  to  much  foreign 
competition. 


The  strong  domestic  economy  drives  demand.  The  dropping  cost  of 
Asian  goods  will  help  apparel  makers  who  outsource,  too. 


« 


but  these  businesses  may  struggle 


STEEL 


Slowing  demand  in  Asia  could  produce  a  flood  of 
cheap  imports. 


MULTINATIONALS  !  Big  multinationals  face  currency  worries  as  well 
;  as  slower  growth  in  formerly  fast-growing  Asian 
i  markets. 

MACHINERY        i  The  sector  continues  to  suffer  from  difficult  pric- 
ing and  slowing  growth  prospects. 


lent  to  a  Dow  at  8600.  Drop  down 
5%,  and  fair  value  is  1159,  or  a  D 
at  9450. 

Even  if  rates  don't  fall  further, 
pros  say  investors  can  play  the  dis 
flation  trend  by  choosing  industr 
and  companies  able  to  skirt  downwj 
pricing  pressures.  For  example,  che 
imports  from  Asia  could  hurt  ste 
semiconductor,  and  machinery  com] 
nies.  But  companies  in  the  servii 
sector,  including  financial  servic1 
cable-TV,  telecommunications, 
leisure  companies,  should  be  fairly  i 
mime  to  the  overseas  turmoil,  s 
money  managers. 

Barry  Hyman,  chief  mar\ 
analyst  at  New  York  Ci 
based  Ehrenkrantz  King  Nu 
baum  Inc.,  recommends  heal 
care,  entertainment,  and  leis 
stocks  for  their  domestic  fo( 
Retailers  and  apparel  makers  are 
choice  of  Advest  Inc.'s  Jack  Shau 
nessy,  since  they  benefit  from  dome: 
strength  and  get  a  boost  as  the 
sourced  products  they  buy  from 
Far  East  become  cheaper. 

Robert  J.  Froehlich,  chief  invt 
ment  strategist  for  Zurich  Kemper 
vestment  Inc.,  says  the  best  bets 
this  low  interest-rate  environment 
financial-services  stocks,  including 
gional  banks,  insurers,  and  investm 
banks.  Even  as  the  gap  between  sh< 
and  long-term  rates  narrows,  red 
ing  the  gap  between  borrowing 
lending  costs,  "what  they  don't 
from  a  steep  yield  curve,  they 
make  up  in  volume  because  the  eco 
my  and  consumer  sentiment  are 
strong,"  he  says.  Low  rates  are 
stimulating  the  housing  sec1 
Froehlich  says,  so  investors  should 
sider  homebuilders  or  household 
nishings  companies. 

A  contrarian  strategy  is  to  look 
companies  that  have  long  dealt 
pricing  pressures.  These  "are  more 
cient  and  able  to  turn  a  profit  at  a  1 
er  level  of  sales  growth,"  says  Johr 
Carey,  who  oversees  the  $4.1  billion 
oneer  Fund  and  the  $720  million  Pior 
Equity-Income  F'und.  Am 
those  are  food  companies 
as  General  Mills  and  '. 
Foods,  and  oil  companies. 

With  deflation  in  the 
this  is  not  an  easy  envh 
ment  for  investors.  Bu 
rates  stay  low  and  fal 
prices  don't  crush  earnii 
the  market  could  soon  sh 
off  its  blues. 

By  Suzanne  Woo 
in  New  3 


STEEL:  A  cooling  bet 
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ICIAL  SECURITY  REFORM: 
ADY  FOR  PRIME  TIME? 

3  is  a  make-or-break  year  for  Clinton  to  devise  a  viable  plan 


the  perfect  task  for  the  first  baby 
omer  President.  In  his  Jan.  27 
ate  of  the  Union  Address,  Presi- 
Clinton  will  launch  a  national  de- 
on  how  to  fix  the  anticipated  $10 
>n  gap  in  Social  Security's  long- 
finances.  Aides  say  Clinton  has 
dreamed  of  such  an  overhaul — 
;d  to  pay  for  the  retirement  of  his 
Uion-member  generation — a  crown- 
chievement  for  his  Presidency. 


top  Republican  priority  this  year.  The 
House  Speaker  supports  putting  as 
much  as  40%  of  revenues  collected  from 
the  12.4%  payroll  tax  into  401(k)-style 
private  accounts.  He  now  backs  the  idea 
of  a  bipartisan  commission  to  study  the 
options  and  build  public  support. 

Neither  Gingrich  nor  Clinton,  how- 
ever, contemplates  any  real  action  until 
after  this  fall's  midterm  elections.  And 
neither  one  wants  Social  Security  to  be- 


any plan  that  diverts  payroll  taxes  away 
from  the  government  fund,  more  often 
favoring  a  hike  in  the  payroll  tax  on 
high-end  earners.  Senator  Daniel  Patrick 
Moynihan  of  New  York,  the  most  force- 
ful Democratic  advocate  of  Social  Secu- 
rity, insists  that  the  system  can  be  kept 
solvent  by  reducing  the  annual  inflation 
adjustments  to  benefits. 

Clinton  will  probably  come  down 
somewhere  in  the  middle,  keeping  a  ba- 
sic Social  Security  pension  but  allow- 
ing or  requiring  workers  to  invest  some 
tax  money  privately.  "Given  that  we 
have  to  work  with  the  Republicans,  it's 
hard  to  see  a  plan  passing  without  some 
individual-account  piece,"  admits  a  Clin- 
ton adviser.  Seniors'  groups  and  labor 
would  fight  this,  but  the  public  seems  to 
be  open  to  the  idea:  In  a  poll  commis- 
sioned by  the  centrist  Democratic  Lead- 


WHAT  THE  KEY  PLAYERS  WANT 


Ami 


:sident  Clinton  intends  to 
ich  a  public  debate  on  Social 
urity  reform  in  his  Jan.  27 
te  of  the  Union  Address.  His 
I  is  to  pass  a  plan  by  the  end 
.999.  He  is  believed  to  favor 
ie  form  of  partial  privatization 
he  national  pension  system. 

it  dreaming  of  a  Social  Security 
will  be  far  easier  than  winning  one. 
the  centerpiece  of  Franklin  D. 
evelt's  New  Deal,  Social  Security 
srovoked  bloody  political  battles 
since.  Even  now,  a  debate  rages  in 
Vbite  House  over  how  to  approach 
ssue.  One  camp,  led  by  Treasury 
;tary  Robert  E.  Rubin,  insists  So- 
Security  should  remain  a  govern- 
-run  social  insurance  program,  to 
ipaired  mainly  by  shaving  benefits 
raising  payroll  taxes.  The  other 
!  led  by  Rubin's  deputy,  Lawrence 
Summers,  is  pushing  structural 
*es — including  privatizing  at  least  a 
an  of  the  system  into  individual  in- 
nent  accounts. 

ianwhile,  House  Speaker  Newt 
rich  says  Social  Security  is  also  a 


Deputy  Treasury 

Secretary 

LAWRENCE 

summers  is  push- 
ing the  President 
to  open  the  door 
to  privately  con- 
trolled individual 
savings  accounts 
that  would  supple- 
ment or  replace 
part  of  Social 
Security. 


Treasury  Secretary 
ROBERT  RUBIN, 

Summers'  boss, 
advises  Clinton  to 
avoid  structural 
changes  in  Social 
Security  and  tinker 
instead  with  pay- 
roll taxes  or  the 
benefit  levels  to 
keep  the  system 
solvent  when 
boomers  retire. 


House  Speaker 
NEWT  GINGRICH 

also  has  put 
Social  Security  at 
the  top  of  his 
agenda,  calling  for 
a  commission  to 
study  reform.  He 
favors  converting 
a  large  part  of 
Social  Security  to 
mandated  private 
savings  accounts. 


Senator 

DANIEL  MOYNIHAN 

(D-N.Y.),  who  is 
considered  the 
expert  in  Social 
Security,  opposes 
privatization 
and  is  calling  for 
fixes  such  as 
reduced  cost-of- 
living  increases 
or  a  higher 
retirement  age. 


come  a  issue  in  the  Presidential  election 
two  years  later.  That  leaves  only  1999 
as  the  window  of  opportunity  to  pass  a 
law,  making  1998  a  crucial  year  for 
building  consensus  on  Social  Security. 
WAITING.  The  effort  is  unlikely  to  catch 
fire  until  Clinton  proposes  a  plan.  "The 
options  have  all  been  studied  to  death," 
says  a  Senate  Democratic  aide.  "What's 
missing  is  Presidential  leadership."  Adds 
Alicia  H.  Munnell,  a  former  member  of 
Clinton's  Council  of  Economic  Advisers: 
"The  American  people  are  not  going  to 
pay  attention  until  the  President  puts 
his  plan  on  the  table." 

But  it's  not  clear  how  Clinton  can 
craft  a  plan  that  will  pass  a  pro-privati- 
zation GOP  Congress  without  igniting  a 
revolt  from  his  own  party's  left  wing. 
Liberal  Democrats  will  strongly  resist 


ership  Council,  75%  of  respondents 
approved  of  having  a  private  option. 

No  matter  what  the  proposal,  Social 
Security  reform  will  require  grinding  ne- 
gotiations. Private  accounts  may  be  cost- 
ly and  might  require  higher  payroll  tax- 
es. And  any  deal  will  necessitate  benefit 
cuts,  most  likely  disguised  as  increases  in 
the  retirement  age  or  slower  cost-of-liv- 
ing hikes.  "If  reform  were  as  painless 
as  Gingrich  says,  both  parties  would  have 
plans  on  the  table  already,"  says  Bradley 
D.  Belt,  director  of  the  National  Com- 
mission on  Retirement  Policy.  Still,  the 
prospect  of  federal  budget  surpluses 
starting  next  year  offers  some  hope  that 
funds  will  be  available  to  ease  the  job. 
That  could  even  help  make  Clinton's 
dream  of  Social  Security  reform  a  reality. 
By  Mike  McNamee  in  Washington 
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COMMENTARY 

By  Keith  Naughton 

CONFESSIONS  OF  A  SPORT-UTE  OWNER 


Hello,  my  name  is  Keith  and  I 
drive  a  sport-utility  vehicle.  I 
used  to  think  my  Chevrolet 
Blazer  marked  me  as  a  fashionable 
commuter.  I  admit  to  boasting  vain 
ly  that  I  wouldn't  be  caught  dead 
hauling  my  family  in  a  dowdy  mini- 
van.  I  was  too  cool  for  that — just 
like  all  those  other  baby  boomers 
behind  the  wheels  of  Blazers, 
Explorers,  Suburbans,  and  Jeeps. 
But  lately,  our  suvs  have  started 
to  suffer  from  an  image  problem 
of  their  own:  In  the  heated 
debate  over  global  warming, 
they  have  become  the  sym- 
bol of  gas-guzzling,  ozone- 
depleting  indulgence.  I 
admit  that  the  only  thing 
green  about  my  truck  is 
the  paint  job.  But  who 
knew  that  I  was  ruin- 
ing the  world  by  dri- 
ving to  work? 

Now  along  comes 
Detroit  to  soothe  my 
concerns  about  social 
irresponsibility.  Ford 
Motor  Co.  announced 
on  Jan.  5  that  this  fall, 
it  is  converting  all  its 
sport-utility  models 
into  low-pollution  vehi- 
cles certified  by  the 
Environmental  Protec- 
tion Agency.  Ford,  which  sells 
650,000  sport  utilities  a  year,  will  cut 
the  pollution  they  belch  by  40%  so 
they  match  the  cleanest  cars. 
Chrysler  Corp.  promises  to  follow 
with  a  new  Jeep  Grand  Cherokee 
this  fall  that  also  emits  as  little  pol- 
lution as  a  car.  And  General  Motors 
Corp.,  the  maker  of  my  Blazer,  says 
it  is  also  looking  at  ways  to  make 
sure  that  its  trucks  spew  less  pollu- 
tion, although  it  might  not  copy 
Ford's  approach. 

NO  MORE  APOLOGIES.  In  a  single 
stroke  of  automotive  engineering 
magic,  Detroit  assures  us,  sport-utili- 
ty vehicles  will  become  environmen- 
tally friendly.  "There  is  no  need  for  a 
customer  to  feel  apologetic  about 
buying  an  suv,"  says  Ford  Chairman 
Alexander  J .  Trotman.  Indeed,  Ford 
intends  to  dress  up  its  sport  utilities 
with  green  leaf  badges  so  no  one  will 


mistake  the  trucks  for  despoilers  of 
nature.  Crows  Jacques  A.  Nasser, 
Ford's  president  of  automotive  oper- 
ations: "Now  we  call  them  cuvs — 
clean-utility  vehicles." 

Nice  try,  but  sport  utilities  will 
never  be  green  machines.  Ford  is  to 
be  commended  for  outfitting  its  suvs 
with  stronger,  smog-scrubbing  catalyt- 


To  protect  the  geese  that  lay  the 
golden  eggs,  Detroit  is  trying  to  give 
sport-utility  vehicles  green  credent  ials 


ic  converters,  which  will  help  clear 
the  air  in  urban  areas.  And  it  helps 
that  competitors  are  following  suit. 
But  sport  utes  still  guzzle  gasoline — 
the  hulking  Ford  Expedition  gets  14 
miles  per  gallon  in  the  city,  while 
Ford's  cars  average  27.5  mpg.  And 
Ford's  new  catalytic  converter  will 
not  reduce  carbon  dioxide  emissions, 
which  are  believed  to  be  a  leading 
cause  of  global  wanning.  Only  better 
gas  mileage  can  accomplish  that. 

The  truth  is  that  Detroit  is  at- 
tempting to  protect  the  geese  that 
lay  the  golden  eggs.  The  Big  Three 
haul  in  humongous  profits  from 
sport-utility  vehicles.  Analysts  esti- 
mate that  the  trucks  accounted  for 
more  than  $4  billion  of  Ford's  record 
$6.5  billion  in  profits  last  year.  For 
instance,  Ford's  chrome-encrusted 
Lincoln  Navigator,  which  sells  for 
$45,000,  chums  out  estimated  gross 


profits  of  $15,000  a  vehicle.  By  con- 
trast, Ford  loses  money  on  nearly 
every  ordinary  passenger  car  it  sells. 
Those  hefty  suv  margins  make  it 
easy  for  Ford  to  swallow  the  ex- 
pense of  outfitting  its  sport  utilities 
with  the  high-tech  exhaust-scrubbing 
technology,  which  analysts  estimate 
will  cost  the  carmaker  only  about 
$100  a  vehicle. 

Ford  and  its  competitors  have 
watched  uneasily  as  sport 
utilities  have  been  dragged 
into  environmental  de- 
bates. These  trendy  ve- 
hicles— which  owe 
much  of  their  success 
to  the  favorable  image 
they  have  among 
status-seeking  baby 
boomers — risk  losing 
their  appeal  if  they  are 
perceived  as  environmen- 
tally irresponsible.  In 
fact,  in  some  markets 
tire-kickers  already  have 
begun  to  turn  away  from 
sport  utilities  because  of  en 
vironmental  concerns,  says 
Richard  Parry-Jones,  Ford's 
group  vice-president  for 
product  development.  "We 
have  seen  some  misgivings 
and  we  want  to  eliminate 
those,"  he  says. 
The  Big  Three  also  are  desperate 
to  burnish  its  environmental  creden- 
tials after  Toyota  Motor  Corp.  pulled 
ahead  in  the  "green  car"  race  last 
month  by  introducing  an  affordable 
hybrid  car  powered  by  gasoline  and 
electricity.  Even  in  sport-utility  vehi- 
cles, the  Japanese  are  threatening 
Detroit.  Honda  Motor  Co.  says  its 
popular  CR-v  will  match  Ford's  low- 
polluting  technology  by  2000. 

Ultimately,  what  Detroit  is  really 
trying  to  do  is  find  a  way  to  sell  me 
another  sport-utility — a  new,  im- 
proved one.  But  if  I  really  want  to 
make  the  world  a  greener  place, 
maybe  I  should  just  go  back  to  dri- 
ving a  compact  car.  Then  again,  I'm 
not  sure  I'm  ready  to  climb  down 
from  my  suv  just  yet. 


Naughton  covers  the  auto  industn 
for  business  week  from  Detroit. 
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S,  SIR, 

AT  S  NO  BABY 

3ent  court  ruling  may  give  Baby  Bells  coast-to-coast  reach 


sy're  unlikely  to  be  called  the 
iby  Bells  much  longer.  Following  a 
unning  New  Year's  Eve  court  rul- 
at — if  it  stands — would  allow  the 
al  phone  companies  into  the  na- 
$80  billion  long-distance  market, 
ells  are  poised  to  grow  up  fast, 
t,  some  local  operating  companies 
rere  carved  out  of  the  Bell  System 
;he  breakup  of  at&t  in  1984  are 
ig  to  remake  themselves  in  the 
of  old  Ma  Bell — delivering  long- 
ce  and  local  phone  services  across 
.S. 


fight  hard  in  its  new  markets,  sbc's 
combative  ceo  Edward  E.  Whitacre 
Jr.  has  chafed  against  the  restrictions 
on  expansion  into  long  distance  that 
the  Telecommunications  Act  of  1996 
imposed.  As  soon  as  it  passed,  he  ca- 
joled the  Texas  legislature  to  write  its 
own  law,  raising  barriers  to  long-dis- 
tance companies  trying  to  enter  sbc's 
market. 

The  snet  deal  and  the  New  Year's 
ruling  by  Federal  Judge  Joe  Kendall  may 
embolden  other  Bells.  Kendall's  decision 
essentially  invalidates  a  key  limit  of  the 


If  the  decision  stands  up  in  court,  says 
James  G.  Cullen,  president  of  Bell  At- 
lantic's telecom  group,  "we'll  be  in  the 
long-distance  business  very  quickly." 

In  the  two  years  since  the  Telecom- 
munications Act  became  law,  there 
have  been  just  four  requests  presented 
to  the  fcc.  U  S  West  now  expects  to 
file  for  permission  in  most  of  its  14- 
state  region  within  the  next  six  weeks. 
SBC  Operations  Vice-President  Royce 
Caldwell  says  it,  too,  will  quickly  sub- 
mit applications  to  the  7  states  in  its 
territory.  "In  most  cases,  I  would  ex- 
pect we  would  be  filing  this  month," 
he  says.  Already,  the  Bells  have  ap- 
proval from  four  states  and  have  re- 
quests before  five  others  (map). 

Even  if  the  ruling  is  eventually  over- 
turned— which  many  analysts  expect — 
the  Bells  will  continue  to  challenge  the 
FCC.  "This  is  about  whether  the  fcc 
can  regulate  telecom  the  way  it  wants," 
says  Scott  C.  Cleland,  an  analyst  at  bro- 

THE  STATE-BY-STATE  BATTLE 
TO  GET  INTO  LONG-DISTANCE 

|_  States  that  have  opened  their  long- 
distance markets  to  the  Bells 

L  States  that  have  been  asked  by 
the  Bells  to  open  their  markets 


J  NORTH 
i,' TENNESSEE.-'  CAROLINA," 


SOUTH 


lCRE:  A  week  after  the 

ig  snet  court  decision,  sbc 
<bc  into  Communications  Inc. — 
listance  the  most  aggressive  of 
_  the  Bells — showed 
his  could  be  done.  On  Jan.  5,  the 
Lntonio-based  company,  which  in- 
5d  the  court  case  last  July,  signed 
billion  deal  to  buy  Southern  New 
nd  Telecommunications  Inc.  That 
;  sbc,  which  had  already  scooped 
icific  Telesis  Group  in  1996,  the 
3ell  with  national  reach  in  long 
ce. 

t-merger,  sbc  will  be  nobody's  idea 
>aby.  It  will  have  $24.5  billion  in 
ue  and  the  ability  to  offer  service 
states,  snet  also  gives  it  a  wedge 
he  lucrative  New  York  market — 
Ltlantic  Corp.'s  territory, 
d  nobody  doubts  that  sbc  will 


CAROLINA 


telecom  act — that  the  Bells  must  prove 
to  the  Federal  Communications  Com- 
mission that  there  is  competition  in  their 
local  markets  before  they  can  get  into 
long  distance.  The  law,  says  Judge 
Kendall,  "ties  [the  Bells']  hands  while 
competitors  such  as  gte,  at&t,  and  mci 
take  their  punches." 

The  decision  was  immediately  chal- 
lenged by  at&t  and  other  long-distance 
carriers  as  well  as  the  federal  govern- 
ment. But  the  Bells  are  hailing  it  as  a 
new  turn  in  deregulation,  allowing  them 
to  enter  long  distance  wherever  state 
regulators  approve.  Although  the  case 
was  brought  by  sbc  and  U  S  West, 
Judge  Kendall  allowed  Bell  Atlantic  to 
join  on  Jan.  7.  Ameritech  also  has  sought 
entry.  And  BellSouth  Corp.  expects  to 
use  the  same  legal  argument  to  market 
long-distance  services  in  South  Carolina. 


kerage  Legg  Mason  Precursor  Group. 

It's  also  about  the  Telecom  Act  itself. 
Execs  at  long-distance  companies,  frus- 
trated by  the  barriers  to  entering  local 
markets,  are  now  openly  critical  of  the 
law,  too.  "We  have  a  Telecom  Act  that 
is  currently  not  operational,"  says  at&t 
ceo  Michael  C.  Armstrong. 

Count  on  the  Bells  to  keep  pressing 
their  case  in  court,  too.  BellSouth  chief 
strategist  C.  Sidney  Boren  says  his 
company  expects  to  appeal  the  Fee's 
December  ruling  turning  down  its  pe- 
tition to  enter  the  South  Carolina  long- 
distance market.  And  sbc  says  it  will 
fight  to  keep  selling  long-distance  in 
Southern  New  England  Telephone's 
territory.  That's  hardly  baby  talk. 

By  Gary  McWillianis,  with  Catherine 
Yang  in  Washington,  David  Greising  in 
Atlanta,  and  bureau  reports 
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TOBACCO 


A  BIG  STINK 
OVER  NICOTINE 

With  the  DNAP  case,  Justice's 
probe  is  now  a  criminal  affair 

The  1998  Tobacco  War  is  on.  In  the 
first  criminal  case  arising  from  its 
probe  of  cigarette  makers,  the  Jus- 
tice Dept.  has  accused  dna  Plant  Tech- 
nology Corp.  (dnap)  of  helping  an  un- 
named tobacco  company  develop  a 
high-nicotine  plant  it  could  use  to  boost 
nicotine  levels  in  its  cigarettes.  On  Jan. 
7,  the  Oakland  (Calif.)  biotechnology 
company  pleaded  guilty  to  violating  a 
law  banning  export  of  tobacco  seeds 
from  the  U.  S.  And  Justice  says  dnap 
will  now  cooperate  in  the  broader  fed- 
eral investigation  of  Big  Tobacco,  which 
includes  at  least  four  separate  probes. 

Though  court  papers  did  not  identify 
the  company  that  it  called  an  unindicted 
co-conspirator,  bat  Industries  PLC's 
Brown  &  Williamson  Tobacco  Corp.  ac- 
knowledged it  was  the  one.  The  Louis- 
ville company  declined  to  comment  on 
the  Justice  action,  but  said  its  intention  in 
developing  the  new  plant  "was  never  to 
manipulate  nicotine  in  order  to  raise  nico- 
tine levels  in  commercial  cigarettes." 
DOUBLE  TROUBLE.  The  guilty  plea  comes 
just  as  Congress  is  set  to  debate  legis- 
lation to  approve  the  $368.5  billion  deal 
between  the  industry  and  state  attor- 
neys general  reached  last  summer.  The 
proposal  would  give  tobacco  companies 
some  protection  from  litigation  over  the 
deaths  and  health-care  costs  related  to 
smoking.  "It  makes  it  extremely  difficult 
for  Congress  to  give  these  guys  civil 
immunity  when  you  have,  down  the 
street,  another  branch  of  government 
going  after  them  criminally,"  says 
Richard  A.  Daynard,  chairman  of  the 
Tobacco  Products  Liability  Project  at 
Boston's  Northeastern  University. 

According  to  documents,  DNAP  agreed 
in  1983  to  develop  tobacco  with  nicotine 
at  double  the  strength  of  other  strains. 
Between  1984  and  1991,  the  project  was 
moved  to  Brazil,  where  the  company  had 
an  affiliate.  Justice  said  officials  of  both 
DNAP  and  the  tobacco  company  shipped 
the  seed  or  carried  it  with  them  on  trips 
to  Brazil,  \iolating  the  export  ban. 

The  export  law  may  be  an  obscure 
way  to  haul  cigarette  makers  into  court. 
But  its  use  shows  how  determined  U.S. 
prosecutors  are  in  the  Tobacco  Wars. 
By  Susan  B.  Garland  in  Washington 


COMPUTERS 

SO  APPLE  ISN'T 
APPLESAUCE 

It's  back  in  the  black-and  has 
some  growth  prospects 

Leaving  Fort  Wayne,  Ind.,  to  attend 
the  semiannual  Macworld  trade 
show  in  San  Francisco,  Brad 
Bradley  had  all  but  given  up  on  Apple 
Computer  Inc.  A  faithful  Macintosh  user 
for  years,  the  executive  with  Fort 
Wayne  Metals  was  ready  to  trade  in 
the  company's  Macs  for  Windows  ma- 
chines. "I  was  really  stalling  to  question 
Apple's  future  viability,"  says  Bradley. 

But  on  the  first  day 
of  the  show,  Bradley 
changed  his  mind  as  he 
stood  listening  to 
Steven  P.  Jobs  tell  of 
Apple's  new,  improved 
future — one  that  might 
actually  include  mak- 
ing money.  The  Apple 
co-founder  and  interim 
CEO  said  the  company 
will  report  a  net  profit 
of  $45  million  for  the  quarter  ended 
Dec.  31,  halting  a  four-quarter,  $1  billion 
losing  streak.  That,  plus  recent  soft- 
ware deals  with  Oracle  Corp.  and  Mi- 
crosoft Corp.,  persuaded  Bradley  to 
stick  with  his  Macs  a  while  longer:  "I 
feel  a  lot  better  about  Apple  now." 

So  does  Wall  Street.  Apple's  stock, 
which  rose  in  December  on  rumors 


APPLE  TURNAROUND) 


DEC-  '95 

MILLIONS  OF  DOLLARS 


MACWORLD:  of  better  numbe, 
The  faithful  jumped  20%,  to  20,  | 
loved  the  new  fore  settling  at  18.1 
machines  "This  doesn't  ma 
Jobs  has  saved  i 
company,  but  it's  definitely  great  nev 
says  analyst  Timothy  P.  Bajarin. 

"indeed.  While  Apple  sold  133,(1 
Macs  in  November — 50,000  more  thai 
expected — overall  sales  were  26% 
low  1996's  December  quarter,  leav] 
its  yearend  market  share  at  3.3%, 
what  it  was  a  year  ago.  And  to  stav, 
the  black  as  it  nears  the  always  dis: 
March  quarter,  Apple  will  have  to  h 
tightening  on  costs.  This  winter  could 
especially  tough  as  PC  rivals  start  pu 
ing  $700  machines. 
LOW-END  ACTION.  Still,  for  the  first  tij 
in  years,  Apple  seems  to  have  a  foj 
dation  to  build  on.  After  massive  layij 
and  other  cost-cutting,  it  can  tun; 
profit — even  though  its  new  revei 
stream  is  about  40%  below  what  it  i 
when  the  slide  began.  There  are 
possible  asset  sales  and  manufactur 
efficiencies,  leading  some  analysts  to 
lieve  the  company  can  stay  in  the  bh 
But  can  Apple  grow  again?  App) 
cfo  Fred  Anderson  says  his  long-tti 
goal  will  be  for  Apple's  revenue  groM 
to  match  that  of  the  PC  industry — abj 
14%  currently.  For  the  next  few  qi 
ters,  though,  Apple  will  do  well  to  h 
market  share,  he  concedes.  "It'll  be 
other  two  to  three  quarters  before 
can  begin  showing  growth,"  he 
That's  because  Apple  doesn't  yet  h 
an  entry  at  the  low  end,  where  othei 
makers  have  then*  hottest  sales  acti 

Apple's  growth  strategy  rests 
series  of  new  products,  including  l 
work  computers  priced  below  $800, 
would  work  on  the  Web  or  corpoi 
intranets.  And  executives  hint  the  © 
pany  is  working  o 
sub-$l,000  PC  to  res- 
Apple's  efforts  in 
home-PC  market.  A] 
has  been  absent  fi 
this  category,  wl 
now  accounts  for 
of  the  market. 

In  the  meanti 
Jobs  is  making  prog 
in  chipping  away  at 
chronic  depressior 
Mac-dom.  Customers  at  Macworld  vi 
cheered  by  the  earnings  news  an 
the  announcement  of  new  software 
ing  from  Oracle  and  Microsoft.  The  q 
tion:  Given  Apple's  still  precarious  co 
tion  and  the  competition,  can  Jobs  V 
the  crowds  cheering  every  quarter? 

By  Peter  Burr 
in  San  Mateo,  C< 


SE 


ESTIMATE  FROM  APPLE 
DATA  APPLE  COMPUTER  INC 
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INTERNET 


S  ABOUT 

PTURING  EYEBALLS' 

real  aim  of  Microsoft's  Hotmail  buyout  is  E-commerce 

;he  end,  the  offer  was 
t  too  good  to  refuse.  Af- 
two  months  of  pro- 
id  courtship,  startup 
ail  Corp.,  the  largest 
ier  of  free  E-mail  ser- 
in the  Internet,  gave  in 
erosoft  Corp.'s  repeated 
ities  and  agreed  on  the 
ay  of  1997  to  be  swal- 
[  up  for  an  estimated 
of  $385  million.  Hotmail 
tecome  a  subsidiary  of 
soft — and  its  10  million 
ribers  will  come  under 
imbrella  of  Microsoft 
ork  (msn).  The  rationale 
le  pricey  buyout  deal 
I't  be  simpler:  "Free  E- 
las  become  a  necessity," 
ilSN  Vice-President  Lau- 
inings. 

iv  is  freemail  so  red 
[n  a  word:  competition, 
•ag  in  customers,  Web 
inies  feel  compelled  to 
a  smorgasbord  of  ser- 
— from  chat  rooms  to 
nal  Web  pages.  Outfits 
is  msn,  Yahoo!,  and  Ex- 
ind  they  have  to  try  to 
l  online  giant  America  Online, 
■ybody's  trying  to  cobble  together 
>  to  become  a  viable  competitor," 
3arry  Schuler,  aol's  president  for 
ve  development. 

:ES  TO  PAY.  The  most  basic  ser- 

s  E-mail.  "E-mail  has  proved  to 

e  killer  application  of  the  Inter- 
says  Rex  Golding,  co-head  of  tech- 

y  banking  at  Morgan  Stanley, 
Witter,  Discover  &  Co.  Some  42 

n  American  adults  use  it  today, 

lg  billions  of  messages  every  year. 

increasingly,  cybersurfers  are  de- 

ing  services  such  as  Hotmail. 

ed  freemail — because  it's  support- 
advertising  instead  of  user  fees — 
setups  let  subscribers  send  and 

ve  their  messages  from  anywhere 
any  Web  browser. 

irosoft  wanted  Hotmail  badly.  So 

,  in  fact,  that  when  venture  capi- 
Tim  Draper,  one  of  the  startup's 

irs  and  directors,  spurned  Mi- 

Et's  original  offer,  the  software  gi- 

ame  back  with  a  sweetened  deal. 

iy  is  willing  to  say  just  how  much 

iffer  was  raised,  but  "Microsoft 


had  to  buy  the  leader,"  gloats  Draper. 
As  a  result,  more  than  one-quarter  of 
Hotmail's  60  employees  became  instant 
paper  millionaires. 

In  the  freemail  business,  Hotmail 
was  definitely  the  standout.  Over  the 
period  of  just  15  months,  the  Sunnyvale 
(Calif.)  company  zoomed  from  nothing 
to  nearly  10  million  subscribers — about 
the  same  number  that  aol  has  enlisted 
after  13  years  in  the  business.  Hot- 
mail's proposition:  Consumers  get  en- 

IN  HOT  PURSUIT  OF  AOL 

12     

NUMBER  OF 
SUBSCRIBERS 


JULY  4,  JAN.  3,  JAN.  2, 

'96       '97  '98 
MILLIONS  DATA:  COMPANY  REPORTS 


hanced  E-mail  for  free  in  exchange 
for  filling  out  a  personal  questionnaire 
and  putting  up  with  ads.  In  December, 
that  made  Hotmail  the  No.  12  most  vis- 
ited Web  site,  according  to  researcher 
RelevantKnowledge. 
"A  COUP."  Microsoft  saw  those  numbers 
and  drooled.  Despite  a  series  of  new 
strategies,  its  msn  service  has  enlisted 
only  2  million  paying  customers,  msn's 
Web  site  ranked  No.  9  in  over- 
all visits  in  December — far  be- 
low Yahoo!,  Excite!,  and 
Netscape  Communications. 
Adding  Hotmail  could  draw  in 
2  million  additional  visitors 
per  month,  based  on  estimates 
from  researcher  Cyber  Dia- 
logue Inc.  That  would  let  Mi- 
crosoft charge  more  for  ads 
on  msn.  "It's  about  capturing 
eyeballs,"  says  Alan  M. 
Braverman,  an  analyst  at 
Credit  Suisse  First  Boston. 
"Hotmail  is  a  coup  for  Mi- 
crosoft at  any  price." 

The  promise  of  the  deal 
goes  beyond  Hotmail's  current 
customers  and  any  near-term 
revenues.  After  all,  Hotmail 
booked  less  than  $4  million  in 
sales  last  year,  sources  say, 
despite  its  huge  customer 
base.  The  bonanza  will  come 
from  selling  over  the  Net.  The 
data  gathered  from  Hotmail's 
questionnaires  let  advertisers 
target  likely  buyers. 

The  deal  isn't  without  some 
risk.  At  Excite!,  which  began 
offering  free  E-mail  6  months 
ago,  "it's  highly  debatable  whether  it 
has  driven  additional  traffic,"  says 
Chief  Executive  George  Bell.  Still,  he 
concedes,  if  Microsoft  succeeds  in  gen- 
erating traffic  with  Hotmail,  "that'll 
cause  all  of  us  some  heartburn." 

The  Hotmail  deal  also  leaves  the  few 
remaining  startup  "freemailers"  look- 
ing for  partners.  "Once  Microsoft  has 
made  its  move,  it  becomes  nearly  im- 
possible for  them  to  remain  indepen- 
dent," says  Douglas  C.  Carlisle,  gen- 
eral partner  at  Menlo  Ventures,  one  of 
the  companies  that  backed  Hotmail. 
Rival  RocketMail  sold  out  to  Yahoo! 
in  October. 

What  happens  to  Hotmail,  after  it 
becomes  part  of  the  Microsoft  empire? 
Former  ceo  Sabeer  Bhatia,  staying  on 
to  work  for  Microsoft,  says  he  aims  to 
meld  msn  and  Hotmail  into  a  full-fledged 
AOL  rival.  "We  can  offer  our  subscribers 
music,  books,  software,  flowers,  and  in- 
vestment advice,"  he  says.  And  deliver 
the  mail,  too,  please. 

By  Andy  Reinhardt  in  San  Mateo, 
Calif.,  with  Heather  Green  in  New  York 
and  bureau  reports 
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TURNAROUNDS 


THE  POST  OFFICE 
DELIVERS  A  BANNER  YEAR 

But  finding  more  savings-and  fending  off  rivals-will  be  tough 


p 


ostmaster  General  Marvin  T.  Run- 
yon  had  plenty  to  celebrate  as  he 
closed  the  books  on  1997.  The  U.  S. 
Postal  Service  recorded  a  $1  billion-plus 
profit  for  the  third  straight  year.  Thanks 
in  part  to  last  summer's  United  Parcel 
Service  Inc.  strike,  the  post  office's 
package  business  jumped  15%  and  rev- 
enues rose  3.2%,  to  $58  billion  in  the 
fiscal  year  ended  Sept.  30.  Now,  the  ser- 
vice's chief  rivals.  Federal  Express 
Corp.  and  UPS,  are  planning  rate  hikes 
that  could  make  them  less  competitive. 

Runyon  and  his  executives,  howev- 
er, don't  have  time  for  self-congratula- 
tions. The  Postal  Service  projects  a  $228 
million  shortfall  for  fiscal  1998 — the  re- 
sult of  its  decision  to  put  off  a  1(2  hike  in 
first-class  rates  until  summer  1998. 
What's  more,  Runyon,  who  pared  debt 
from  $10  billion  to  $6  billion,  is  going 
back  to  the  bank — the  Treasury  Dept., 
that  is — to  boirow  $1.7  billion  for  equip- 
ment, such  as  automated  mail  sorters, 
and  for  money  to  improve  customer  ser- 
vice programs.  He  also  must  continue  to 
find  ways  to  compete  with  E-mail  and 
faxes,  which  are  cutting  into  the  ser- 
vice's first-class  mail  business,  which 
generates  57%  of  its  revenue.  "It  could 
be  a  tough  year,"  admits  Chief  Financial 
Officer  Michael  J.  Riley. 

Until  now,  Runyon,  73,  has  been  on  a 
winning  streak.  When  the  former  auto 


executive  became  postal  chief  in  May, 
1992,  he  inherited  an  agency  that  was 
raising  rates  as  much  as  15%  every  two 
to  three  years — and  still  operating  in 
the  red.  He  has  cut  costs,  in  part  by 
eliminating  23,000  administrative  posi- 
tions. He  also  improved  delivery  times 
and  instituted  new  marketing  cam- 
paigns. The  result:  Costs  are  down,  mail 
volume  was  up  roughly  1.1%  in  1997, 
and  rate  increases  are  smaller  and  less 
frequent.  Now,  some  big  shippers  are 
giving  the  service 
new  business.  Nord- 
strom is  sending  out 
90%  of  its  catalogs 
via  the  Postal  Ser- 
vice, up  from  10%  be- 
fore the  ups  strike. 
"They  worked  hard  to 
get  and  keep  our  busi- 
ness," says  Victoria 
Dellinger,  general  man- 
ager of  the  catalog 
division. 

Looking  ahead, 
though,  Runyon  will  have 
a  hard  time  finding  more 
savings.  Labor  costs  ac- 
count for  77%  of  the  service's  budget, 
compared  with  roughly  60%  at  rival  UPS, 
and  postal  unions  are  already  warning 
Runyon  not  to  expect  big  concessions 
when  they  come  to  the  bargaining  table 


LETTER  RIP: 

Electronic  options  are 
eating  into  the  agency's 
first-class  business 

beginning  in  August.  Run; 
has  floated  the  idea  of  a  w 
increase  of  1%  under  the  i 
of  inflation.  But  angry  ur 
officials  say  Runyon  has 
shared  any  of  the  servi 
profits  with  the  rank  and 
"It's  the  old  story,  caviar 
the  chiefs,"  says  Ameri 
Postal  Workers  Union  Pr 
dent  Moe  Biller.  His  unioi 
also  trying  to  combat  R 
yon's   efforts   to  outsou 
work,  such  as  equipment 
pair,  to  nonunion  employee 
The  prospects  for  raising  the  servi 
top  line  are  also  clouded.  Runyon 
lieves  package  deliveries  will  be  up 
to  15%  for  1998  if  he  holds  onto 
customers  lured  away  from  UPS. 
parcels  and  priority  mail  account 
only  28%  of  postal  revenue,  and  c< 
petitors  are  fighting  back:  ups 
launched  a  new  ad  campaign  and  bo< 
ed  its  sales  force,  and  FedEx  is  spe 
ing  $2.5  billion  to  purchase  four  pla 
and  build  a  new  hub  in  Fort  Worth 
"ELECTRONIC  STAMP."  Moreover,  g; 
in  the  package  market  won't  make 
for  anticipated  losses  in  first-class 
In  the  last  five  years,  Runyon  estirra 
that  the  postal  service  has  lost  ab 
35%  of  its  business-to-business  ftrst-c' 
mail,  or  $6  billion  in  revenues,  to 
mail,  teleconferencing,  and  faxing 

To  get  a  piece  of  the  electronic  act: 
Runyon   is   working   on  "electro 
stamp"  software 
would  guarantee 
electronic  corresp 
dence  sent  through 
post  office's  Web  ser 
arrives  unopened 
unaltered.  Also 
posed  is  a  300 
coded  envelope  1 
cuts  the  cost  of  s( 
ing  and  a  print 
plan  that  would 
advertisers  send 
copy  to  the  Pos 
Service  electrc 
cally,  which 
agency  would  then  conv 
to  paper  for  mass  mailings. 

It's  a  start.  But  given  the  challenj 
the  postal  service  still  faces,  Runj 
has  a  ways  to  go  before  he  can  prorc 
that  the  turnaround  is  in  the  mail. 
By  Mary  Beth  Regan  in  Washing. 
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EXTREME  POWER. 

Introducing  ThinkPad  770.  The  only  family  of  notebooks  in  the  world  with  a  huge  14.1"  screen,  a  233 
MHz'  Pentium  processor  with  MMX  technology,  DVD,  Dolby  digital  audio'  and  enough  support  for  up  to 
10.2(;iV  storage  capacity.  Not  only  is  it  the  height  of  power,  it's  also  PC  Magazines  1997  Editors  Choice. 
( lull  I  }5<HI  l2()-72r)7).  ext.  1%  I.  or  visit  our  Wch  site  at  www.us.pe.ihm.com/thinkpad.  A  better  place  to  think. 


'Model  1AU  only  Othet  770  models/features  will  vary' MHz  refers  to  internal  clock  speed  ollhe  microprocessor  only  Other  lactofsmayalsoatlec!  application  perlormance  Optional  drive  'Optional  DVD  drive  required. 'GB=1 
billion  bytes  when  referring  to  hard  drive  capacity,  accessible  capacity  may  be  less  ^M  -F,  8  am-  8  pm  EST,  excluding  holidays  We  direct  you  to  an  authorized  IBM  Business  Partner  IBM,  ThinkPad  and  Solutions  for  a  small 
planet  are  registered  trademarks  or  trademarks  ot  International  Business  Machines  Corporation  Dolby  is  a  registered  l<ademark  of  Dolby  Laboratories  The  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  MMX  is 
a  trademark  of  Intel  Corporation  Other  companies,  products  and  service  names  may  be  trademarks  or  service  marks  o!  others  PCs  releienced  in  this  ad  ship  with  an  operating  syslem  ©  1997  IBM  Corp  All  rights  reserved 
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EDITED  BY  PAT  WECHSLER 


BOEING  HITS 
AN  AIR  POCKET 

AIRBUS  INDUSTRIE  AND  BOE- 
ing  continue  their  dogfight  for 
new  airplane  orders.  The  lat- 
est figures  from  Airbus  show 
the  European  consortium 
gaining  altitude.  Airbus 
added  460  new  orders  during 
1997,  amounting  to  45%  of  or- 
ders placed  during  the  year. 
Aerospace  analyst  Peter  Ja- 
cobs of  Ragen  MacKenzie 
says  Airbus  was  more  ag- 
gressive in  pricing  during  the 
past  year  after  Boeing  blew 
away  the  European  manufac- 
turer with  762  new  orders  in 
1996,  more  than  double  what 
Airbus  logged.  Boeing  is  ex- 
pected to  announce  on  Jan. 
12  that  it  reeled  in  560  new 
orders  during  1997,  which 
amounts  to  15%  fewer  new 


CLOSING  BELL 


CONTAGION 

Citicorp  stock  is  getting  sick- 
er from  the  Asian  contagion. 
On  Jan.  6,  Merrill  Lynch  ana- 
lyst Judah  Kraushaar  lowered 
Citi's  stock  rating,  citing  sev- 
eral factors,  including  Asian 
loans.  Bottom  line:  He  pre- 
dicts a  5%  drop  in  earnings 
per  share  to  $9.  The  stock  fell 
7  points,  to  123,  on  the  news. 
It  closed  at  122^  on  Jan.  7. 
Citi,  the  region's  biggest  U.S. 
lender,  derives  about  25%  of 
its  earnings  from  Asia.  Mer- 
rill's reduction  followed  Citi 
downgrades  by  Sanford  C. 
Bernstein  and  Gerard  Klauer 
Mattison,  citing  Asia. 


DEC.  22,  '97  JAN.  7,  '98 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


orders  than  it  snagged  in  the 
prior  year. 

AMR.  FIX-IT 
FOR  ZENITH? 

DESPERATE  FOR  SOMEONE  TO 

halt  its  bleeding,  Zenith  Elec- 
tronics hired  Robert  Dangre- 
mond  on  Jan.  6  as  acting  cfo. 
Zenith  hasn't  turned  a  full- 
year  profit  since  1988.  Its 
stock  hit  a  52-week  low  of  5^ 
on  Dec.  29  as  credit  firms 
downgraded  its  paper  amid 
concerns  that  South  Korean 
majority  owner,  LG  Electron- 
ics, might  pull  out.  Dangre- 
mond,  of  restructuring  con- 
sultants Jay  Alix  & 
Associates  in  New  York,  has 
a  history  of  righting  wayward 
companies.  Zenith  is  banking 
on  HDTV  and  digital  set-top 
boxes,  and  its  picture  is 
snowy.  On  Jan.  7  the  stock 
closed  at  6%>. 


A  BIG  BLUE  GAME  OF 
MUSICAL  CHAIRS 

THE  HEAD  OF  IBM'S  $16  BIL- 
lion  computer  services  busi- 
ness, Dennie  Welsh,  is  taking 
a  medical  leave,  prompting  a 
reshuffling  of  the  brass  in  Big 
Blue's  PC,  mainframe,  and  in- 
dustry-specific sales  organi- 
zations. Welsh,  55,  helped 
move  ibm  into  the  computer 
services  business  six  years 
ago  and  was  key  in  turning  it 
into  one  of  the  fastest-grow- 
ing units,  with  20%  revenue 
increases  each  quarter  over 
the  past  five  years.  Mean- 
while, Samuel  Palmisano,  46, 
who  was  running  ibm's  PC 
business,  will  take  over  as 
head  of  ibm's  services  group. 

CAMRYGETS  THE 
CHECKERED  FLAG 

AFTER  SQUARING  OFF  IN  A 

December  sell-a-thon,  the 
Toyota  Camry  beat  out  the 
Honda  Accord  as  America's 
top-selling  car  in  1997.  The 
results  were  announced  on 


HEADLINE!?:  ABE  GOSMAN 


QUEASY  OVER  LA  QUINTA 


Investors  loved  riding  along 
with  real  estate  magnate 
Abraham  Gosman  as  he 
made  a  $480  million  per- 
sonal fortune  as  a 
major  owner  of 
nursing  homes. 
Now,  as  the  68- 
year-old  Boston 
dealmaker 
moves  to  budget 
hotels,  investors 
aren't  so  sure  they 
have  the  stomach  for 
the  trip.  On  Jan.  4,  Gos- 
man's  Meditrust,  the  nation's 
biggest  health-care  real  es- 
tate investment  trust,  paid 
$3  billion  to  buy  La  Quinta 
Inns.  And  over  the  next  few 
trading  days,  selling  drove 
down  the  share  price  by  5%. 
It  closed  on  Jan.  7  at  34%. 
Suddenly,  says  Sutro  &  Co. 
analyst  Craig  Silvers,  "a 


boring,  reliable  REIT  becan 
much  more  volatile." 
Gosman  dismisses  the  h 
tial  drop  and  says  La 
Quinta  will  boost  Me< 
trust's  cash  flow 
by  15%.  But  U 
Quinta,  with  2' 
hotels  in  28  stat* 
is  viewed  as 
more  vulnerabl< 
to  recessions  tha 
Meditrust's  nursii 
homes.  Another 
source  of  investor  anxiety: 
La  Quinta's  largest  share- 
holder, the  Bass  family,  op 
ed  for  cash  for  its  shares  i 
stead  of  Meditrust  stock. 

Even  so,  Gosman  still  h 
a  strong  record.  Meditrust 
earnings  grew  by  more 
than  20%  since  1996,  vs. 
about  15%  for  his  peers. 

By  Geoffrey  Smi 


Jan.  7  at  the  Detroit  auto 
show:  Toyota  sold  a  record 
44,254  Camrys  in  December 
for  a  1997  total  of  397,156.  It 
beat  Honda  by  12,547.  Hon- 
da's consolation:  It  is  in  pole 
position  to  take  the  1998  title. 


WINNER:  A  record  December 
put  Camry  out  in  front 

But  Ford,  whose  Taurus  took 
third  with  357,162,  hints  it 
may  make  a  new  push  for 
the  crown.  Ford  will  need  it: 
Sales  for  December  dropped 
3.7%,  almost  twice  what  was 
expected.  Chrysler's  sales 
rose  2%,  and  GM's  9.8%. 

UNSETTLED 
AT  UNISYS 

UNISYS'  NEW  CEO  LAWRENCE 
Weinbach  is  shaking  things  up 


at  the  struggling  compu 
maker.  On  Jan.  6,  Weinb 
said  Unisys  will  stop  build 
pes  and  low-end  serv< 
Weinbach  is  hoping  for  a  c 
with  another  company  t 
will  sell  those  products  un 
the  Unisys  label.  The  comp 
will  continue  to  focus  on  hi 
end  servers  and  business 
vices.  He  also  announce- 
$1.1  billion  write-off — incl 
ing  $900  million  in  good1 
still  on  the  books  from 
1986  merger  of  Burroughs 
Sperry  that  created  Unisyij 

ETCETERA... 

■  Republic  Industries  is  b 
ing  41  car  dealer  franchi 
for  $257  million. 

■  Bethlehem  Steel  raised 
bid  for  Lukens  Steel  to  $' 
million  on  Jan.  7. 

■  November  single-fan 
home  sales  were  the  high 
in  more  than  a  decade. 
•  Sun  Microsystems  is  int 
during  a  sub-$3,000  U)| 
workstation  dubbed  Darvl 
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our  money  is  too  important  to  leave  to  chance. 


fter  all  your  hard  work,  don't  you  want  to 
ce  sure  your  estate  goes  to  your  loved 
s  or  a  favorite  charity?  The  need  for 
d  estate  planning  today  is  as  important 
;ver,  with  current  legislation  that  might 
act  estate  taxes.  Without  proper  plan- 
g,  taxes  may  only  be  the  beginning  of  a 
I  sizeable  chunk  taken  out  of  your  estate. 
:re  may  also  be  fees,  administrative  expenses  and 
bate.  The  choices  you  make  today  will  directly 


affect  how  much  you  pass  along 
to  your  heirs  tomorrow.  Get 
started  now  by  talking  to  your 
Transamerica  representative 
or  calling  us  toll-free  to  get 
a  copy  of  our  free  booklet, 
"Estate  Planning:  It's  Your  Choice." 
You  can  also  visit  us  online  at 
www.transamerica.com.  TRANSAMERICA 

WE  PEOPLE  IN  THE  PYRAMID  ARE  WORKING  FOR  YOUs 


F  E  INSURANCE 

136 


Call  1-800-945-8490  ext.  136 

ASSET     MANAGEMENT  •  LENDING 


LEASING 


SAVIN'S  GOING  TO  WIN  YOU  OVER  WITH 
DOCUMENT  HANDLING  SOLUTIONS  THAT  SHIFT 
YOUR  OFFICE  NETWORK  INTO  HIGH  GEAR. 


At  Savin,  we've  got  the  products,  the  technology  and  the  dedicated  people  that 
can  speed  your  office  productivity  onto  the  fast  track. 

With  advanced  digital  document  and  color  imaging  systems  that  make  all  the 
nght  connections.  Bringing  laser-sharp  clarity  and  efficiency  to  your 
document  flow. 

For  the  smart,  innovative  solutions  you're  looking 
for  backed  by  the  people  and  service  you  deserve, 
contact  us  at  1-800-234-1900  or  www.savin.com.  And 
don't  forget  to  fasten  your  seat  belt. 


sai/in 

WE'RE  GOING  TO  WIN  YOU  OVER 


SAVIN  CORPORATION.  333  LUDLOW  ST..  STAMFORD.  CT  O6904 


ashington  Outlook 


ED  BY  OWEN  ULLMANN 


.INTON'S  SMOOTH  MOVES 
i  MEDICARE  AND  CHILD  CARE 


r  a  lame  duck,  President  Clinton  is  flying  high  these 
ays.  By  kicking  off  the  new  year  with  proposals  to  ex- 
and  Medicare  and  provide  child-care  tax  breaks,  he  has 
essional  Republicans  on  the  defensive  once  again.  GOP 
akers  may  sneer  at  Clinton's  policy  prescriptions  as  so- 
ngineering,  but  they  envy  his  masterful  timing.  "It  is 
good  politics,"  concedes  Senator  Phil  Gramm  (R-Tex.). 
nton's  strategy  is  twofold.  The  White  House  is  looking 
w-cost  initiatives  that  appeal  to  stressed-out  middle-class 
s.  But  the  Medicare  plan,  announced  on  Jan.  6,  and  the 
ire  initiative,  disclosed  the  next  day, 
lso  part  of  the  Democratic  game 
'or  November's  elections, 
th  Clinton  at  the  helm,  the  party  is 
ting  two  swing  voting  blocs — gray- 
rien  approaching  retirement  and 
ing  mothers  with  young  children. 

a  gop  strategist:  "The  President 
uccessfully  placed  these  issues  on 
)8  agenda."  And  while  Clinton  is 
ng  political  retirement  himself,  he 
5  to  lend  a  hand  to  Hill  Democrats 
"all  and  his  designated  successor, 
President  Al  Gore,  in  2000. 
tEE  CARROT.  Clinton's  first  demo-  " 
ic  target:  GOP-leaning  males  bom  from  the  start  of  the  De- 
on  to  the  end  of  World  War  II.  Now  in  their  50s  and  60s, 
lelped  the  gop  seize  control  of  Congress  in  1994.  Clinton's 
are-expansion  plan  would  let  62-year-old  early  retirees  and 
ced  workers  as  young  as  55  buy  coverage  at  fixed  month- 
es  ranging  from  $300  to  $400.  The  plan  would  also  protect 
retirees  left  without  medical  care  because  their  companies 
reneged  on  promises  to  provide  health  insurance.  While 
blicans  enjoy  a  big  edge  among  all  male  voters,  those 
to  their  golden  years  tend  to  be  more  receptive,  to  De- 
itic  promises  of  a  federal  social  safety  net. 
e  President's  second  target  and  the  intended  beneficiaries 


CAPITAL  WRAPUP 


DUNN:  Wooing  day-care  moms 


of  a  $20  billion  child-care  package  are  "day-care  moms."  They 
are  a  fast-growing  group  of  young  women  with  kids  under 
age  3.  Less  affluent  than  the  "soccer  moms"  who  dominated 
the  political  scene  in  1996,  these  mothers  are  in  need  of  af- 
fordable, quality  child  care. 

"CRITICAL."  The  gop  is  also  hot  to  target  working  mothers. 
Why?  About  75%  of  U.  S.  families  have  one,  and  pollsters 
say  these  families  are  disproportionately  represented  in  boom- 
ing states  such  as  Colorado,  Nevada,  and  Arizona — where 
many  have  flocked  to  seek  new  opportunities.  Most  day-care 
moms  voted  for  Clinton  last  year,  but  a 
majority  of  young  white  mothers  have 
favored  gop  House  candidates.  Child  care 
"is  absolutely  critical"  to  Democrats  in 
'98,  says  Colorado  Governor  and  Democ- 
ratic National  Committee  Chairman  Roy 
Romer. 

Clinton's  solution:  bigger  tax  credits 
for  child  care,  tax  incentives  to  encourage 
businesses  to  pay  for  workers'  day  care, 
and  expanded  block  grants  for  state  child- 
care  programs.  Scrambling  to  respond,  a 
gop  task  force  led  by  Representatives 
Jennifer  B.  Dunn  (R-Wash.)  and  Debo- 
rah Pryce  (R-Ohio)  is  looking  for  non- 
government solutions.  Many  of  the  ideas  under  consideration 
are  vaguely  Clintonian:  new  tax  breaks  for  employers  to  cre- 
ate on-site  day  care,  a  more  generous  tax  credit  for  dependent 
care,  and  a  bigger  personal  income-tax  exemption  for  parents. 

But  Republican  strategists  say  the  party  has  to  do  more 
than  throw  tax  money  at  moms  or  grayhairs  to  compete 
with  the  I-feel-your-pain  President.  With  voters  stressed  out 
coping  with  work,  family,  and  retirement,  "just  offering  tax 
cuts  sounds  very  harsh,"  says  Republican  pollster  Kellyanne 
Fitzpatrick.  Clinton  figured  that  out  long  ago.  And  that's 
why  this  lame  duck  is  still  flapping  in  the  gop's  face. 

By  Richard  S.  Dunham,  with  Mike  McNamee 


■FCC  ON  THE  FIRING  LINE 

he  Federal  Communications  Com- 
sion  is  in  for  a  tough  grilling  on 
dtol  Hill.  This  February,  Senate 
amerce  Committee  Chairman  John 
]ain  (R-Ariz.)  opens  hearings  on  the 
5  Telecommunications  Act's  failure 
pur  competition.  Congress  is  loath 
x  the  controversial  law  in  an  elec- 
.  year,  but  lawmakers  want  a  scape- 
t— the  fcc.  In  the  House,  telecom 
committee  Chairman  W.  J.  "Billy" 
zin  (R-La.)  may  push  a  bill  to 
lace  the  fcc  with  a  telecom  "czar." 


NATO  EXPANSION  ON  THE  CHEAP      NEWT'S  DOUBLE  PLAY 


►  When  the  Senate  debates  expanding 
NATO  membership  to  Central  Europe 
this  year,  it  will  discuss  strategic  con- 
cerns such  as  Russia's  reaction.  But  the 
bottom  line  may  well  be . . .  the  bottom 
line:  how  much  the  U.  S.  shells  out  for 
personnel  and  hardware.  Opponents 
say  it  will  cost  $7  billion  through  2009, 
the  Pentagon's  price  tag  is  $2.5  billion, 
and  NATO's  estimate  is  a  mere  $360  mil- 
lion. With  no  imminent  military  threat, 
lawmakers  are  likely  to  buy  one  of  the 
lower  numbers. 


►  What  is  House  Speaker  Newt  Gin- 
grich (R-Ga.)'s  plan  to  keep  both  the 
gop's  centrists  and  its  restive  right  hap- 
py at  the  same  time?  A  two-track  agen- 
da. For  the  moderates,  he's  pushing  a 
pragmatic  program  for  '98,  such  as 
modest  tax  cuts  and  incentives  to  learn 
new  job  skills.  For  conservatives,  he's 
outlining  broad,  long-term  goals. 
Examples:  reducing  total  tax  burdens 
on  Americans  to  25%  of  income  and 
requiring  that  every  child  be  able  to 
read  in  English  by  the  fourth  grade. 
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So  far,  the  chaebol 
are  refusing  to 
make  real  changes 

For  years,  no  industry  seemed  too 
crowded  and  no  market  too  far- 
flung  to  escape  the  tendrils  of 
South  Korea's  expansion-minded 
chaebol.  Conglomerates  such  as  the 
$47.6  billion  Hyundai  Group  boasted  of 
making  everything  from  "chips  to  ships" 
from  Europe  to  Latin  America.  The  om- 
nivore  strategy  seemed  to  work — until 
the  Korean  economy  almost  collapsed 
in  November  under  the  weight  of  $150 
billion  in  foreign  debt. 

Now,  with  Korea's  debt  restructur- 
ing still  in  doubt,  investors  are  looking 
for  signs  that  the  chaebol  are  slimming 
down  into  focused  companies  that  can 
produce  steady  profits.  Investors  espe- 
cially want  to  see  the  top  four — 
Hyundai,  Daewoo,  Lucky  Goldstar,  and 
Samsung,  who  account  for  more  than 
half  of  Korean  corporate  debt — set  the 
course  for  Korea's  new  economy. 

Yet  as  the  crisis  drags  on,  it  looks 
increasingly  unlikely  that  any  changes 
the  big  chaebol  make  will  go  far  enough. 


Certainly,  they  will  back  away  from 
some  marginal  businesses.  But  analysts 
worry  they  will  simply  try  to  muddle 
along  for  now,  then  revert  to  old  prac- 
tices once  the  crisis  calms  down.  "Basi- 
cally, no  chaebol  chiefs  want  to  lose  con- 
trol over  their  empires,"  figures  Lee 
Chae  Kwang,  head  of  research  at  Daiwa 
Securities  in  Seoul.  "Their  tendency  is 
to  lie  flat  on  the  ground,  tough  it  out, 
and  then  resume  business  as  usual." 
NEW  LIABILITIES.  Already,  some  chief- 
tains are  declaring  defiance.  Kim  Woo 
Choong,  chairman  of  Daewoo  Group, 
gave  his  employees  surprising  news  in 
his  New  Year's  address.  He  pledged 
more  "expansion-looking  management" 
rather  than  "shrinking  in  the  face  of 
difficulties"  in  1998.  Debt-burdened  Dae- 
woo will  soon  assume  $1.3  billion  in  new 
liabilities  to  take  over  money-losing 
Ssangyong  Motor  Co.'s  auto  business. 


Other  executives  are  sounding  li 
sanguine  and  have  acknowledged  tl 
they  must  lay  off  workers  and  sell 
parts  of  their  businesses.  Samsu 
Group,  the  No.  2  chaebol  with  assets 
$45  billion,  will  slash  investment  this  y 
by  25%,  or  $1.3  billion,  and  cut  product 
of  electronic  goods  in  Asia  by  up  to  4( 
It  vows  that  the  growth-at-any-cost  et 
is  history.  "We  will  consider  big  de 
with  other  cfmebol  and  spinning  out  bi 
nesses  to  foreigner's,"  says  Hwang  Yoi 
Key,  a  Samsung  senior  managing  direc 
Analysts  say  the  group  may  sell  AST 
search  Inc.,  a  money-losing  compu 
maker  based  in  Irvine,  Calif. 

Korea's  biggest  chaebol,  Hyun 
Group,  has  also  announced  investiw 
cuts  of  30%  and  is  delaying  a  $1.4  ] 
lion  mici'ochip  plant  in  Scotland.  Bai 
rupt  carmaker  Kia  Motors  Corp. 
failed  shipbuilder  Halla  Group  are  sa 


SAMSUNG 


HYUNDAI 


DAEWOO 


LG 


It's  a  world-class 
player  in  semicon- 
ductors and  does 
well  in  financial  ser- 
vices. In  autos  and 
aerospace,  it  looks 
like  an  also-ran. 


It  stands  a  chance 
in  autos  and  is  a 
global  leader  in 
shipbuilding.  But  it's 
weak  in  chips  and 
faces  a  glut  in 
petrochemicals. 


A  lot  like  Hyundai, 
it  has  a  shot  in  au- 
tos and  is  a  player 
in  shipbuilding.  But 
in  electronics  and 
telecoms  it  does  not 
have  critical  mass. 


It's  the  strongest 
among  the  chaebol 
in  chemicals,  petro- 
chemicals, and  refin 
ing,  but  it  probably 
should  exit  financial 
services. 


DATA:  DONGBANG  PEREGRINE  SECURITIES,  DAIWA  SECURITIES,  BW 


SIZING  UP 
WE  CHAEBOL 

Hie  top  companies 
hade  many  strengths. 
But  they  should  shed 
major  businesses 


44  BUSINESS  WEEK  /  JANUARY  19,  1998 


V 


\ 


WHAT  THE 
CHAEBOL 
NEED  TO 
FOCUS  ON 
NOW  IS 
STRONG 
POINTS 
SUCH  AS 
CHIPS  FOR 
SAMSUNG 
AND  SHIPS 
FOR 

HYUNDAI 


workers  and  selling  off  assets, 
it  with  the  top  chaebol  expected 
st  losses  for  1997,  just  tapping  on 
Drakes  won't  be  enough.  What's 
ed  is  a  healthy  shakeout  of  the 
>uilt  auto,  steel,  petrochemical,  and 
conductor  industries.  Analysts  figure 
stment  needs  to  be  cut  30%,  as 
iung  and  Hyundai  have  announced, 
;e  up  cash  to  pay  down  debt  loads 
now  on  average  approach  4.5  times 
y  at  the  top  30  conglomerates. 
AEROSPACE.  Many  analysts  believe 
haebol  will  have  to  give  up  lines  of 
less  altogether,  rather  than  just 
and  them  temporarily.  Samsung 
need  to  exit  shipbuilding,  heavy 
dnery,  aerospace,  and  petrochemi- 
and  concentrate  on  four  of  their 
profitable  areas:  semiconductors, 
1-crystal  display  panels,  computer 
tors,  and  financial  services.  Such  a 
;  would  cut  revenues  by  more  than 
but  leave  Samsung  with  far  better 
th  prospects. 

(Oindai,  analysts  say,  could  fashion  a 
lger  group  if  it  stuck  with  core 
lfacturing  in  autos,  ships,  machin- 
and  construction  and  gave  up  its 
y  forays  into  aerospace,  petro- 
licals,  and  chipmaking.  Daewoo 
Id  also  concentrate  on  those  indus- 
.  lg — which  was  the  least  aggres- 
in  expanding  and  therefore  has  few- 


"No  chaebol  chiefs  want  to 
lose  control ....  Their 
tendency  is  to  lie  flat  on  the 
ground,  tough  it  out,  and  then 
resume  business  as  usual" 


er  units  to  shed — should  focus  on  chem- 
icals, refining,  and  electronics,  where  its 
operations  are  strong  enough  to  with- 
stand gluts  in  those  industries. 

In  addition,  South  Korea  may  only 
be  able  to  support  two  auto  makers 
rather  than  five.  That  makes  Samsung-'s 
$6  billion  push  into  the  crowded  car 
market  look  fanciful  at  best.  "Samsung 
should  have  said  it  will  give  up  the  auto 
business,"  says  Daiwa  Securities'  Lee. 
Ditto  for  Hyundai's  plans  to  sink  $3.2 
billion  into  a  new  steel  plant  to  supply 
its  auto  and  shipbuilding  units.  Yet  no 
one  is  expecting  such  dramatic  an- 
nouncements. One  prediction  is  that 
Hyundai  will  break  up — but  that  the 
pieces  will  be  run  by  the  sons  of  the 
founding  chairman,  Chung  Ju  Yung. 

Massive  divestitures  would  only  be 
the  beguining  of  real  change  in  corporate 
Korea.  More  fundamental  issues  lie  in 
the  balance  sheets.  Here  the  chaebol  will 
need  to  ditch  their  Alice-in-Wonderland 
accounting  practices.  None  of  the  chaebol 
report  results  on  a  group  basis.  And 
some  analysts  think  stated  revenues  are 
inflated  by  up  to  30%,  thanks  to  trans- 
actions within  the  chaebol  that  are  mixed 
with  external  ones.  Reported  debt  levels 
probably  understate  the  degree  of  finan- 
cial problems,  given  the  common  practice 
of  one  unit  guaranteeing  another's  debt — 
or  even  subsidizing  it. 


Many  expect  the  chae- 
bol to  resist  international 
accounting  standards  and 
to  continue  their  stealthy 
cross-lending  among  sub- 
sidiaries, despite  a  ban  as 
part  of  the  International 
Monetary  Fund's  bailout 
package.  They  will  also 
probably  avoid  the  hostile 
takeovers  that  would  get 
them  focused  on  bottom- 
line  growth. 

Until  that  becomes  a 
reality,  few  see  chaebol 
chieftains  cleaning  up 
their  acts.  "Hostile  take- 
overs should  be  allowed 
immediately,"  insists  Yoo 
Seong  Min,  a  fellow  at  the 
Korea  Development  Insti- 
tute, a  government  think 
tank.  Yet  although  a  ban 
on  foreign  companies  tak- 
ing majority  stakes  in  Ko- 
rean companies  was  lift- 
ed in  December  as  part 
of  the  IMF  loan  package,  it 
is  unlikely  to  result  in 
huge  sell-offs.  Family- 
dominated  chaebol  boards 
still  have  the  ultimate 
veto  power  on  acquisitions  and  are  like- 
ly to  allow  only  less-important  sales  of 
assets  to  raise  cash. 
CRONIES.  The  new  government  of  left- 
leaning  Kim  Dae  Jung,  due  to  take  of- 
fice on  Feb.  25,  has  pledged  to  push  the 
chaebol  to  restructure  and  pass  laws  al- 
lowing layoffs.  Yet  some  doubt  whether 
the  President-elect's  economic  advisers 
will  push  hard  on  the  key  issues.  Chung 
Un  Chan,  economics  professor  at  Seoul 
National  University,  points  out  that  a 
12-member  panel  in  charge  of  generat- 
ing reform  ideas  has  not  presented  any 
concrete  proposals  to  improve  business 
transparency  and  corporate  governance. 
Perhaps  one  reason  is  that  the  panel  is 
led  by  Kim  Yong  Hwan,  a  former  Fi- 
nance Minister  under  autocratic  Presi- 
dent Park  Chung  Hee.  "They  are  the 
ones  who  put  in  place  the  command- 
and-control  economy,"  says  Chung.  "You 
need  infusion  of  new  blood  for  reforms." 

In  the  end,  the  chaebol  may  have  no 
choice.  The  sprawling  concerns  are  up  to 
their  necks  in  debt  and  running  out  of 
cash.  Samsung,  Hyundai,  lg  Group,  and 
Daewoo  have  had  to  offer  interest  rates 
of  up  to  30%  on  their  corporate  bonds 
to  attract  any  takers.  But  only  the  most 
ferocious  pressure  will  transform  these 
proud  empires. 

By  Moon  Ihlwan  in  Seoul,  with 
Brian  Bremner  in  Tokyo 
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By  Patricia  Kranz 


HOW  RUSSIA  CAN  AVOID  THE  ASIAN  ABYSS 


Stretching  11  time  zones  from 
the  Baltic  Sea  to  the  Sea  of 
Japan,  Russia  straddles  Europe 
and  Asia.  For  centuries,  it  has  bor- 
rowed technology  and  ideology  from 
both  East  and  West.  Now,  Russians 
are  engaged  in  a  great  debate  over 
how  to  build  a  new,  "Russian-style 
capitalism,"  and  again  they  are  look- 
ing outside  their  borders.  The  choice 
is  between  American-style  open 
markets  or  a  more 
closed,  directed  type  of 
economic  management 
that  has  flourished, 
until  recently,  in  Asia. 

Given  Asia's  prob- 
lems, the  decision 
should  be  an  easy  one. 
But  Russia's  Establish- 
ment is  resisting 
change.  After  abandon- 
ing state  control  of  the 
economy  and  flirting 
with  throwing  markets 
open  in  1992,  Russia 
has  lurched  toward 
crony  capitalism  over 
the  past  few  years.  In 
the  new  Russian  econo- 
my, politically  connect- 
ed entrepreneurs  and 
former  state  factory  di- 


Moscow  has  to  halt  its  own 
lurch  toward  crony 
capitalism,  or  the 
consequences  could  be  dire 


rectors  have  amassed  huge  financial- 
industrial  empires  as  the  government 
has  sold  off  state  assets  cheaply.  Fa- 
vored banks  have  also  grown  rich  by 
pocketing  fat  interest  payments  on 
government  accounts.  Russia's  finan- 
cial-industrial giants  already  bear  a 
strong  resemblance  to  Japan's  keiret- 
su  and  South  Korea's  chaebol.  Even 
worse,  Russia's  economy  is  mob-in- 
fested on  a  scale  beyond  even  the 
Yakuza's  ties  to  business  in  Japan. 

Asia's  economic  meltdown  gives 
President  Boris  N.  Yeltsin  and  his 
brain  trust  a  big  opportunity  to 


change  direction.  Indeed,  he  should 
resolve  to  launch  another  Russian 
revolution — a  major  new  push  to- 
ward open  Western  free-market  eco- 
nomics. As  the  Asian  crisis  has  un- 
derscored, a  system  based  on  easy 
credit,  lack  of  transparency,  and  in- 
sider deals  will  collapse  of  its  own 
weight  sooner  or  later.  That  eventu- 
ally could  happen  in  Russia.  Big 
banks  such  as  Menatep  and  Onexim- 


bank  have  extended 
loans  to  shaky  companies 
in  their  industrial  groups. 
A  ruble  crisis  could  also 
rock  Russian  banks, 
which  have  gambled 
in  the  currency  markets 
just  as  plunging  curren- 
cies have  hit  banks  hard 
in  Asia.  "The  collapse 
in  Asia  does  much  to  undermine 
those  who  argue  that  the  model  of 
financial-industrial  groups  is  the 
only  one  that  can  work  in  Russia," 
says  Michael  A.  McFaul,  a  professor 
of  political  science  at  Stanford 
University. 

OPEN  UP.  Yeltsin  should  move  force- 
fully. He  should  throw  his  weight 
more  solidly  behind  the  policies  of 
his  two  First  Deputy  Prime  Minis- 
ters, Anatoly  B.  Chubais  and  Boris 
E.  Nemtsov,  who  are  pushing  for  a 
more  open  and  transparent  market. 
The  Federal  Securities  Commission 


should  be  given  real  power  to  take 
quick  action  against  the  many  man- 
agers who  grossly  violate  sharehold- 
er rights.  High-level  officials  such  as 
Prime  Minister  Viktor  S.  Cher- 
nomyrdin should  not  be  allowed  to 
overturn  the  decisions  of  tax  authori 
ties  to  seize  the  property  of  big 
debtors — even  if  the  companies  are 
friendly  to  the  government.  New  in- 
centives to  stimulate  small-business 
development  should  b 
enacted  quickly. 

It  won't  be  easy 
to  change  course 
overnight.  Historically 
in  Russia,  as  in  many 
Asian  cultures,  gov- 
ernment's biggest  rok 
is  to  dole  out  favors. 
Personal  relationships 
are  more  important 
than  legal  contracts. 
Wiping  out  endemic 
official  corruption 
could  take  5  to  10 
years,  as  more  Soviet 
era  bureaucrats  retire 
Says  Mikhail  Fridmar 
chairman  of  Alfa 
•  Group,  one  of  Russia's 
biggest  financial-indus 
I  trial  groups:  "A  mar- 
ket mind-set  will  only  come  into  be- 
ing slowly."  Meanwhile,  many  of  his 
fellow  barons  are  fiercely  battling  to 
preserve  their  special  privileges. 

Russia  is  still  run  from  the  top 
down,  despite  the  significant  steps 
that  have  been  made  toward  creat- 
ing a  democratic  state.  Yeltsin  calls 
all  the  shots.  He  could  create  a  last 
ing  legacy  by  consolidating  and  ac- 
celerating initiatives  to  make  Rus- 
sia's market  more  fair  and  open — tc 
small,  unknown  investors  as  well  as 
large,  influential  ones.  A  new  influx 
of  foreign  and  local  investment  couli 
break  up  the  big  groups  and 
reignite  Russia's  economy.  But  if 
Yeltsin  gives  in  to  the  oligarchs, 
Russia  will  remain  a  land  of  the 
very  rich  and  the  very  poor.  And  aii 
Asian-style  collapse  could  well  be  ii 
the  cards. 

Kranz  is  business  week's  Moscoi 
bureau  chief. 
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TTv_7m  I  TCXC 

supercar. 


Soon,  cars  will  run  on  information  as  much  as  gasoline.  On-board  diagnostics,  intelligent  navigation 
systems,  highly  integrated  engine  control,  optoelectronic  displays,  collision  avoidance  systems,  smart 
airbags  and  more  are  making  cars  safer  and  more  reliable.  We're  helping  it  happen  —  making  what's 
under  the  hood,  dash,  and  body,  smarter  than  ever  before.  To  bring  automobiles  and  electronics  together 
smoothly,  we  offer  diverse  technologies  and  products:  advanced  design  and  simulation  services,  switches, 
wireless  components,  cable  assemblies  and  fiber  optics  —  as  well  as  connectors.  We're  doing  the  same  in 
other  areas,  too,  including  consumer  products,  computers,  communications  and  power.  A  key  to  many 
of  tomorrow's  products  will  be  how  they  use  information.  Which  is  why  knowing  more  about  our 
capabilities  can  be  valuable  information,  too. 
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From:  New  Microsoft  Project  98 
Date:  Wednesday,  4:45  p.m. 
To:  Planning  Committee 
Re:  One  more  little  thing... 


Your  plan  is  perfect.  You're  in  total  control.  Then  all  these. ..things. ..start  happening. 
That's  why  the  new  Microsoft """  Project  98  was  built  with  a  start-to-finish  obsession 
about  details.  About  scheduling.  Staffing.  Costs.The  drill-down  details  that  let  you 
know  what's  happening  and  what's  going  to  happen  to  your  plan,  your  budget,  and 
your  due  date.  That's  a  complex  job:  Microsoft  Project  98  makes  it  easy.  You  can 
go  from  an  overview  to  the  smallest  detail  in  a  couple  of  clicks,  planning  and  tracking 
work  on  a  daily,  weekly,  or  monthly  basis.  It's  integrated  with  Microsoft  Office  97 
and  the  Internet,  so  your  documentation  and  communications  are  right  there,  from 
the  kickoff  memo  to  urgent  e-mails.  So  while  you've  still  got  the  time,  check  out 
the  details  at  www.microsoft.com/project/. 


ect  98. 

ie  calendar 
oser 

in  they  appear. 


Microsoft    Where  do  you  want  to  go  today?"  www.microsoft.com/project/ 
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BRITAIN 


A  GAMBLE  AS  BIG 
AS  A  ROLLS 

Any  buyer  of  the  tiny  carmaker  will  have  to  pump  in  millions 


When  British  defense  conglomer- 
ate Vickers  plc  put  Rolls-Royce 
Motor  Cars  Ltd.  on  the  block  in 
October,  some  of  the  world's  biggest 
auto  makers  began  maneuvering  to 
make  the  elite  brand  their  own.  The 
builder  of  $228,000  Rolls-Royce  Silver 
Spurs  and  $377,000  Bentley  Azures, 
whose  wood  trim  is  still  cut  and  pol- 
ished by  hand,  would  nicely  top  off  an- 
other company's  product  line.  In  fact, 
the  winged  "Spirit  of  Ecstasy"  figurine 
that  has  graced  the  hoods  of  Rolls  autos 
since  1911  has  become  a  coveted  prize. 

In  theoiy,  the  potential  of  Rolls's  brand 
name  would  justify  a  high  price  and  hefty 
investment.  Germany's  bmw  looks  like 
the  most  likely  buyer,  although  Daimler 
Benz  and  Volkswagen  are  mulling  rival 
bids.  Because  bmw  co-developed  the  en- 
gines for  Rolls's  long-awaited  new  models, 
expected  this  spring,  the  Munich-based 
carmaker  has  an  edge. 
TRADEMARK  fight.  But  with  estimates  of 
a  purchase  price  for  Rolls  ranging  from 
$320  million  to  nearly  $1  billion,  any  buy- 
er would  be  making  a  gamble.  To  prof- 
itably expand  Rolls's  tiny  1,800-car  annual 
production  will  take  years  of  heavy  in- 
vestment. Since  Ford  Motor  Co.  paid 
$2.5  billion  for  Jaguar  in  1989,  it  has  had 
to  pump  in  billions  more  to  whip  the 
prestigious  carmaker  into  shape.  Rolls's 
buyer  could  be  in  for  a  similar  fate. 

Salomon  Brothers  Smith  Barney  in 
London  figures  the  company  whose  earn- 
ings fluctuate  wildly,  made  only  $45  mil- 


lion in  profits  in  1996.  On  $400  million 
in  sales,  that  was  a  good  margin — but  it 
wouldn't  go  far  toward  recouping  a  rich 
purchase  price.  That's  one  reason  that 
after  17  years  of  ownership,  Vickers  ex- 
ecutives decided  to  bail  out.  Indeed,  the 
$320  million  or  so  that  Rolls  has  already 
spent  to  modernize  its  plant  and  develop 
new  models  is  almost  triple  Vickers'  1996 
profits  of  $135  million.  And  Salomon's 
Nick  Cunningham  says  the  market  ex- 
pects Rolls  to  fetch  about  $500  million. 

Meanwhile,  the  deal  may  turn  on 
reaching  a  settlement  with  Rolls's  for- 
mer parent,  jet  engine  maker  Rolls- 
Royce  plc.  Vickers  and  Rolls-Royce  PLC, 
are  fighting  over  the  rights  to  the  Rolls 
name.  Rolls-Royce,  which  owns  the  Rolls 
trademark,  has  suggested  it  might  ex- 
ercise veto  power  over  the  transfer  to  a 
new  owner.  Viekers  says  Rolls-Royce  plc 
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ROLLS  DOES  I  A  U-TURN 
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SILVER  SPUR:  The  Rolls 
brand  is  a  coveted  prize 

no  longer  enjoys  veto  pov 
The  possibility  of  losing 
Rolls  brand  name  has  chil 
some  suitors.  That  could  fa 
bmw,  which  is  the  likely  ch( 
of  Rolls-Royce  PLC,  its  joi 
venture  partner  on  other  pi 
ects.  And  if  it  can  keep 
trademark,  the  German  a 
pany  has  the  wherewithal 
build  Rolls  up.  Garel  Rhys 
professor  at  the  Cardiff  Bi 
ness  School,  thinks  the  wc 
market  for  Rolls  could  re; 
I  8,000  vehicles  per  year.  R 
is  strong  only  in  Britain  and  the  U 
with  just  140  dealers  worldwide.  A  rra 
player  like  bmw  could  add  Rolls  dea 
ships  to  a  vast  global  network. 

To  gain  a  bigger  beachhead,  howe^ 
a  buyer  would  need  to  develop  n 
models.  Rhys  thinks  Rolls  should 
duce  cars  in  the  $150,000  range,  ab< 
the  Mercedes  S-Class  and  bmw  7- 
ries,  whose  top-end  models  cost  roug 
$115,000  in  Britain.  At  present,  R< 
offers  five  Bentleys  and  two  Rolls  e; 
and  all  are  based  on  the  same  platfo: 
Rolls  is  trying  to  entice  buyers 
launching  new  models — the  first  in 
years — possibly  at  the  Geneva  a 
show  in  March.  Rolls  is  being  extrei 
ly  secretive,  but  the  cars  will  be  fo 
door  Bentley  and  Rolls-Royce  sed£ 
with  slightly  more  rounded  bodies  tl 
the  current  versions. 

Rolls  is  revamping  its  factory,  build 
its  first  moving  assembly  line.  It  plans 
cut  man-hours  per  car  from  the  pres 
800  to  400.  But  that  compares  witi 
European  mass-production  standard 
about  25 — and  Rolls  cars  will  still  co 
full  of  handcrafted  details. 

With  no  logical  British  buyer,  Roll! 
preparing  its  2,700-strong  workforce 
foreign  ownership.  "It  is  far  better 
have  Rolls-Royce  under  foreign  own 
ship  than  not  to  have  it  exist  at 
says  Chief  Executive  Graham  Mor 
And  the  company  will  probably  contii 
to  build  its  cars  in  the  English  M 
lands  town  of  Crewe. 

For  now,  it  looks  as  if  bmw  will 
Britain's  most  storied  carmaker.  Ri 
Mercedes  seems  to  be  taking 
thought  of  a  German-owned  Rolls  s< 
ously:  It  is  planning  to  build  a  comi; 
ing  model,  the  Maybach,  at  a  rate 
1,000  cars  a  year.  But  whoever  winds 
with  Rolls  will  have  to  work  hard 
keep  the  Spirit  of  Ecstasy  flying. 

By  Stanley  Reed  in  Crewe,  % 
David  Woodruff  in  Frankfurt 
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There's  a  word 
it*  those  who  think 
they  have  to  dump 
their  SNA  network 
to  get  things 
like  intranets 
and  Web  sites. 


MCI  would  like  to  dispel  the  myth  that  to  get  the 
latest  network  technology,  you  have  to  throw  out  the 
baby  with  the  bathwater. 

Because  now  MCI  can  help  your  business  build  one 
virtual  network  that  can  support  your  intranet,  extranet 
and  existing  SNA  applications. 

Think  of  the  money  you'll  save  by  eliminating  the 
need  for  private  lines. 

And  the  time  you'll  save  by  having  only  one 
network  to  manage. 

What's  more,  MCI's  virtual  network  gives  you 
bandwidth  on  demand  to  handle  fluctuating  traffic 
and  also  lets  you  prioritize  data  flow. 

Visit  www.mci.com  or  call  1-800-659-5479  and  find 
out  why  the  only  thing  you  need  to  get  rid  of  is  your 
old  way  of  doing  things. 


 *v 

MCI 


accumulate  funds  for  retirement  tfiey  pe  you  control  over  yow  lands  by  ping  you  the  freedom  to  change  c 
o  change  is  os  simple  as  calling  our  roff-free  number. '.for  c  free  prospectus,  col  1-800^95-433]  and  receive 
Please  read  the  prospectus  corefuiy  before  you  invest  or  send  money. 

UNDERSTANDING  is  what  built  this  company. 


UNDERSTANDING  is  what  makes  us  THE  COMPANY  YOU  KEEP. 


www.newyorklife.com 
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iternational  Outlook 


fED  BY  JOHN  TEMPLEMAN 


UDDENLY,  THE  WORLD  TURNS  COLD 
IR  SECRETARY  ALBRIGHT 

ecretary  of  State  Madeleine  K.  Albright  opened  her  first 

year  in  office  to  rave  reviews.  She  charmed  Senate  For- 
eign Relations  Committee  Chairman  Jesse  A.  Helms  (R- 

,)  and  ended  years  of  foreign-affairs  budget  cuts.  She  out- 

;ed  Defense  Secretary  William  S.  Cohen  to  keep  gis  in 

da.  She  paved  the  way  for  NATO  enlargement. 

at  the  honeymoon  is  over.  Since  October,  when  it  mend- 

;nces  with  China,  the  Clinton  Administration  has  had  lit- 

ut  setbacks.  The  collapse  of  fast-track  trade  legislation, 

's  financial  meltdown,  Middle  East  disar- 

and  a  resurgent  Russia  made  for  a  rotten 

to  1997.  This  year  could  be  worse,  as 
strongman  Saddam  Hussein  continues  to 
U.  N.  weapons  inspectors  and  tensions 

between  NATO  allies  Greece  and  Turkey. 

bright  is  getting  some  of  the  blame  for  the 

teps — and  the  absence  of  policies  to  turn 

;ide — although  such  hot-button  issues  as 

I  and  China  are  not  her  direct  responsi- 

j  Detractors  slam  her  lack  of  attentive- 

at  key  times  to  issues  such  as  Iraq.  Her 

itless  travel — logging  185,000  miles  to  vis- 
countries  in  a  year — draws  barbs,  too. 
looks  more  like  she's  campaigning  around 

jlobe  than  managing  issues,"  gripes  Sena- 

tobert  G.  Torricelli  (D-N.J.). 

:  WOLF.  But  managing  the  issues  is  no 

walk.  Many  events  are  outside  Albright's 

•ol.  Sanctions  against  Iran  and  Cuba,  which  cause  friction 
the  European  Union,  are  driven  by  U.  S.  domestic  poli- 

Israeli  domestic  politics  have  torpedoed  the  Middle  East 

e  process.  Besides,  America's  post-cold-war  status  as 

)nly  superpower  is  creating  a  paradox  for  Albright:  The 
can't  consistently  turn  its  primacy  into  global  clout. 

.  have  a  lot  less  influence  when  people  don't  need  you  to 

3ct  them,"  says  Paul  Wolfowitz,  dean  of  Johns  Hopkins 

rersity's  School  of  Advanced  International  Studies. 


SETBACKS:  Taking  the  rap 


A  big  surprise  for  Albright  has  been  a  newly  assertive 
Russia,  which  is  exploiting  splits  among  Western  allies  to  pur- 
sue its  own  economic  and  diplomatic  agenda.  Moscow's 
planned  sale  of  anti-aircraft  missiles  to  Greek  Cypriots,  for  ex- 
ample, has  deepened  the  age-old  rift  between  Greece  and 
Turkey.  The  U.  S.  couldn't  even  find  the  muscle  to  persuade 
the  eu  to  accept  Turkey's  membership  bid. 

Russia  is  a  growing  obstacle  to  dealing  with  Iraq.  It  even 
wants  economic  sanctions  lifted  so  Baghdad  can  repay  Rus- 
sian debt.  Despite  her  stint  as  U.  N.  ambas- 
sador, Albright  hasn't  succeeded  in  rallying 
support  behind  tough  moves  to  force  Iraq  to 
comply  with  U.  N.  resolutions.  "Increasingly, 
the  U.  S.  finds  itself  isolated  in  international 
[bodies],"  says  Chas.  W.  Freeman  Jr.,  presi- 
dent of  the  Middle  East  Policy  Council. 
WOES  MULTIPLY.  The  U.  S.  may  end  up  alone 
on  Iran  policy.  Albright  must  decide  whether 
to  slap  sanctions  on  Russia's  Gazprom  and 
France's  Total  for  their  part  in  a  $2  billion 
natural-gas  project  in  Iran.  Doing  nothing 
would  undermine  U.  S.  credibility.  But  impos- 
ing sanctions  would  alienate  Iranian  moder- 
ates, who  are  seeking  an  opening  to  Wash- 
ington, as  well  as  the  EU  and  Russia. 

Meanwhile,  the  Administration  is  strug- 
gling to  follow  up  the  summit  with  China. 
"  Preparations  for  a  new  summit  in  Beijing  are 
going  so  slowly  that  no  date  has  yet  been  set  for  it.  Beijing's 
concessions  to  gain  membership  of  the  World  Trade  Organi- 
zation remain  inadequate.  China  hasn't  signed  a  global  human- 
rights  pact  as  promised.  And  it  won't  tighten  missile  export 
controls  until  the  U.  S.  stops  arms  sales  to  Taiwan. 

As  the  bad  news  piles  up,  Albright  is  in  clanger  of  losing 
her  star  status.  If  she  is  to  escape  that  fate,  she  needs  to 
chalk  up  some  big  wins — as  well  as  air  miles — in  1998. 

By  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


1RPERS  ROCK  MEXICO 

lexico's  economy  may  be  booming, 
i  President  Ernesto  Zedillo  Ponce 
Leon  faces  political  turmoil.  Out- 
je  over  the  murder  of  45  Mayan 
isants  in  Chiapas  state  by  paramili- 
ies  last  month  forced  Zedillo  to 
ng  in  ruling  Institutional  Revolu- 
nary  Party  (PRi)  stalwart  Francisco 
bastida  Ochoa  as  Interior  Minister, 
bastida  may  have  to  restart  stalled 
ks  with  armed  rebels  from  the  Zap- 
sta  National  Liberation  Army. 
But  the  rise  of  paramilitary  groups 


apparently  financed  by  local  PRI  chief- 
tains complicates  Labastida's  task.  A 
crackdown  on  illegal  weapons  has 
heightened  tensions.  Passions  are  flar- 
ing in  Mexico  City,  where  Zapatista 
supporters  took  over  two  radio  sta- 
tions, staged  protest  marches,  and 
blocked  entry  to  the  stock  exchange 
two  days  running. 

GERMAN  PHONE  COSTS  PLUMMET 

►  Germans  have  rushed  to  make 
cheap  calls  since  phone  service  was 
deregulated  on  Jan.  1.  The  success  of 
new  services  offering  long-distance 


discounts  of  up  to  70%  means  prices 
could  drop  faster  than  expected.  One 
new  entrant,  Telepassport,  has  pulled 
its  advertising,  having  nabbed  enough 
traffic  to  fill  its  capacity. 

Deutsche  Telekom,  the  former  mo- 
nopoly, wants  to  slap  a  $52  fee  on  cus- 
tomers who  switch  carriers  perma- 
nently. So  most  defectors  use 
"call-by-call"  services  that  let  them  use 
different  carriers  at  will.  Analysts  say 
Telekom  could  lose  30%  of  its  market 
share  over  five  years.  But  its  image  as 
a  clumsy  bureaucracy  eager  to  snuff 
out  competition  may  hasten  the  slide. 
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Finance 


THE  ASIAN  CRISIS 


'THERE'S  NOTHING  HOLDING 
THESE  CURRENCIES  UP' 

Asia's  markets  are  crumbling-and  the  panic  is  sparking  a  mad  rush  to  the  dollar 


As  the  sun  rose  on  the  New  Year, 
Asian  investors  and  policymakers 
thought  the  worst  of  their  tra- 
vails were  over.  It  appeared  that 
the  region  had  finally  settled  down  after 
the  most  miserable  year  in  more  than  a 
decade.  The  International  Monetary 
Fund's  record  $58  billion  aid  package 
for  South  Korea,  coupled  with  short- 
term  debt  rollovers  by  international 
commercial  bankers,  seemed  to  have 
stabilized  one  of  Asia's  largest  economies 
and  bought  the  entire  region  some  time. 

But  the  calm  didn't  last  more  than  a 
microsecond.  In  the  first  trading  days  of 
the  year,  Asian  stock  and  currency  mar- 
kets have  taken  a  beating  (table).  Hong 
Kong's  bourse  suffered  its  biggest  one- 
day  drop  since  its  brutal  crash  last  Oc- 
tober, shedding 
nearly  6%  on  Jan.  "°  °AY:  H?wf 
7.  Many  currencies  £™£  s  marlfet 
fared  even  worse.  ff  ^  f  arhJ 
Panicked  investors  6%  on  Jan-  7 
throughout  South- 
east Asia  are  dumping  Thai  baht,  In- 
donesian rupiah,  and  Malaysian  ringgit, 
among  others,  and  stocking  up  on  green- 
backs against  even  further  declines. 
"You  can  transfer  half  a  billion  U.  S. 
dollars  out  of  Indonesia  in  one  day  with- 
out any  question.  The  bureaucrats  don't 
have  a  way  to  counter  that,"  says  a  fi- 
nancier in  Jakarta,  where  the  rupiah 
has  plunged  36%  since  Dec.  31  and  ner- 
vous consumers  have  started  hoarding 
cooking  oil,  rice,  and  other  goods. 
LOSS  OF  FAITH.  Even  the  Singapore 
dollar,  long  a  safe  haven,  hit  its  lowest 
level  in  more  than  six  years.  Indeed, 
much  of  East  Asia  seems  to  be  on  the 
verge  of  going  on  a  dollar  standard 
as  the  value  of  its  currencies  disinte- 
grates. Already,  many  companies  in 
Thailand  and  Indonesia  are  conducting 
much  of  their  business  in  dollars,  and 
consumers  tire  increasingly  taking  small 
amounts  of  local  currencies  to  banks 
to  buy  bucks.  "There's  nothing  holding 
these  currencies  up,"  says  Michael 
Unsworth,  managing  director  and  head 


of  regional  research  at  Merrill  Lynch 
(Asia  Pacific)  Ltd. 

The  current  demand  for  dollars  is  fu- 
eling a  bitter  and  self-reinforcing  cycle. 
As  local  people  lose  faith  in  their  own 
currencies,  foreign  investment,  which  is 
vital  to  growth,  is  drying  up.  That  is 
worsening  market  sentiment  even  fur- 
ther, causing  currencies  and  stocks  to 
continue  to  slide  and  spooking  foreign 
investors  even  more. 

Amid  the  panic,  markets  are  aswirl 


SUBMERGING  MARKETS 


PERCENT  CHANGE  SINCE  DEC.  31 
CURRENCY*  STOCKS" 

INDONESIA 

-36.1 

-36.7 

MALAYSIA 

-14.3 

-25.1 

PHILIPPINES 

-13.5 

-18.8 

THAILAND 

-13.2 

-13.7 

SOUTH  KOREA 

-8.3 

0.7 

SINGAPORE 

-3.5 

-13.9 

JAPAN 

-0.9 

-1.8 

CHINA 

0.0 

-16.7 

HONG  KONG 

0.0 

-10.9 

*Against  U.S.  dollar 

**ln  dollars 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


with  rumors  that  Beijing  may 
devalue  China's  currency.  The 
central  banks  of  the  U.  S.,  Sin- 
gapore, and  Japan,  whose  cur- 
rency is  also  weakening,  may 
also  try  to  restore  order  by  sell- 
ing massive  amounts  of  dollars 
on  foreign-exchange  markets. 
Washington  officials  concede  that 
they  were  surprised  by  the 
speed  of  the  latest  Asian  finan- 
cial collapse.  If  the  hysteria  runs 
much  longer,  Asia  could  be 
sucked  into  recession  or  even 
depression.  That  could  face  the 
international  financial  system 
with  its  biggest  test  since  the 
oil  shocks  of  the  1970s. 

But  even  if  markets  calm 
quickly,  Asia  faces  a  large-scale 
rescheduling  of  debts  and  a 
sharp  slowdown  in  demand  in 
what  had  been  until  recently  the 
world's  fastest-growing  region. 
"The  biggest  risk  is  that  Asian 
instability  will  trigger  a  world 
crisis,  as  opposed  to  just  a  fi- 
nancial market  problem,"  says 
David  A.  Wyss,  chief  economist 
for  Standard  &  Poor's  dri  in 
Lexington,  Mass. 
VOLATILITY.  The  two  biggest 
worries  are  Korea  and  Indonesia. 
Although  Korea  won  a  respite 
by  getting  foreign  banks  to  roll 
over  $10  billion  to  $15  billion  in 
loans,  it's  still  scrambling  to  put 
together  a  multibillion-dollar, 
long-term  funding  package. 
Among  international  commercial 
and  central  bankers,  there  is  a  contir 
ing  concern  that  Korean  authorities  do 
have  a  handle  on  how  much  the  count 
owes.  Many  of  Korea's  giant  busim 
groups  (page  44)  have  not  sold  pool 
perfoiming  assets.  And  suspicions  abc 
the  commitment  of  the  country's  financ 
mandarins  to  reform  remain  high  in 
ternational  financial  circles.  "Korea 
not  out  of  the  woods  by  a  long  sho 
warns  Peter  Churchouse,  a  managi 
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or  at  Morgan  Stanley  Asia  Ltd.  in 
Kong. 

lonesia  is  even  more  explosive  be- 
of  a  volatile  political  and  racial 
n  top  of  a  dire  economic  situation. 
3  more  than  $100  billion  in  foreign 
about  $35  billion  of  which  is  due 
ine,  and  the  country's  corporate 
I  is  effectively  bankrupt.  Although 
lion  workers  have  already  been 
and  the  military  promises  tough 


action  against  social  unrest,  violent 
demonstrations  in  the  provincial  capi- 
tal of  Bandung  targeting  ethnic  Chinese 
businesses  broke  out  in  early  January. 

More  worrisome  to  the  international 
financial  community  is  President  Suhar- 
to's seeming  unwillingness  to  make  the 
tough  economic  choices  necessary  to  sta- 
bilize Indonesia.  With  Suharto's  tight 
grip  on  the  presidency  in  question  for 
the  first  time,  political  fear — not  financial 


Indonesia's  rupiah  has 
plunged  36%  since 
Dec.  31,  and  nervous 
consumers  have 
started  to  hoard  rice 
and  other  necessities 


JAKARTA  RESIDENTS  LINE  UP 

TO  BUY  SUBSIDIZED  COOKING  OIL 


reality — is  driving  policymaking.  On  Jan. 
6,  the  government  passed  a  budget  that 
calls  for  a  32%  increase  in  spending  and 
4%  economic  growth  and  is  based  on 
an  exchange  rate  almost  double  the  ru- 
piah's  current  value.  The  new  budget 
also  continues  subsidies  and  tax  breaks 
for  politically  favored  projects  such  as  a 
national  airplane  program  and  a  nation- 
al car  program  run  by  Suharto's  son. 
DERISION.  Not  surprisingly,  tradere  greet- 
ed the  budget  with  derision,  even  as 
they  were  selling  out  across  the  region. 
Notes  one  U.  S.  official:  "When  the  his- 
tory books  are  written,  everyone  will 
gain  an  appreciation  of  how  badly  Asians 
have  handled  this  mess."  But  as  Asian 
economies  go  into  a  tailspin,  the  IMF's 
recipe  for  throttling  down  spending  and 
slowing  growth  is  coming  under  attack 
from  some  quarters.  Thailand  is  already 
trying  to  wriggle  out  of  its  austerity  deal 
with  the  imf.  "Fiscal  tightening  just 
doesn't  make  any  sense  in  any  of  the 
economies  because  they  have  had  fairly 
tight  fiscal  policies,"  says  Andrew  Freris, 
managing  director  of  Asia  research  at 
Bank  of  America. 

The  bigger  key  to  stabilization  may  be 
a  quick  rollover  of  hundreds  of  billions  of 
dollars  in  commercial  bank  debts  across 
the  region.  Commercial  bankers  are  go- 
ing to  have  to  recognize  that  debts 
aren't  going  to  be  paid  in  full  and  start 
renegotiating  loans  and  taking  losses  on 
corporate  debt.  Governments  will  need 
to  face  up  to  the  depth  of  the  crisis  and 
cut  off  funding  for  the  elite's  relatives 
and  cronies.  Companies  likely  will  be 
forced  to  improve  their  disclosure  and 
treatment  of  minority  shareholders.  All 
that  will  take  time — something  that  is 
rapidly  running  out.  As  everyone  from 
hedge  funds  to  local  consumers  scram- 
bles for  dollar's,  Asia  is  going  into  a  funk 
deeper  than  anyone  ever  thought  possi- 
ble only  a  few  months  back. 

By  Mark  L.  Clifford  in  Hong  Kong 
and  Kerry  Capell  in  New  York,  with 
Michael  Shari  in  Jakarta 
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EQUITIES  TRADING 


WHAT  HAPPENED 
TO  THE  DECIMAL  SYSTEM? 

The  move  to  quote  stocks  in  dollars  and  cents  is  languishing 


■  nvestors  1,  Wall  Street  0.  That  was 

■  the  score  last  summer  when  the 

■  stock  exchanges  reluctantly  agreed 
to  switch  their  price  quotations  from 
fractions  to  dollars  and  cents.  Stock 
prices  quoted  in  pennies  instead  of 
sixteenths  of  a  dollar  would  make  eq- 
uities trading  easier  to  understand  and 
bring  the  U.S.  in  line  with  the  rest  of 
the  world's  major  exchanges.  More  im- 
portant, it  would  almost  certainly  nar- 
row the  spread  between  bid  and  ask 


sioner  Steven  M.  H.  Wallman,  seen  by 
many  as  the  driving  force  behind  deci- 
mals until  he  departed  the  agency  last 
fall,  calls  the  delay  lamentable.  "Artifi- 
cially wide  spreads  are  costing  investors 
billions  of  dollars,"  he  says. 

Decimalization  looked  like  a  fait  ac- 
compli just  seven  months  ago,  when 
the  Big  Board  announced  it  would 
make  the  switch.  Earlier,  the  sec  re- 
quired securities  firms  and  electronic 
brokers  such  as  Instinet  to  integrate 


trading  software.  Brokers  already  ;| 
under  sec  marching  orders  to  install  1 
pensive  new  audit-trail  software  allowl 
regulators  to  eavesdrop  on  how  dealj 
handle  customer  orders  from  the  tim| 
phone  call  is  placed  to  settlement.  Del;! 
on  that  system,  known  as  oats,  or  i 
Order  Audit  Trail  System,  are  likely! 
push  back  implementation  to  1999.  SeJ 
rities  firms  insist  they  don't  have  enoil 
money,  staff,  or  time  to  recode  softwj 
to  handle  oats,  make  the  massive  1 
justments  needed  for  the  Year  2000  pri 
lem,  and  simultaneously  reprogram  1 
decimals.  Says  Richard  R.  Lindsey,  1 
rector  of  the  sec's  Market  Regulatl 
Div.:  "There  is  a  risk  of  pushing  so  hi 
for  decimals  that  we  screw  up  the  Yj 
2000  project.  That  would  be  disastroil 
SKEPTICS.  Lindsey  believes  the  indj 
try  can  be  ready  for  decimals  by  I 
middle  of  2000.  But  that  may  be  of 
mistic,  says  Bernard  L.  Madoff,  owl 
of  the  New  York  market  maker  t| 
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prices,  thus  saving  investors  money. 

The  Big  Board,  with  much  fanfare, 
even  said  it  hoped  to  make  the  transi- 
tion by  1999.  The  Securities  &  Ex- 
change Commission,  which  had  been 
lukewarm  toward  decimals,  jumped  on 
the  bandwagon  and  scheduled  a  series 
of  meetings  to  coordinate  the 
switchover.  On  Capitol  Hill,  key  law- 
makers pushing  legislation  to  require 
decimal  trading  declared  victory. 

What  a  difference  seven  months 
makes.  Now,  decimalization  is  not  only 
off  the  front  burner  but  unlikely  to  take 
place  until  2001 — a  full  two  years  later 
than  original  projections.  Stock  ex- 
changes, Wall  Street  firms,  and  the  sec 
have  quietly  agreed  that  the  move  to 
decimals  requires  far  more  study  than 
they  first  thought,  and  that  other  soft- 
ware design  changes,  such  as  the  Year 
2000  project,  must  take  priority. 
BIG  SPREAD.  Congress  is  not  pleased. 
Key  lawmakers  in  both  parties  are  ask- 
ing for  an  investigation  into  whether 
the  delay  is  legitimate  or  a  last-gasp 
attempt  to  preserve  wider  spreads — 
the  difference  between  the  price  an  in- 
vestor gets  when  selling  shares  and  the 
price  a  broker  charges  to  buy  them — 
and  fatter  profits.  Former  sec  Commis- 


Now,  decimalization 
is  unlikely  to  occur 
before  2001-a  full  two 
years  later  than 
original  projections 

their  order  books  and  thus  make  equi- 
ty markets  more  competitive  and  ac- 
cessible to  all  investors.  The  sec  acted 
after  a  lengthy  investigation  revealed 
that  nasdaq  traders  were  conspiring 
to  keep  spreads  high  on  many  stocks. 
Under  pressure  from  the  SEC  and  in- 
fluential legislators,  the  exchanges  last 
June  began  quoting  in  sixteenths,  or 
6.25(2,  down  from  eighths,  or  12.5(2.  On 
the  nasdaq,  spreads  on  stocks  priced 
below  $10  now  can  go  as  low  as  one- 
thirty-second  of  a  dollar,  or  3.125(2. 
Since  June,  spreads  have  declined  one- 
third,  saving  investors  about  $1  billion, 
according  to  preliminary  studies. 

Wall  Street  officials  deny  that  deci- 
malization's delay  has  anything  to  do  with 
industry  profits.  Instead,  they  cite  com- 
peting demands  to  reprogram  and  test 


bears  his  name.  Madoff  says  his  firr 
decimal-ready  because  its  overs 
business  is  conducted  in  dollars 
cents.  Still,  most  of  Madoff's 
tomers — other  broker-dealers — as 
as  clearance  and  settlement  compai 
say  they  need  the  time  to  prepare 
the  switch. 

Despite  the  industry's  technolog 
excuses,  skeptics  abound  on  Capitol 
Representatives  Michael  G.  Oxley 
Ohio)  and  Edward  J.  Markey  (D-M; 
want  to  spur  industry  into  acting  sc 
er  and  want  to  know  if  securities  fi 
are  deliberately  slowing  the  pac( 
change.  Oxley  chairs  the  House  C 
merce  subcommittee  on  finance, 
Markey  is  a  panel  member. 

The  lawmakers  are  expected  soo 
ask  Congress'  investigative  arm, 
General  Accounting  Office,  to  study 
reasons  for  the  delay  and  reportj 
which  firms  and  exchanges  can  rr,j 
the  transition  sooner  than  2001.  O: 
plans  to  hold  hearings  on  the  is 
sometime  this  spring.  Brokers  had 
ter  gear  up  to  explain  why  they 
trade  commodity  futures,  current 
and  foreign  stocks  in  decimals,  but 
U.  S.  equities. 

By  Paula  Dwyer  in  Washini 
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GENE  G.  MARCIAL 

(TEL  AND  VICAL: 
LESSED  BY  R&D 

igh  tech  is  fast  becoming  the  mar- 
ket's neglected  stepchild,  but  tech- 
ogy  stocks  are  still  best  for  the  long 
il.  So  says  Michael  Murphy,  editor  of 
lifornia  Technology  Stock  Letter, 

0  is  putting  his  money  on  two 
mps:  electronics  and  biotech. 
Siant  chipmaker  and  microproces- 

maker  Intel  (intc)  is  his  top  pick  in 
ctronics.  And  in  the  biotech  sector, 
:al  (vicl),  a  lilliputian  developer  of 
armaceutical  products  for  human 
le  therapy,  is  his  favorite. 

Murphy,  author 
of  a  new  book  on 
tech  stocks,  has 
an  unusual  way  of 
assessing  compa- 
nies: Since  re- 
search and  devel- 
opment lead  to 
new  products,  he 
views  r&d  as  the 
key  to  growth. 
"By  adding  the 
r&d  spending  to 
earnings,  we  get 
a  better  picture 

  of  the  real  value." 

fore  a  company's  r&d  pays  off,  a 
ick  is  usually  depressed.  "That's 
ten  we  buy,"  he  says.  After  r&d 
ks  in  with  new  products,  the  sales 

1  earnings  climb — and  the  Street 
Is  up  the  price.  "That's  when  we 
1,"  says  Murphy. 

He  insists  that  Intel,  which  funnels 
3t  sums  into  r&d,  is  a  bargain  at  its 
Tent  price  of  73.  For  five  years,  its 
rangs  have  grown  twice  as  fast  as 
>se  of  the  Standard  &  Poor's  500- 
ick  index,  notes  Murphy.  In  the  com- 
r,  five,  its  earnings  should  grow  20% 
nually,  vs.  8%  to  10%  for  the  S&P. 
Furthermore,  the  S&P  trades  at  a 
ice-earnings  ratio  of  22,  while  Intel 
s  a  p-e  of  18.  "So  you  have  a  stock 
it  has  been  robustly  outpacing  the 
trket — and  selling  at  a  big  discount," 
tes  Murphy.  He  believes  that  Intel 
U  climb  back  up  to  100  before  the 
d  of  this  year.  (It  hit  102  in  early 
igust,  1997.) 

R&D  also  gives  Vical's  stock  a  huge 
tential,  he  says.  In  November,  Merck 
ught  a  $5  million  stake  in  Vical — and 
srck  may  fork  over  a  further  $18  mil- 


RPHY:  Research 
Hays  are  key  to 
ompany's  value 


lion  when  it  uses  "Vical's  dna  technology 
in  the  vaccines  it  is  developing  against 
viruses  that  cause  aids  and  hepatitis. 
Vical  stock  rose  to  17  on  that  news, 
before  settling  back  to  12%  on  Jan.  6. 

Murphy  thinks  Merck  will  file  for 
fda  approval  of  its  aids  vaccine  some- 
time this  year.  "When  that  happens, 
you'll  see  the  shares  of  Vical  fly  to  the 
heavens,"  says  Murphy.  Meantime,  he 
thinks  Vical  will  hit  23  this  year,  based 
purely  on  human  gene  therapy  against 
autoimmune  and  infectious  ailments 
and  cancer.  Gene  therapy  seeks  to  pre- 
vent or  treat  diseases  by  introducing 
specific  genes  into  cells.  The  genes 
cause  the  cells  to  produce  the  proteins 
needed  to  correct  or  control  diseases. 


HOW  SIERRA 
MAY  CATCH  A  COLD 

Despite  the  ills  afflicting  many  health- 
maintenance  organizations,  Sierra 
Health  Services  (sie)  has  held  up  nice- 
ly: Trading  at  34,  its  stock  is  in  spitting 
distance  of  its  52-week  high  of  40.  Oth- 
er hmos  are  closer  to  their  lows.  One 
reason:  Five  of  the  eight  analysts  who 
follow  Sierra  are  upbeat  on  it.  The  rest 
rate  it  "neutral."  Sierra  is  the  largest 
managed-care  company  in  Nevada,  and 
has  expanded  into  Texas.  Lori  Price 
of  cibc  Oppenheimer  put  a  target  of  45 
to  48  on  Sierra  when  it  was  at  36.  But 
some  investors  are  betting  the  other 
way:  One  New  York  hedge-fund  man- 
ager sees  Sierra  sinking  to  25  this  year. 

What's  their  beef?  They  think  that 
Sierra  will  miss  the  Street's  consensus 
fourth-quarter  estimate  of  64(2  a  share. 
"Earnings  will  come  at  the  low  end  of 
the  estimates — 6H  at  best,"  says  this 
money  manager,  who  specializes  in 
shorting  "vulnerable"  stocks.  Consensus 
estimate  for  all  of 
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1997  is  $2.40. 

What  worries 
this  pro  is  "ram- 
pant selling  by  in- 
siders," including 
Chairman  Anthony 
Marlon,  President 
Erin  MacDonald, 
Treasurer  James 
Starr  and  Vice- 
Presidents  William 
Godfrey  and  Frank 
Collins.  "Heavy 
selling  by  top  ex- 
ecutives and  lag- 
ging fundamentals 
can  only  spell  trou- 


ble," he  says.  "With  costs  rising  and 
membership  declining,  Sierra  faces  earn- 
ings woes."  Sierra  spokeswoman  Ria 
Carlson  disagrees:  "Membership  is  on 
the  rise,  jumping  20%  in  the  third  quar- 
ter. And  we're  comfortable  with  ana- 
lysts' estimates."  She  adds:  "Sierra  is 
known  in  the  industry  for  holding  costs 
down  better  than  our  peers." 

SWEET  MELODIES 
FROM  THE  NET 

Ever  heard  of  N2K?  Internet  cruisers 
know  that  N2K  (ntki)  is  all  about 
music.  Through  its  flagship  online  chan- 
nel, Music  Boulevard,  N2K  offers 
200,000  music  titles  for  two-day  deliv- 
ery to  the  buyer's  home.  To  widen  its 
reach,  the  company  has  pacts  with  MTV 
and  Internet  mainstays  America  On- 
line, Excite!,  and  Netscape. 

With  the  explosion  in  Web  use,  "the 
potential  is  huge  [for  N2K],"  says  David 
Siminoff  of  Capital  Research  &  Man- 
agement, who  has  bought  shares.  The 
stock  is  now  at  17)4,  down  from  24  on 
the  stock's  first  day  of  trading  in  mid- 
October.  But  he  is 
not  worried  about 
the  dip.  The  people 
behind  N2K — ceo 
Larry  Rosen  and 
Vice-Chah*men  Dave 
Grusin  and  Jon  Dia- 
mond— are  veterans 
of  the  music  and 
media  world,  he 
says.  N2K  also  oper- 
ates Web  sites  for 
such  talents  as 
David  Bowie  and 
the  Rolling  Stones. 

Based  on  Christ- 
mas sales,  N2K's 
fourth-quarter  re- 
sults may  dwarf  estimates.  Initial  whis- 
pers put  quarterly  sales  at  $4  million 
(retail  and  ad  revenues) — six  times  the 
corresponding  figure  for  1996.  Analyst 
Adam  Giansiracusa  of  investment  bank 
C.  E.  Unterberg,  Towbin  notes  that  N2K 
is  seeing  stronger-than-expected  results 
from  its  online  aggregators — AOL, 
Netscape,  and  Excite!  "That  gives  us 
confidence  in  our  $3.2  million  fourth- 
quarter  target  for  online  compact-disk 
sales,"  he  says.  His  12-month  target  for 
the  stock:  32.  Although  sales  are  esti- 
mated at  $10  million  in  1997,  he  sees 
them  jumping  to  $58  million  in  1998 
and  to  $199  million  in  1999,  when  he 
expects  N2K  will  begin  making  money. 
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MB  n  December,  Samuel  Goodhope  stood  hunched  over  an 
I  Austin  conference-room  table  eyeing  a  dismembered 
I  personal  computer.  As  a  special  assistant  in  the  Texas 
I  Attorney  General's  office  and  point  man  in  its  antitrust 
I  investigation  into  Microsoft  Corp.,  he  needed  a  keen 
^1  imderstanding  of  a  PC's  innards.  So  a  technician  painstak- 
ingly explained  how  each  of  the  components  is  supplied  by  a 
different  company,  but  they  must  all  work  with  the  critical 
Windows  operating  system  made  by  a  single  corporation, 
Microsoft.  That's  when  it  hit  him:  Microsoft  owns  a  key  mo- 
nopoly in  the  Digital  Age,  and  the  software  maker  is  a  lot  like 
the  Borg.  These  fictional  Star  Trek  characters — pail  flesh,  part 
machine — prowl  the  universe  conquering  other  races.  "Re- 
sistance is  futile,"  says  Goodhope  in  a  mechanical,  Borg-like 
voice.  "You  will  be  assimilated." 

Microsoft  and  its  hypercompetitive  chairman,  William  H. 
Gates  III,  are  no  science-fiction  fantasy.  And  the  Texas  At- 
torney General's  office  fully  intends  to  resist.  Indeed,  Good- 
hope  predicts 
that  two  doz- 
en states  will 
soon  join  his 
effort — amas- 
sing some  100  attorneys  for  a  Big  Tobacco-style  courtroom 
battle  that  he  says  could  reshape  the  computing  landscape. 
"We're  talking  about  what  the  high-tech  world  is  going  to  look 
like  in  five  years,"  says  Goodhope.  "Will  the  Information  Su- 
perhighway become  the  Bill  Gates  toll  road?" 

Microphobia,  a  national  pastime  in  recent  years,  is  reaching 
a  new  frenzy.  Since  October,  the  most  influential  company  in 
the  $700  billion  U.  S.  computer  industry  has  been  under 
siege  from  all  quarters.  Texas  and  eight  other  states  have 
launched  investigations  into  whether  the  software  giant  is  us- 
ing anticompetitive  tactics.  Consumer  advocate  Ralph  Nader 
is  calling  for  a  breakup  of  the  company.  The  European  Com- 
mission is  mulling  a  probe  of  its  own.  And  Microsoft  is  em- 
broiled in  a  knock-down,  drag-out  fight  with  the  Justice 
Dept.  over  whether  it  is  violating  a  1995  consent  decree  by 
requiring  PC  makers  to  ship  its  Internet  browser  with  Win- 
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dows  95.  "This  kind  of  product-forcing  is  an  abuse  of  monop- 
oly power — and  we  will  seek  to  put  an  end  to  it,"  vows  Joel 
I.  Klein,  Assistant  Attorney  General  for  the  Antitrust  Div. 

For  his  part,  Gates  denies  violating  any  laws  and  says 
the  earlier  consent  decree  with  Justice  allows  Microsoft  to  en- 
hance Windows.  Browsing,  he  says,  is  a  natural  addition  to  an 
operating  system.  "What  we're  doing  is  quite  straightfor- 
ward and  quite  pro-customer,"  Gates  says.  "In  no  way  are  we 
eliminating  choice."  He  also  bristles  at  the  notion  that  Mi- 
crosoft wants  to  turn  the  Internet  into  its  personal  toll  road. 
"We'll  get  our  revenue  from  selling  great  software." 

Microsoft's  dispute  with  the  Justice  Dept.  is  no  mere  joust 
over  the  mechanics  of  linking  a  Web  browser  to  the  ubiqui- 
tous Windows  95.  The  passions  aroused  in  the  government 
and  industry  alike  reflect  the  realization  that  this  is  a  bruis- 
ing fight  over  which  companies  will  dominate  the  Internet  and 
move  into  new  markets  from  there.  The  prize  is  huge.  The 
Net  not  only  opens  the  possibility  of  a  vast  new  marketplace 
for  everything  from  banking  to  buying  cars,  but  it  is  also  the 
electronic  gateway  into  homes  and — perhaps  more  impor- 
tant— into  corporations.  Owning  the  browser  and  Internet 
server  software  could  well  become  as  key  to  the  new  age  of 
Net  computing  as  Windows  is  to  PCs. 

If  Gates  extends  his  PC  hegemony  to  these  new  realms,  the 
little  software  company  he  co-founded  in  1975  could  come  to 
dominate  the  nexus  of  computing  and  communications  well 
into  the  21st  century.  "The  question  is,  are  we  looking  for- 
ward to  the  Information  Age,  or  will  it  be  the  Microsoft 
Age?"  asks  Lawrence  J.  Ellison,  chairman  of  database  maker 
Oracle  Corp.  "It's  kind  of  like  Microsoft  vs.  mankind— and 
mankind  is  the  underdog." 

A  BROADER  CASE?  Hyperbole  aside,  Microsoft  wants  to  move 
into  every  business  where  software  matters — from  the  chilled 
rooms  of  mainframe  computing  to  the  household  appliances 
that  are  being  computerized.  Gates  wants  to  expand  into 
the  corporate-enterprise  market — from  databases  to  E-mail. 
And  he  wants  to  play  in  consumer  electronics — from  TV  set- 
top  boxes  to  car  navigation  systems. 

Rivals  and  critics  hope  the  Justice  Dept.  can  slow  down  Mi- 


crosoft's pace.  The  current  dispute,  which  centers  on  Windows 
95,  is  likely  to  have  little  effect  on  Microsoft.  But  if  Justic 
broadens  its  suit  to  cover  the  upcoming  Windows  98 — some- 
thing it  has  hinted  it  might  do — or  attacks  Windows  NT  as 
well,  Microsoft  would  suffer  a  devastating  blow.  "Unless 
we're  allowed  to  enhance  Windows,  I  don't  know  how  to  do 
my  job,"  says  Gates.  It  would  also  set  an  ominous  precedent 
that  cuts  to  the  heart  of  the  software  maker's  strategy  of 
melding  Internet  capabilities  into  all  of  its  products — from  PC 
software  to  new  consumer-electronics  offerings  to  corporate 
enterprise  programs. 

It  could  get  worse  for  Gates.  No  matter  how  the  current 
dispute  is  resolved,  Klein  and  his  team  could  bring  a  broader 
antitrust  case.  Caswell  0.  Hobbs,  a  Washington  (D.  C.) 
antitrust  attorney  with  Morgan,  Lewis  &  Bockius,  says  the 
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current  consent  violation  case  is  just  "an  opening  salvo.  I'm 
sure  it's  not  the  last  of  the  proceedings." 

In  its  thinking  on  Microsoft,  Justice  is  relying  on  a  novel 
theory  in  antitrust  law.  It's  not  only  about  monopoly  pricing 
power,  as  in  the  days  of  the  Robber  Barons.  Information 
technology,  after  all,  is  an  industry  in  which  prices  fall. 
Rather,  Justice  is  concerned  that  Microsoft's  operating  system 
is  so  dominant  that  it  is  the  de  facto  standard,  the  very 
springboard  for  all  sorts  of  new  applications  software.  By 
controlling  the  standard,  Justice  fears,  Microsoft  stifles  in- 
novation. That  means  competing  technologies,  even  if  they're 
better,  stand  little  chance,  making  it  tough  for  startups  to 
bring  whizzy  new  inventions  to  market.  "They're  hell-bent  on 
dominating   the   entire   information   infrastructure  of 

the  world,"  says  at- 
torney Gary  Reback, 
who  represents  rival 
Netscape  Communica- 
tions Corp.,  "and  it  scares  the  daylights  out  of  me." 

Such  talk  rankles  Gates.  He  says  his  rivals  should  spend  less 
time  obsessing  about  Microsoft  and  more  time  on  their  own 
businesses.  What's  more,  he  argues,  there's  no  assurance  Mi- 
crosoft will  succeed  in  any  new  markets,  much  less  dominate 
them.  The  emergence  of  Netscape's  popular  Navigator  brows- 
er and  Sun  Microsystems  Inc.'s  Java  programming  lan- 
guage— threats  to  Windows,  as  he  sees  it — shows 
that  the  industry  is  highly  competitive.  "No  one 
has  a  guaranteed  position,"  says  Gates. 

Point  taken.  But  if  ever  there  was  a  com-  a 
pany  that  has  the  best  seat  in  the  house,  it's  j| 
Microsoft.  It  practically  owns  the  PC  soft- 
ware market.  Its  Windows  operating  sys- 
tem claims  some  86%  of  that  segment, 
and  its  Office  suite  of  pro- 
ductivity programs,  in- 
cluding a  spread-  CORPORATE 

E-MAIL 


sheet  and  word  processor,  has  an  87%  lock.  Game  won — ai  ( 
the  victor  has  emerged  enormously  wealthy.  Microsoft  is  el 
pected  to  reel  in  more  than  $4  billion  in  profits  this  ftsc  ? 
year,  which  ends  in  June,  on  $14  billion  in  revenues,  up  23| 
over  a  year  ago.  It  looks  even  richer  when  compared  with  tj 
rest  of  the  software  industry:  In  calendar-  year  1996,  its  $8.7  tj 
lion  in  revenues  accounted  for  10%  of  all  sales  for  the  613  pu 
licly  traded  software  and  information-services  companies,  sa 
Standard  &  Poor's  Compustat.  More  significantly,  its  $3.1  billi 
in  operating  profits  was  a  remarkable  30%  of  all  such  profil 
With  the  company's  pockets  lined  with  riches  from  Wi 
dows  and  related  software,  it  can  spend  a  staggering  $2.5  t 
lion  a  year  on  new-product  development — more  than  t 
annual  profits  of  the  next  10  largest  software  compani 
combined.  And  what  it  can't  develop  fast  enough,  the  co: 
pany  can  buy.  In  the  past  two  year's,  Microsoft  has  invest 
in  or  acquired  37  companies.  On  Dec.  31,  it  added  Hotmail, 
Internet  E-mail  startup  founded  by  Sabeer  Bhatia  and  Ja 
Smith,  for  an  estimated  $350  million  in  stock  (page  37).  It  \ 


NETWORK 
OPERATING  SYSTEMS 

UNITS  SHIPPED  IN  '96:  3.3  MILLION 
MICROSOFT  39.8% 
NOVELL  27.2% 
UNIX  (TOTAL)  21.7% 


ENTERPRISE 

Microsoft  products, 
including  Windows  NT, 
BackOffice,  and  SQL  Server, 
are  starting  to  handle  heavy- 
duty  computing  tasks  that 
used  to  require  expensive 
mainframes.  Microsoft's 
revenues  in  this  area  are 
expected  to  top  $2.7 
billion  in  fiscal  1998. 


ORACLE 
IBM 

INFORMIX 
SYBASE 

COMPUTER  ASSOC. 
MICROSOFT 


New  computing 
devices  based  on  the 
Windows  CE  operating 
system  are  starting  to 
take  off,  with  20% 
of  the  market. 


CONSUMER 
ELECTRONICS 

Microsoft  wants  Windows  CE, 
a  simplified  version  of 
Windows,  to  power  a  new 
crop  of  digital  appliances, 
including  Web  TVs,  phones, 
and  even  navigation 
systems  for  cars. 


DATA:  DATAQUEST  INC. 
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PERSONAL 
FINANCE  SOFTWARE 

Microsoft  Money 
has  only  a  14% 
share,  compared 

with  82%  for 
Intuit's  Quicken. 

DATA:  PC  DATA 


EDUCATION 
AND  GAMES 

Microsoft's  50  titles, 

from  the  Encarta 
encyclopedia  to  Flight 
Simulator,  should  bring 
in  $300  million 
this  fiscal  year. 


PC  SOFTWARE 


Microsoft  dominates  the 
markets  for  PC  operating- 
system  software  and 
productivity  suites.  Those 

markets  are  also  its 
bread  and  butter.  75%  of 
its  revenues  and  most 
of  its  profits  came  from 
desktop  software  in 
fiscal  1997. 


PRODUCTIVITY 
SUITES 

Microsoft's  programs 
are  office  staples. 

1996  DOLLAR  SALES 
MICROSOFT  87.0% 
LOTUS  6.0% 
I  COREL  4.7% 

DATA:  DATAQUEST  INC. 


crosoft's  Expanding  Universe 

beginning,  there  was  the  PC.  Now,  Bill  Gates  sees  vast  new  territories 
<per,  from  the  most  powerful  corporate  software  to  Internet  commerce. 


arts  & 

ENTERTAINMENT 

With  its  Sidewalk  city  ' 

sites,  Microsoft  is 
encroaching  on  local 
newspapers  and  the 
$24  billion  local  ad 
market 


A  Dataquest  Inc.  study 
gives  Microsoft  almost 
40%  of  the  market-from 

nothing  two  years  ago. 
Analysts  see  it  surpassing 
Netscape  as  early  as 
mid-1998. 


INTERNET 

Microsoft  is  making 
a  broad-based  push  into 
cyberspace.  It  offers  a  Web 
browser  and  server 
programs,  and  runs  16 
different  Web  sites  that 
it  hopes  will  become 
future  moneymakers. 


INTERNET  TV 

Microsoft  bought 
WebTV,  the  No.l 
service  in  the 
nascent  market,  and. 

is  pitching  the  1 
technology  to  cable 
operators. 


NEWS 
Microsoft  handles 
the  Web-site  part  of  its 
$250  million  cable-TV 
and  Internet  news  joint 
venture  with  NBC.  Media 
Metrix  ranks  it  ahead  of 
rival  sites  such  as  USA 
Today  and  CNN. 

DATA:  MSNBC 


CAR  BUYING 
Microsoft's 
CarPoint  is  already  one 
of  the  top  online  auto- 
sales  sites.  Analysts 
expect  it  to  pull  in  $100 
million  in  revenues 
in  2001. 

DATA:  FORRESTER 
RESEARCH  INC. 


TRAVEL 

Expedia,  with  more 
than  2  million  in 
travel  bookings  a 

week,  is  one  of  the 
top  travel  sites. 

DATA:  MICROSOFT  CORP. 
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The  Critics  Speak 

The  company  has  no  shortage  of  detractors.  Rival, 
software  companies  and  consumer  crusaders  regularly 
warn  against  the  dangers  of  an  unfettered  Microsoft. 

kk  The  question  is, 
are  we  looking 
forward  to  the 
Information  Age, 
or  will  it  be  the 
Microsoft  Age  ?  It's  kind  of 
like  Microsoft  vs.  mankind 
-and  mankind  is  the 
underdog  II 

—  LARRY  ELLISON,  Oracle  Corp. 

kk  This  is  very 
Borg-like. 
Resistance  is  futile. 
You  will  be 
assimilated  II 

—  SAMUEL  GO ODHOPE,  Texas  Attorney  General's  office 


snapped  up  technologies  for  surfing  the  Web  via  TV,  for 
viewing  video  over  the  Net,  for  authoring  Web  pages,  and  for 
computers  to  understand  voice  commands.  And  still  its  cash 
hoard  keeps  climbing — from  $6.9  billion  in  mid-1996  to  $10 
billion  today. 

That  has  helped  Microsoft  extend  its  reach  to  brand-new 
terrain.  In  the  past  year,  Microsoft  has  gotten  a  jump  in  on- 
line travel  services,  car  sales,  investment  advice,  and  gam- 
ing. And  Gates  isn't  shy  about  his  ambitions.  "We  will  not 

stop  enhancing  Win- 
dows," he  says.  "We 
will  not  succumb  to 
the  rhetoric  of  our 
competitors.  We  won't  stop  listening  to  customers  and  being 
aggressive  about  meeting  their  needs." 

Indeed,  1998  may  be  the  year  Gates  makes  his  biggest 
push  yet  beyond  the  PC.  Starting  this  month,  planned  new 
products  will  move  Windows  into  car  dashboards,  cell  phones, 
point-of-sale  devices,  and  on  up  the  food  chain  into  powerful 
server  computers  that  can  do  the  job  of  a  mainframe.  In 
short,  the  world  ain't  seen  nothin'  yet.  Here's  where  Mi- 
crosoft is  headed. 


Cover  Story 


CONSUMER  ELECTRONICS 

On  Jan.  10,  the  next  chapter  unfolds.  That's  when  Gates 
will  head  to  the  Consumer  Electronics  Show  in  Las  Vegas  to 


kk  The  difference 
between  John  D. 
Rockefeller  and 
Bill  Gates  is 
Gates  recognizes 
no  boundaries  to  his 
monopolistic  drive  II 

—  RALPH  NADER,  Consumer  Advocate 

kk  They're  hell-bent 
on  dominating  the 
entire  information 
infrastructure  of  the 
world,  and  it  scares 
the  daylights  out  of  me  II 

—  GARY  REBACK,  attorney  for  Netscape  Communicatk 

kk  PC  makers  won't  even  talk  to 
us.  They're  scared  to  death  of 
Microsoft  II 

—  SCOTT  McNEALY, 
Sun  Microsystems 


demonstrate  new  $300-to-$500  palm-size  devices  that  us< 
pint-size  version  of  Windows  called  CE,  for  consumer  el 
tronics.  These  gizmos  go  a  long  way  toward  fulfilling  Gate 
dream  of  a  "wallet  pc" — a  tiny  device  for  keeping  ph( 
numbers,  schedules,  and  zapping  E-mail,  all  of  which  can 
synchronized  with  Windows  PCs.  A  half-dozen  manufactur 
are  ready  to  ship  the  new  palmtops,  including  Philips  El 
tronics  and  Samsung  Co. 

The  real  buzz  at  the  electronics  show  could  come  from 
debut  of  Microsoft's  "Auto  pc"  operating  system.  This  v 
sion  of  Windows  ce  is  built  into  a  car's  sound  system.  It  ( 
handle  cell-phone  calls,  fetch  E-mail,  and  dispense  travel 
formation — much  like  a  "Java  car"  unveiled  by  rivals  Si 
Netscape,  and  ibm  in  November.  Nissan  Motor  Co.  will 
the  first  to  show  Auto  PC  in  an  Infinity  1-30  concept  car. 
far  only  a  handful  of  carmakers,  including  Volkswagen  a 
Hyundai,  have  signed  up.  Microsoft  is  betting  that  aft 
market  car-component  companies  will  make  Auto  PC  a  1 
"Windows  ce  gives  us  an  opportunity  to  sell  more  sc 
ware  to  more  people,"  says  Kathryn  Hinsch,  senior  direc 
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irketing  for  Windows  CE.  "This  could  be  the  next  bil- 
lollar  business  for  Microsoft." 

ndows  ce  is  a  classic  example  of  how  Microsoft  stub- 
y  pushes  its  way  into  new  fields,  even  if  it  takes  years, 
the  software  giant's  third  attempt  to  crack  the  handheld 
et — after  its  At  Work  and  Winpad  operating  systems 
never  caught  on.  Microsoft  didn't  give  up.  Over  the 
seven  years,  it  has  continued  to  invest  several  hundred 
n  dollars  to  improve  the  basic  software.  CE  was  launched 

I,  1996,  and  nine  months  later  claimed  20%  of  the  hand- 
market,  according  to  market  researcher  Dataquest  Inc. 
iay,  ce  is  licensed  by  more  than  a  dozen  handheld  man- 
urers,  and  it's  finding  its  way  into  all  manner  of  ma- 
s.  Atlanta-based  Radiant  Systems  Inc.,  for  example, 

to  sell  Windows  ce  point-of-sale  devices  to  fast-food 
Brants  this  winter.  Customers  press  buttons  on  a  screen 
lect  the  food  and  drinks  they  want — and  orders  are  in- 
ly whisked  to  the 
en.  Such  devices  could 
boost  Windows  CE  to 
of  the  U.S.  handheld 
et  this  year,  says  Inter- 
nal Data  Corp. 
lat  happens  when  even 
ry,  try  again  approach 
Consider  Microsoft's  at- 
ts  to  corral  the  TV  set- 
ox  market — the  fulcrum 
oftware,  entertainment, 
^et  cruising.  In  1994,  it 
;ed  a  scheme  for  digital 
>p  boxes,  but  it  fizzled 
with  the  market  for  in- 
tive  TVs. 

Microsoft  tried  a  differ- 
lethod:  acquiring  the  lead- 
usiness.  Last  winter,  Mi- 
ft  spent  $425  million  to 
Silicon  Valley  startup 
■v,  which  had  pioneering 
ology  for  surfing  the  Net 
v.  Since  then,  Microsoft 
mproved  WebTV  with  a 
f  setup  and,  during  the 
ay  shopping  season,  an 
I  carrot — a  $100  rebate 
yone  who  bought  a  $279 
v  device  and  signed  up 
x  months  of  the  $19.95-a- 
h  service.  The  result:  WebTV  has  racked  up  250,000  sub- 
jrs,  up  from  50,000  a  year  ago,  say  WebTV  executives. 

II,  the  world  of  TV  is  proving  tricky  for  Microsoft.  Last 
g,  the  software  maker  once  again  began  stumping  to  sell 
isigns  to  the  nation's  cable-TV  operators  for  their  next-gen- 
>n  interactive  systems.  The  pitch:  Microsoft  would  provide 
are  for  set-top  boxes,  networks,  and  servers  that  pump 
tcross  the  cable  network.  When  Microsoft  paid  $1  billion  in 
for  a  piece  of  cable  operator  Comcast,  it  looked  as  though 
*ht  buy  its  way  into  becoming  a  top  supplier  of  software 
iteractive-cable  systems.  But  no  such  luck — at  least,  not 
In  October,  the  cable  industry  announced  it  would  re- 
all  suppliers  to  comply  with  a  set  of  industry-standard 

fications — not  necessarily  those  of  Microsoft, 
ites  regrouped.  Microsoft  revised  its  pitch  to  cable  op- 
rs — agreeing  to  comply  with  the  specs  and  to  sell  pieces 
3  software  a  la  carte.  It's  unclear  how  Microsoft  will 
but  one  thing  is  certain:  Cable  execs  have  seen  how  suc- 
ul  Microsoft  is  in  pes  and  are  determined  not  to  let  it 
•ol  a  key  piece  of  cable-network  technology.  "We  don't 


want  to  be  Bill  Gates's  download,"  says  Tele-Communica- 
tions Inc.  President  Leo  J.  Hinderly  Jr.  Still,  rumors  are 
swirling  that  tci  is  about  to  accept  financing  from  Microsoft — 
which  could  turn  it  into  an  ally  overnight. 

CORPORATE  COMPUTING 


Microsoft's  high-stakes  bid  for  the  $30  billion  corporate 
market  has  never  looked  so  good.  Four  years  ago,  it  was 
nearly  a  no-show  in  so-called  "enterprise"  software,  which 
spans  databases  to  E-mail  to  powerful  servers.  After  a 
dogged  three  years  and  $1  billion  spent  beefing  up  its  indus- 
trial-strength Windows  NT,  Microsoft  is  gaining  ground.  Today, 
NT  accounts  for  nearly  40%  of  server  operating  systems, 
up  from  24.5%  a  year  ago,  says  mc. 

That  share  could  take  off  even  more  when  Microsoft  ships 
its  fifth  and  most  powerful  version  of  NT  late  this  year.  With 
some  27  million  lines  of  code,  it  is  the  most  ambitious  program 

Microsoft  has  ever  tackled — 
and  it  could  prove  to  be  its 
trump  card.  NT  5.0  is  designed 
to  handle  the  largest  comput- 
ing tasks,  giving  Microsoft  a 
sorely  needed  piece  to  push 
beyond  midsize  networks  and 
small  server  jobs.  Says  James 
E.  Allchin,  Microsoft  senior 

U  This  kind  of 
product-forcing 
is  an  abuse  of 
monopoly 
power-and  we 
will  seek  to  put 
an  end  to  it  J I 

—  JOEL  KLEIN, 

Assistant  Attorney  General, 
Antitrust  Div. 


vice-president  of  Personal  &  Business  Systems:  "Microsoft  is 
betting  the  company  on  this." 

Chances  are  it's  a  safe  bet.  While  Microsoft  concedes  that 
Windows  NT  servers  won't  replace  the  world's  supply  of 
mainframe  computers  anytime  soon,  Jeffrey  S.  Raikes,  Mi- 
crosoft's group  vice-president  for  sales  and  marketing,  predicts 
that  in  the  next  few  years,  NT  could  unseat  IBM's  stalwart 
AS/400  minicomputer — a  $3.4  billion  annual  business.  By  selling 
NT,  Office  97,  and  a  suite  of  networking  software  called  Back- 
Office, Raikes'  goal  is  to  increase  Microsoft's  average  annual 
revenues  per  corporate  computer  user  from  less  than  $150  to- 
day to  more  than  $200  in  the  next  two  years. 

Analysts  like  what  they  see.  They  predict  the  software 
maker  will  sell  $5  billion  worth  of  NT  and  BackOffice  by 
2000,  double  what's  expected  this  fiscal  year.  "Today,  we  see 
Microsoft  software  at  the  heart  of  almost  every  desktop,"  says 
analyst  Neil  Herman  of  Salomon  Smith  Bamey.  "In  10  years,  S3 
we'll  see  Microsoft  software  at  the  heart  of  90%  of  the  < 
servers  out  there,  too. 

One  company  already  feeling  the  heat  is  Netscape.  On  £ 
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Jan.  5,  the  Silicon  Valley  highflier  announced  that  its  quarterly 
sales  would  be  $125  million  to  $130  million — well  below  the 
$165  million  analysts  had  expected.  Worse,  it  will  report  its 
first  loss  in  nine  quarters.  The  reason:  Netscape's  server 
and  browser  sales  are  down  because  of  stiff  competition 
from  Microsoft  and  IBM  (page  69).  "Microsoft  is  the  primary 
cause  of  Netscape's  problems,"  says  analyst  Bruce  D.  Smith  of 
Merrill  Lynch  &  Co. 

That  doesn't  mean  Microsoft  will  own  enterprise.  The  op- 
erating system  ac- 
counts for  just  20%  of 
the  installed  base  of 
computer  servers.  And 
for  the  rest  of  that  business  Microsoft  faces  a  revitalized 
IBM  that  is  well  entrenched  in  Corporate  America  and  be- 
coming a  formidable  competitor  on  the  Net.  After  stumbling 
in  the  early  '90s,  ibm  has  made  a  remarkable  comeback  by  us- 
ing PC  technology  to  sell  mainframe  computers  costing  less 
than  one-tenth  what  customers  paid  in  the  late  1980s.  That 
has  kept  many  major  customers  true  blue. 

Database  giant  Oracle  also  has  an  incredibly  loyal  following. 
It  has  39%  of  that  sector,  vs.  less  than  4%  for  Microsoft's  SQL 
Server.  Microsoft's  database  software  is  still  seen  as  not 
powerful  enough  to  handle  the  really  big  jobs  at  giant  cor- 
porations. "Microsoft  has  given  their  database  away,  but  it 


hasn't  helped — because  their  database  isn't  any  good,"  saj 
Oracle's  Ellison. 

And  then  there's  Java.  Sun  Microsystems'  much  hyp*1 
programming  language  offers  the  prospect  of  an  alternative  ): 
Windows,  since  applications  written  in  it  can  run  on  any  oil 
erating  system.  So  far,  Microsoft  has  convinced  hundreds  n 
corporate  customers  that  they  can  save  money  by  runniii 
even  their  biggest  jobs  on  NT.  But  many  companies  stj 
have  millions  invested  in  mainframes,  and  moving  everj 
thing  to  Windows  could  take  years.  Java  offers  an  altemativ 
This  software — used  to  write  other  programs — runs  on!; 
variety  of  computer  architectures.  That  helps  it  to  act  as 
digital  glue  for  creating  programs  that  allow  companies  to  u| 
existing  software,  such  as  mainframe  programs,  while  still  tai 
ping  into  new  Internet  businesses. 

Early  this  year,  Java  will  get  better  yet.  Improved  sec 
rity  and  performance  could  make  it  more  appealing  to  use 
a  slew  of  devices.  "Between  Java  cards  and  Java  rings  a: 
Java  phones  and  Java  set-top  boxes  and  Java  everythi: 
else,  we're  going  to  destroy  them  on  unit  volume,"  predic 
Sun  ceo  Scott  G.  McNealy.  For  all  this,  analysts  don't  s 
Java  replacing  Windows  anytime  soon.  The  700,000  so) 
ware  developers  using  Java  pales  next  to  the  4.5  milli 
that  Windows  claims.  Even  John  F.  Andrews,  chief  inform 
tion  officer  for  transportation  giant  csx  Corp.  and  a  hu 


GATES  ON  BULLIES,  BR0WSERS-AND  THE  FUTURE 


Correspondent  Steve  Hamm  used 
older,  analog  technology — the  tele- 
phone— to  talk  with  Bill  Gates 
about  the  future  of  Microsoft,  competi- 
tors, and  his  concerns  about  the  Jus- 
tice Dept.  The  following  are  excerpts 
from  the  conversation. 

MICROSOFT'S  FUTURE  ROLE: 

I'm  a  big  believer  that  this  is  the  In- 
formation Age  and  that  the  PC  as  it 
evolves  is  the  tool  of  the  Infonmation 
Age.  The  word  "pc"  will  be  under  some 
stress  because  there  will  be  all  these 
new  [devices].  Do  you  call  them  PCs  or 
not?  The  key  issue  for  us  is  they  all  re- 
quire great  software.  Whether  it's  an  in- 
telligent TV  or  a  handheld  [pc],  we're 
working  hard  on  the  opportunity  to  build 
the  software  that  drives  those  things. 

So  5  or  10  years  from  now,  our  best- 
selling  products  will  be  the  three  that 
they  are  today:  Windows,  including 
Windows  NT;  Office;  and  BackOffice.  In 
the  same  way  that  we  have  great  busi- 
nesses like  Flight  Simulator,  Barney, 
and  many  others,  we'll  have  some  new 
ones  that  relate  to  the  Internet  sites 
we're  building  [today].  But  our  strategy 
is  to  focus  on  what  we  do  best,  which  is 
building  the  software. 

THE  ECONOMICS  OF  WINDOWS  NT: 

Windows  NT  5  is  a  big  thing  for  us. 
What  it  does  [to  lower  the]  cost  of  own- 
ership and  [improve]  security  will  take 
NT  to  a  new  level.  There's  a  certain  effi- 


ciency in  the  way  the  PC  industry  is 
structured.  What  happened  on  the  desk- 
top? The  PC  did  very  well  because  it's 
so  competitive  and  so  volume-oriented. 
And  the  same  thing  is  happening  on  the 
[corporate]  server.  The  share  of  PC  tech- 
nology on  the  server  is  going  to  grow 
quite  a  bit.  We  can  charge  very  little  for 
the  operating  system  and  yet,  because 
we're  spreading  it  across  high  volumes, 
it's  a  business  we  can  continue  to  invest 
in. 

THE  PAYOFF  FROM  ONLINE  EFFORTS: 

The  revenues  and  profits  are  modest 
compared  with  the  classic  software  in- 


dustry. Anybody  involved  in  this 
jecting  out  5  to  10  years  and  asl 
what  can  they  start  to  build  nov 
can  become  more  valuable  as  tfo 
net  becomes  more  mainstream, 
wouldn't  be  doing  any  of  this  sti 
didn't  think  the  Internet  will  ge 
more  mainstream  than  it  is  toda 

WHO  THE  COMPETITORS  ARE: 

ibm  is  our  biggest  competitor. 
They're  more  than  10  times  our 
terms  of  employees.  What  peopl 
understand  is  how  ibm — after  th 
vorced  us  [ending  joint  develop! 
ibm's  os/2  operating  system] — se 


fan,  says:  "Java's  a  punch,  but  it's  not  a  knockout." 
at's  because  Microsoft  is  well  protected.  Many  corpora- 
have  already  standardized  on  Windows  and  its  desktop 
;ations.  So  now,  they're  interested  in  buying  software 
Microsoft  that  can  help  tie  their  computer  systems  to- 
r  more  simply  and  run  their  large  databases,  accounting 
ms,  and  manufacturing  operations.  "The  plan  ultimately 
run  everything  on  one  platform.  That's  the  carrot  out 
,"  says  Dean  Halley,  an  information-systems  executive  at 
t  Suisse  First  Boston  Corp. 

THE  INTERNET 

len  it  comes  to  new  markets,  none  is  as  vast  and  po- 
illy  lucrative  as  the  Internet.  Analysts  predict  that  Net 
lues  from  software  and  commerce  will  reach  dizzying 
ts — as  much  as  $100  billion  by  2000.  And  no  single 
any  is  investing  so  much  or  so  broadly — or  holds  as 
of  the  pieces — as  Microsoft.  In  the  two  years  since  it 
d  to  become  a  leader  in  cyberspace,  Microsoft  has  been 
to  its  word. 

e  most  visible  proof  is  Internet  Explorer.  Since  releasing 
rst  version  of  IE  a  little  more  than  two  years  ago,  Mi- 
lt has  jetted  from  zero  to  40%  of  the  market.  Moreover, 
:  software  maker's  plans  to  weave  the  browser  into 
3ws  98  go  unhampered  by  the  Justice  Dept.,  analysts  ex- 


pect IE  to  shoot  past  market  leader  Netscape  to  become 
No.  1  this  year. 

Microsoft's  browser  has  one  huge  draw:  It's  free.  Cash-rich 
Microsoft  can  afford  such  tactics,  while  scrappy  rivals  such'  as 
Netscape  have  to  charge  a  few  dollars.  And  that  can  make  a 
difference.  Internet  service  provider  Concentric  Network 
Corp.,  for  example,  switched  from  Netscape's  browser  to  IE 
over  price.  "We're  operating  on  slim  margins,  so  it  matters," 
says  Vice-President  James  Isaacs. 

That  has  sent  Netscape  looking  for  more  lucrative  server 
business.  "If  I  had  to  depend  on  the  browser  for  profits,  I'd 
be  fiat-ass  broke,"  says  Netscape  ceo  James  L.  Barksdale.  In 
the  face  of  a  loss  for  the  quarter,  Netscape  may  be  forced  to 
match  Microsoft's  giveaway  strategy. 

Internet  Explorer  is  just  the  tip  of  the  iceberg.  Across  the 
board,  Microsoft  is  making  the  Net  its  No.  1  priority.  "It's 
hard  to  think  of  much  that  we're  doing  that  isn't  influenced  by 
the  Internet,"  says  Gates.  "All  of  our  software  is  veiy  tied  up 
in  helping  people  use  the  Internet  in  a  better  way." 

That  includes  deep-pocketed  corporate  customers.  As  they 
refashion  their  businesses  around  the  Internet,  Microsoft  is 
out  to  make  sure  that  Windows  NT  will  be  the  software  of 
choice.  In  the  past  few  months,  Microsoft  has  updated  all  of 
its  corporate  software  to  boost  the  latest  Internet  features. 
BackOffice,  for  example,  now  includes  Commerce  Server, 


is.  Their  influence  is  way  be- 
we  have.  As  if  being  larger 
;h,  they  also  have  weekly  an- 
lts  with  Netscape,  Sun,  and 
ut  what  they're  doing  to 
hoots  to  attack  us. 

\VA  PURE: 

a  language  is  being  taken 
usiy.  We're  one  of  the  compa- 
ling  tools  for  Java  develop- 
ple  don't  want  you  to  write 
3f  code  [software]  that  runs 
watch  and  just  say  here  it  is, 
/where.  They  want  you  to 
itage  of  their  screen,  their 
heir  security.  The  few  Java 
is  out  there  tend  to  be  opti- 
un  on  popular  environ- 
;e  Windows. 

iless  we're 
ed  to 

nee  Windows, 
't  know 
o  do 
bll 
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THE  BROWSER  ISSUE: 

We  are  putting  new  features  into 
Windows.  That  kind  of  enhancement  is 
great  for  customers — making  it  so  when 
you  turn  on  a  PC,  the  Internet  is  there 
and  it's  easy  to  use.  We  think  that's  a 
great  thing.  Our  priority  isn't  thinking 
about  if  there's  a  competitor  who  is  po- 
litically influential  and  spending  money 
on  lawyers  and  ex-politicians.  That's  not 
supposed  to  be  how  we  decide  what  to 
do — and  it's  not.  We  say:  Are  these 
things  that  people  want?  And  sure 
enough,  we're  building  those  things  into 
Windows. 

What  we're  doing  is  quite  straight- 
forward, and  it's  quite  pro-customer.  We 
have  never  held  back,  in  any  way,  the 
ability  of  [PC  makers]  or  people  using 
Windows  to  put  other  browsers  on 
then-  systems  or  to  download  those 
browsers  and  use  them.  The  choice  has 
always  been  there. 

TURNING  THE  l-WAY  INTO  A  TOLL  ROAD: 

We  have  no  scheme,  and  we  never 
had  one.  No  one  will  have  the  ability  to 
charge  tolls  for  people  using  the  Inter- 
net. Windows  doesn't  give  it.  There's 
nobody  in  a  position  to  do  that. 

We've  been  in  business  for  23  years, 
and  look  at  our  track  record.  Do  we  be- 
lieve in  high  volume,  low  price?  The 
whole  thing  about  charging  transaction 
fees  is  just  nonsense — utter  nonsense. 

ON  THE  JUSTICE  DEPT.'S  STANCE: 

Unless  we're  allowed  to  enhance  Win- 
dows, I  don't  know  how  to  do  my  job. 
Windows  would  certainly  be  eliminated. 
I  don't  know  what  Microsoft  is  unless 


we  have  the  clear  right  to  design  the 
product  with  new  features,  including 
things  we've  sold  separately  in  the  past. 

LOBBYING  WASHINGTON: 

The  people  who  compete  with  us  are 
a  lot  more  sophisticated  about  spending 
money  on  politicians  than  we  are.  I've 
been  very  naive.  I  thought  just  sitting 
here  and  writing  great  products  was 
enough.  I've  been  criticized  for  not  real- 
izing that's  how  the  world  works,  and 
maybe  I  made  a  big  mistake.  I  wasn't 
back  there  [in  Washington]  like  they 
were.  And  now  that  we've  done  tiny 
things  in  that  direction,  the  headlines 
are:  "Microsoft  Buying  Influence." 
You're  damned  if  you  get  involved  and 
damned  if  you  don't.  It's  an  awful  situa- 
tion to  be  sued  by  the  government.  It 
certainly  is  bad  for  our  reputation. 

WHAT  COULD  DERAIL  MICROSOFT: 

This  is  the  world's  most  competitive 
business.  The  products  we  have  today 
will  be  worthless  four  or  five  years  from 
now.  The  only  question  is  whether  we're 
the  ones  to  make  [future]  enhancements. 
The  amount  of  competition  in  this  indus- 
try is  really  quite  incredible.  You've  got 
the  biggest  company  ganging  up  with 
basically  everybody  else  to  attack  us. 
You've  got  coverage  of  Java.  You've  got 
breakthroughs  in  speech  [recognition] 
and  other  things  that  we'll  have  to  prove 
we  can  lead  in.  The  list  of  challenges  Mi- 
crosoft has  to  deal  with  in  its  products 
and  its  communications  with  customers 
is  quite  daunting.  We've  always  been  in 
a  very  competitive  [environment]  but  it's 
clearer  today  than  ever. 
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specialized  software  that  companies  such  as  Barnes  &  Noble 
Inc.  and  Dell  Computer  Corp.  use  to  run  their  online  sales 
operations. 

As  it  does  in  the  browser  market,  Microsoft  gives  away 
much  of  its  basic  Internet  server  software.  It  packages  In- 
ternet programs,  such  as  Site  Server  for  managing  Web 
sites,  with  BackOffice  at  no  additional  cost.  And  each  copy  of 
nt  includes  Internet  Information  Server,  a  basic  Web-server 

program.  That  has 
helped  catapult  Mi- 
crosoft's share  of  Web 
and  corporate  intranet 
servers  to  55%,  with  all  rival  Unix  makers  combined  at 
No.  2,  with  a  36%  share. 

The  Net  initiatives  that  draw  the  most  attention,  though, 
are  Microsoft's  attempts  at  building  new  Web-style  busi- 
nesses. It  has  set  up  16  Web  sites  for  everything  from  online 
investing  to  travel  reservations  to  home  buying. 

Some  of  these  Web  sites  are  already  leaders  in  their  cate- 
gories. Microsoft's  Expedia  is  in  a  dead  heat  with  Preview 
Travel  and  Travelocity  for  the  top  spot  in  online  travel,  with 
more  than  $2  million  in  bookings  a  week.  CarPoint  has  quick- 
ly become  a  popular 
spot  for  car  buyers. 
This  year,  CarPoint  is 
expected  to  begin  offer- 
ing insurance  and  fi- 
nancing services  that 
will  make  it  a  one-stop 
shop  for  auto  needs. 
Forrester  Research  Inc. 
predicts  that  CarPoint 
will  rack  up  sales  of  $10 
million  a  month  within 
a  couple  of  years. 
msnbc,  Microsoft's  news 
venture  with  nbc,  ranks 
third — after  Softbank's 
news  site  ZDNet,  and 
Walt  Disney's  site — in 
the  most  recent  PC  Me- 
ter Survey  of  Web-site 
viewership  in  the  news, 
information,  and  enter- 
tainment category. 

Microsoft  plans  to 
launch  a  couple  of  new  sites  this  year.  One,  code-named 
Boardwalk,  will  let  home  buyers  shop  for  real  estate  and 
mortgages.  The  other  is  an  online  bill-paying  service  that 
will  be  operated  as  a  joint  venture  with  First  Data  Corp. 
"There  will  be  three  or  four  major  networks  on  the  Internet, 
and  we  expect  to  be  one  of  them,"  says  Jeff  Sanderson,  gen- 
eral manager  for  Microsoft  Network,  the  software  giant's  on- 
line service.  By  some  measures,  Microsoft  is  already  there. 
PC  Meter  rates  Microsoft's  16  Web  sites  combined  as  No.  4  in 
its  monthly  survey — behind  only  America  Online,  Yahoo!, 
and  Netscape. 

LOCAL  UPRISING.  The  prospect  of  Microsoft  entering  every- 
thing from  travel  to  car  sales  has  put  competitors  on  alert.  In- 
deed, even  a  rumor  of  Microsoft's  imminent  arrival  can  jolt 
formerly  complacent  industries  into  action.  Take  newspaper 
publishers.  Last  year,  when  Microsoft  announced  it  would 
launch  Sidewalk,  a  series  of  Web  sites  offering  local-enter- 
tainment listings,  newspaper  publishers  geared  up  to  protect 
their  $24  billion  in  annual  local  advertising.  Some  136  news- 
papers signed  up  with  Zip2  Corp.,  a  Mountain  View  (Calif.) 
supplier  of  online  publishing  technology  that  helps  publishers 
create  electronic  versions  of  their  newspapers.  "Microsoft 
tries  to  scare  people  into  giving  up,  but  it's  just  not  working," 


says  Zip2  ceo  Rich  Sorkin,  who  claims  that  his  combud 
newspaper  sites  are  racking  up  8  million  viewers  a  montl- 
nearly  triple  the  traffic  Microsoft's  10  Sidewalk  sites  $ 
drawing. 

So  are  critics'  fears  founded?  Gates  claims  Microsoft  has 
grand  plan  to  control  the  Net.  What's  more,  not  all  of  his  V! 
ventures  have  been  hits.  Microsoft  Network,  the  compar! 
online  service,  has  failed  to  live  up  to  its  early  hype. 
LONG-TERM  VIEW.  While  some  of  these  new  business 
stalling  to  pay  off,  Microsoft  views  the  estimated  $250  mill! 
a  year  it  spends  on  Web  sites  as  an  investment  in  the  futij 
"Anybody  involved  in  this  is  projecting  out  5  to  10  years 
asking  what  can  they  start  to  build  now  that  can  beco 
more  valuable  as  the  Internet  becomes  more  mainstreai 
says  Gates. 

For  that  reason,  Microsoft's  biggest  Web  opportunity 
lie  in  doing  what  it  does  best — creating  software  for  othe: 
use  and  build  upon.  It  has  begun  selling  its  online  trai 
software  to  airlines,  including  Northwest  Airlines  Corp.  ai 
Continental  Airlines  Inc.  And  American  Express  Co.  is  s< 
ing  travel  services  to  corporations  based  on  Microsoft  s< 
ware  called  Microsoft  Travel  Technologies.  "They  paid 

quite  a  bit  for  thai** 
says  Gates.  The  pot** 
tial  looks  huge:  Amej''. 
can  Express  Interacts* 
is  being  rolled  out  in  i> 
large  corporations.  1 
eluding  Monsanto  al 
Chrysler.  An  addition!; 
180  companies  will  ^ 
using  it  by  the  end! 
1998.  All  told,  the* 
companies  represef 
more  than  $5  billion  ^ 
yearly  travel  purchs 
es,  according  to  M 
crosoft's  Richard  Bti 
ton,  general  managers 
Expedia. 

Still,  it  is  unlike^ 
that  Microsoft  will  dotf 
inate  the  Web  the  wl 
it  has  PC  software.  Fi 
one,  it  must  compec 
against  the  giants  i 
their  fields,  be  they  bankers,  stock  brokerages,  real  estate  e| 
pires,  auto  makers,  or  travel  agents.  And  the  Web  is  stilll 
work  in  progress,  with  new  sites  and  opportunities  poppijf* 
up  every  day.  Even  with  Windows  as  a  starting  point  f| 
most  computer  users,  "everything  else  is  just  a  click  awaj 
says  Bill  Bass,  a  new-media  analyst  for  Forrester  Researca 
For  his  part,  Gates  doesn't  show  any  willingness  to  let  il 
to  placate  his  critics  or  government  investigators.  And  thenji 
no  sign  in  Redmond  of  complacency.  In  fact,  Gates  se| 
threats  all  around — even  from  operating  systems  that  feji 
people  have  ever  heard  of  and  Web  sites  that  haven't  be<| 
created  yet.  The  key  for  Microsoft,  he  says,  is  satisfyin 
customers,  innovating,  and  keeping  prices  low.  "If  we  don't  | 
all  of  these  things,"  says  its  43-year-old  chairman,  "Microsdl 
will  be  replaced." 

It's  that  sort  of  paranoia  that  has  enabled  Mircosoft  to  suj 
vive  and  thrive.  It's  possible,  of  course,  that  competitors  wj 
blunt  his  new  attack  in  at  least  some  areas.  But  unless  tit 
government  succeeds  in  a  full-scale  antitrust  assault,  B 
Gates  and  Microsoft  are  destined  to  become  a  still  more  p 
tent  force  in  the  world's  most  important  industry. 

By  Steve  Hamm  in  Redmond,  Wash.,  with  Amy  Cort^se  \ 
New  York  and  Susan  B.  Garland  in  Washington,  D.  C. 


COMMENTARY 


By  Heather  Green 

HAS  NETSCAPE  HIT  THE  INNOVATION  CEILING  ? 


iletscape  Communications  Corp. 

■  was  supposed  to  be  the  next 

■  Microsoft.  Its  trailblazing  World 
ide  Web  browser  and  lightning 

tee  of  development  helped  reset  the 
inking  of  the  entire  computer  in- 
istry — and  earned  it  an  overwhelm- 
g  85%  share  of  the  Web  browser 
arket,  to  boot.  It  was  Netscape 
at  pioneered  the  Internet  business 
odel  of  giving  software  away  to 
did  up  market  share  and  then  sell 
lated  products.  The  company  even 
ised  the  first  serious  threat  to 
icrosoft  in  years — and  forced  the 
ftware  giant  to  double- 
ne  its  Net  efforts. 
Oops.  On  Jan.  5,  Netscape 
ocked  Wall  Street  by  dis- 
cing that  it  expects  to 
st  a  loss  of  up  to  $18  mil- 
n  in  the  fourth  quarter  be- 
use  of  a  steep  drop  in  Web- 
owser  sales  and  fierce 
ice  competition  for  server- 
ftware  sales  from  Microsoft 
)rp.  and  IBM.  The  Mountain 
ew  (Calif.)  company  says  it 
pects  revenue  of  $125  mil- 
n  to  $130  million — far  be- 
iv  earlier  expectations  of 
65  million.  That's  because 
gtscape's  browser  sales  fell 
%,  to  $17  million,  in  the 
urth  quarter,  vs.  $27  mil- 
n  in  the  previous  quarter, 
key  reason:  Microsoft 
pied  Netscape's  plan,  giving 
/ay  its  Internet  Explorer 
tile  the  startup  began  charging  a 
w  dollars.  And  now,  Netscape  is 
iwn  to  a  60%  share. 
INE  OF  FIRE."  Where  does  this 
ive  Netscape?  In  a  jam.  While  the 
mpany  still  has  promising  technol- 
y,  it  may  not  have  the  financial 
ight  to  go  up  against  rivals  that 
n  afford  to  heavily  discount  prod- 
ts  without  a  blink.  If  giveaways 
trsist,  Netscape's  best  chance  may 
!  to  either  focus  on  a  niche  or  sell 
it  to  a  company  that  can  afford 
ese  high-stakes  Web  tactics.  "You 
•n't  want  to  invest  in  the  line  of 
icrosoft's  fire,"  says  analyst  David 


Readerman  of  NationsBanc  Mont- 
gomery Securities. 

That's  chilling  news  for  Netscape, 
but  it  could  be  even  more  so  for  the 
industry.  Netscape's  fourth-quarter 
loss  raises  the  specter  that  startups, 
no  matter  how  innovative  or  pioneer- 
ing, can't  cut  it  in  these  digital  times. 
Today,  all  tech  companies  are  Web- 
obsessed,  especially  the  deep-pocket- 
ed titans  such  as  Microsoft,  IBM,  Ora- 
cle, and  Sun  Microsystems. 

Microsoft  Chairman  William  H. 
Gates  III  may  be  right  when  he  says 
that  innovation  in  the  computer  indus- 


try has  not  been  stifled.  But  Netscape 
shows  there  is  an  innovation  ceiling. 
Tech  startups  can  thrive  if  they  pick  a 
lucrative  niche.  Venture  into  a  poten- 
tial megamarket,  however,  and  bigger 
competitors  will  stomp  on  you  but 
fast.  Thus  the  chances  of  a  young 
company  growing  into  a  multibillion- 
dollar  giant  such  as  Compaq  Comput- 
er Corp.  or  Cisco  Systems  Inc.  are 
becoming  rare.  Instead,  hot  cyber- 
startups  such  as  WebTV,  Hotmail,  and 
Diba  Systems  are  selling  out  to  the 
big  guys,  Microsoft  and  Sun. 

In  the  digital  age,  volume  equals 
power.  The  captains  of  today's  tech- 


nology heavyweights — Gates,  Oracle's 
Larry  Ellison,  Sun's  Scott  McNealy, 
and  IBM's  Lou  Gerstner — are  great 
believers  in  the  power  of  PC  econom- 
ics; that  higher  volumes  enable  them 
to  spread  costs  over  a  larger  base 
and  therefore  charge  less  for  their 
products.  "Competition  has  heated  up 
in  terms  of  intensity  and  on  the  price 
side,"  says  analyst  Alan  Braverman 
of  Credit  Suisse  First  Boston.  "Gates 
has  been  in  the  industry  for  a  while, 
and  he  has  ratcheted  up  the  intensity, 
cut  prices,  thrown  more  bodies  at  it, 
and  done  more  marketing." 

Netscape  ceo  James  L. 
Barksdale  understands  PC 
economics,  too.  He  brought 
the  ultimate  version  of  it  to 
the  Internet — giving  away 
Netscape's  Web  browser  to 
capture  market  share.  But  he 
abandoned  that  strategy  to 
shore  up  short-term  revenue. 
Netscape  may  thrive  as  a 
niche  company  that  sells  com- 
plex Internet  setups  to  large 
corporations,  but  the  compa- 
ny will  have  trouble  keeping 
up  with  Microsoft  and  IBM 
without  big  browser  volumes. 
"If  you  don't  own  [browser] 
market  share,  you  don't  sell 
servers  or  get  the  benefits  of 
traffic  from  the  Web  site," 
says  Merrill  Lynch  &  Co.  an- 
alyst Brace  Smith. 

Barksdale  doesn't  agree,  al- 
though he  says  he  is  consider- 
ing going  back  to  giving  the  browser 
away  to  stem  the  drop  in  Netscape's 
market  share.  He  says  the  company 
is  now  focusing  on  server  software 
for  electronic  commerce  and  building 
computer  networks  that  let  companies 
share  information  with  clients  and 
partners.  "We  don't  see  that  as  nearly 
as  competitive  a  marketplace  as  the 
others  we're  in,"  he  says.  Barksdale 
keeps  trying  to  move  Netscape  to 
higher  ground,  but  he  keeps  bumping 
up  against  the  innovation  ceiling. 

Green  covers  the  Internet  for 

BUSINESS  WEEK. 


The  chances  of  a  startup  achieving 
Microsoft-scale  success  are  increasingly  slim 
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Amid  airtight  security,  workers  at 
the  Gillette  Co.'s  World  Shaving 
Headquarters  in  South  Boston 
are  putting  the  finishing  touches 
on  the  long-awaited  successor  to  Sensor, 
the  world's  most  successful  razor.  The 
stakes  are  high:  To  maintain  Gillette's 
double-digit  growth,  the  new  razor 
must  top  Sensor,  sold  as  "the  best  a 
man  can  get."  Developing  a  new  razor 
might  seem  like  child's  play  for  Gillette, 
which  has  dominated  shaving  for 
decades.  But  it  has  been  a  tortured, 
six-year  marathon,  invoking  thousands 


of  shaving  tests  and  design  modifications. 

But  even  as  Gillette's  marketers  gear 
up  for  their  biggest  product  launch  ever 
— the  new  razor  is  expected  to  hit 
stores  this  spring  along  with  a  multi- 
million  dollar  global  marketing  blitz  — a 
team  of  Ph.  D  scientists  is  using 
the  latest  high-tech  equipment  to 
burrow  even  deeper  into  the  mys- 
teries of  shaving.  There's  high- 
speed video  that  can  capture  the 
act  of  a  blade  cutting  a  single 
whisker  and  even  a  microscope 
capable  of  examining  a  blade  at  atom- 


ic level.  The  mission  is  to  create  I 
next  shaving  breakthrough.  Expecl 
debut:  2006. 

In  coming  months,  the  launch  J 
get  all  the  attention.  But  it's  in  1.1 
like  these  that  the  more  significl 
Gillette  story  is  unfolding.  They  are! 
the  heart  of  one  of  the  consurl 
world's  great  innovation  il 
chines — a  machine  dedicai 
not  just  to  churning  out  rJ 

ORAL-B:  A  WELL-' 
RESEARCHED 
TOOTHBRUSH 


secret  of  a  great 
nation  machine? 
r  relax 


lucts  but  to  inventing  entirely  new 
s  of  making  them, 
ow,  Chief  Executive  Alfred  M. 
n  wants  to  throw  this  machine  into 
■drive  across  Gillette's  entire  family 
msumer  products — from  its  Oral-B 
hbrushes  and  Braun  appliances  to 
ntly  acquired  Duracell  batteries.  He 
licts  that  50%  of  Gillette's  sales  will 
i  come  from  products  introduced 
in  the  past  five  years,  up  from  41% 
)96  and  twice  the  level  of  innovation 
le  average  consumer-products  com- 
|  But  his  ultimate  aim  is  even  more 


audacious.  "If  I  can't  make 
the  next  five  years  better 
than  the  last  five,"  when 
Gillette  net  earnings  grew  at 
a  sterling  17%  annual  clip, 
vows  Zeien,  "I  wouldn't  think 
I  was  doing  a  good  job." 

It's  an  especially  tall  order 
for  a  mass  marketer  like 
Gillette.  Indeed,  a  recent  Mer- 
cer Management  Consulting 
study  of  50  top  consumer 
packaged-goods  companies — 
including  Coca-Cola,  Procter 
&  Gamble,  and  Johnson  & 
Johnson — found  that  only  17 
managed  to  achieve  above- 
industry-average  growth  in 
both  sales  and  profits  from 
1985  to  1990.  More  tellingly, 
just  7  of  these  17  maintained 
this  excellence  during  the  fol- 
lowing five  years.  True,  Gil- 
lette— along  with  J&J  and 
P&G — was  among  the  stellar 
seven.  But  the  study's  sober- 
ing suggestion  is  that  most  of 
these  seven  are  doomed  to 
fall  over  the  coming  five 
years,  if  only  because  of  the 
sheer  difficulty  of  continually 
finding  new  products  and 
markets  that  can  excel. 
OUT  OF  steam?  The  odds 
seem  even  steeper  in  this  era 
of  low  inflation,  which  makes 
it  all  but  impossible  to  pass 
along  cost  increases.  The  sup- 
posed global  cornucopia  also 
has  become  more  elusive, 
given  the  strong  dollar  and 
Asian  flu.  No  wonder  in- 
vestors are  edgy.  It  was  bad 
enough  that  Gillette's  sales 
grew  just  3%  in  the  first  nine 
months  of  1997 — a  far  cry 
from  the  9%  pace  of  the  past 
five  years.  But  after  Gillette 
advised  analysts  to  modestly 
downgrade  their  1997  esti- 
mates— from  17%  to  a  15% 
earnings  increase — Gillette's 
stock  plunged  24%  below  its  July  peak 
of  S106.  Investors  worried  that 
Gillette's  steady  growth  machine 
was  finally  running  out  of  steam 
— making  it  far  harder  to  justify 
the  sky-high  price/earnings  ratio 
of  41  times  expected  1997  prof- 
its that  its  stock  was  then  com- 
manding. "Gillette  took  the  'p' 
out  of  predictable,"  says  Mor- 
gan Stanley  &  Co.  analyst 
Brenda  Lee  Landry,  "and 
made  people  worry  about  the 
long  term." 


BRAUN  SHAVER: 
LOOKING  FOR  A 
BREAKTHROUGH 

In  part,  that's 
because  slow  § 
sales  in  Ger- 
many and  | 
Japan  at  its 
Braun  divi- 
sion raised  ques- 
tions about  Gillette's 
dependence  on  foreign  mar- 
kets to  keep  up  its  growth.  Yet 
Gillette's  problems  in  1997  may  prove 
less  of  a  harbinger  than  first  feared. 
Earnings  were  also  hurt  because  it  was  a 
transition  year  in  which  the  company  ab- 
sorbed Duracell  even  as  it  slowed  ship- 
ments of  its  old  razor  products  in  antici- 
pation of  the  launch  this  year.  "People 
overreacted"  to  last  summers  earnings 
revision,  argues  Landry.  With  many  ma- 
jor investors  still  bullish,  the  stock  has 
since  recovered  almost  fully,  to  S100. 
"Their  prospects  are  spectacular,"  says 
Jay  Freedman  of  institutional  sharehold- 
er Lincoln  Capital. 

Zeien's  strategy  is  built  on  Gillette's 
three  great  strengths.  He's  planning  the 
most  ambitious  rollout  of  products  in 
company  history,  with  the  razor  just 
the  beginning.  It  will  be  followed  by  a 
radically  new  toothbrush  from  Oral-B 
and  a  line  of  female-friendly  razors  de- 
signed to  more  than  double  that  S250 
million  business.  In  time,  he  also  hopes 
for  battery  breakthroughs  that  will 
leave  the  Energizer  bunny  in  the  dust. 

Second,  to  ensure  that  earnings  con- 
tinue to  outstrip  revenue  growth,  Zeien 
plans  to  continue  cutting  manufacturing 
costs  a  full  4%  annually,  giving  Gillette  a 
huge  edge  in  an  era  of  low  inflation. 
Third,  Zeien  is  counting  on  Gillette's  glob- 
al strengths  to  produce  growth  overseas. 
True,  those  gains  may  be  temporarily 
slowed  by  turmoil  in  Asia  and  the  strong 
dollar.  But  longer  term,  few 
companies  are  better  po- 
sitioned. Some  1.2  billion 
people  around  the  world 
now  use  at  least  one 
Gillette  product  daily,  up 
from  800  million  in  1990. 
With  many  of  them 
nowT  buying  the 
cheapest  products 
Gillette  sells.  Zeien 
figures  over  time  the 
company  can  induce 
them  to  trade  up. 

Gillette's  future 
hinges  on  a  process  its 
execs  call  "Gillettify- 
ing"  a  business.  The 
model  is  Sensor,  intro- 
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duced  at  a  time  when  even  some 
Gillette  executives  feared  blades 
were  about  to  become  a  com- 
modity, dominated  by  cheap  dis- 
posables. Sensor  reversed  that 
trend  by  proving  consumers 
could  be  induced  to  pay  a  premi- 
um for  a  high-tech  shaving  sys- 
tem delivering  superior  perfor- 
mance. Since  1990,  Sensor  and 
Sensor  Excel  have  grabbed  a 
leading  27%  share  of  the  U.  S. 
market.  The  lessons:  spend  what- 
ever it  takes  to  gain  technology 
supremacy  in  a  category,  and 
then  produce  innovative  products 
that  will  capture  consumers,  even 
at  premium  prices. 

To  fulfill  this  promise,  Gillette 
must  overcome  major  challenges. 
Since  King  C.  Gillette  invented 
the  safety  razor  early  in  the 
20th  century,  the  simple  act  of 
shaving  has  powered  Gillette. 
But  after  the  acquisition  of  Dur- 
acell  International  Inc.,  only  29% 
of  sales  and  52%'  of  operating 
profits  come  from  blades,  the 
lowest  levels  ever.  Now,  at 
least    half    of  Gillette's 
growth  must  come  from 
other   businesses — like 
batteries,  toothbrushes, 
and   toiletries — in 
which  it  faces  far 
fiercer  competition 
and  has  been  far  less 
successful  in  generat- 
ing profits. 

At  the  same  time, 
Gillette  faces  a  major 
transition.  Zeien,  67,  is 
nearing  the  end  of  the 
third  one-year  extension  of  his  employ- 
ment contract.  Zeien  refuses  to  be 
pinned  down  on  when  he'll  step  aside, 
saying  only  that  it's  "up  to  the  board." 
But  he  is  carefully  grooming  his  No.  2, 
President  Michael  C.  Hawley,  59,  for 
the  top  job.  When  Zeien  retires,  Gillette 


A "DURACELL 
INSIDE"  LOGO 
SOMEDAY? 


will  suddenly  be  in  the  hands  of  a  man 
who,  while  highly  regarded  internally,  is 
largely  unknown  outside  (page  76). 

And  Zeien's  leadership  has  been  a 
crucial  element  of  Gillette's  success.  By 
1985,  profits  were  flat,  and  sales  had  in- 
creased hardly  at  all  since  1980.  "There 
seemed  to  be  little  sense  of  urgency . . . 
to  stretch,  set  tough  goals,  and  make 
strong  moves  to  reassure  restless  share- 
holders," writes  Gorden  McKibben  in  a 
new  history  of  Gillette  to  be  published 
by  Harvard  Business  School  Press  on 
Jan.  25.  Highly  vulnerable,  Gillette  faced 
a  takeover  bid  from  Ronald  0.  Perelman 
in  1986,  and  then  a  1988  proxy  fight. 

Those  narrowly  won  battles  were  a 
"wake-up  call,"  says  Zeien,  who  took 
over  in  early  1991  determined  to  shake 
things  up.  He  insisted  that  Gillette 
must  be  the  world  leader,  or  have  a 
plan  to  become  leader,  in  all  of  its  core 
businesses.  He  further  decreed  that  at 
least  50tf  of  every  dollar  in  operating 
profit  be  plowed  back  into  three  growth 
drivers:  research  and  development,  cap- 


DURACELL  R&D:  A  big  push  h\\ 
skin  the  Energizer  bunny 

ital  spending,  and  advertisi 
The  results?  Gillette  is  n 
the  world  leader  in  13  prod 
categories,  accounting  for  81%{ 
its  1996  sales — up  from  just  5 
in  1991.  Although  driven  in  p 
by  acquisitions,  sales  have  m| 
than  doubled  since  1991,  to  19! 
$9.7  billion,  while  net  earni: 
soared  189%,  to  $1.2  billion, 
told,  it  has  posted  29  quarte: 
double-digit  earnings  gains, 
has  pushed  Gillette's  market 
ue  to  $56  billion,  14  times  w! 
raider  Perelman  offered  in  1 
ENGLISH  BORN.  The  new  ra 
will  be  the  first  major  test 
whether  Gillette  can  keep  it 
To  increase  sales  in  the  mattip 
shaving  market,  Gillette  nr 
persuade  men  to  pay  a  huge 
mium  for  the  new  razor — probably  1| 
to  25%  over  the  current  $555  U.S.  re] 
price  for  a  five-pack  of  Sensor  Excelj.| 
To  meet  such  product-developml 
challenges,  Gillette  religiously  devol 
2.2%  of  its  annual  sales,  or  over  $1 
million,  to  r&d,  roughly  twice  the  avfl 
age  for  consumer  products.  The  comtf 
ny  then  uses  a  highly  disciplined  prods 
to  perfect  its  ideas.  The  original  c<9 
cept  for  Sensor,  for  instance,  emera 
all  the  way  back  in  1979.  Gillette  thS 
developed  seven  different  versions 
der  the  code  name  Flag.  The  wim 
incorporated  many  ideas  from  the 
losers  and  22  patentable  innovations 
top  of  the  original  idea.  In  similar  fai 
ion,  Gillette  set  up  three  competig 
teams  to  produce  what  would  be  a 
breakthrough  clear-gel  deodorant! 
product  that  has  propelled  that  bi| 
ness  to  21.5%  of  the  U.  S.  market, 
highest  level  in  two  decades.  And 
prototype  for  the  new  razor — wh: 
emerged  from  the  company's  lab 
Reading,  Britain  in  the  early  '90s — 1 
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Ok  so  Deep  Blue  finally  beats 
Kasparov.  No  biggie.  Anybody 
can  have  an  off  day.  But  maybe 
you've  noticed  some  other  tell- 
tale signs.  Like  talking  buses. 
Car  radios  that  turn  themselves 
down  when  you  get  on  the  phone 
(awfully  polite,  don't  you  think?) 
We've  even  run  across  those  little 
digital  pets.  What's  with  that?  You 
see,  machines  really  are  becom- 
ing more  like  people,  and  it's  all 
because  more  and  more  analog 
technology  is  being  incorporated 
into  digital  systems.  Something  that 
we  at  National  Semiconductor  are 
quite  good  at.  Thanks  to  the  indus- 
try's most  extensive  library  of  analog 
functionality,  and  system  architects 
who  know  how  to  build  mixed-signal 
designs,  we  not  only  can  make  your 
system  behave,  we  can  put  the  entire 
thing  on  a  single  chip.  Which  means  that 
the  answers  to  questions  above  would 
be  yes,  and  yes,  in  that  order. 

www.national.com 
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to  compete  against  two  or  three  other 
contenders.  Along  the  way,  the  razor 
was  subjected  to  more  than  15,000 
shave  tests. 

To  be  sure,  innovation  is  a  goal  of  all 
major  consumer-products  companies. 
But  the  difference  Gillette's  approach 
can  make  is  perhaps  best  illustrated 
by  Oral-B,  which  Gillette  acquired  in 
1984.  At  the  time,  "there  wasn't  a  sin- 
gle person  in  r&d,  and  a  new  tooth- 
brush hadn't  been  introduced  since 
1957,"  says  Jacques 
Legarde,  the  executive 
vice-president  who  over- 
sees Oral-B.  Today, 
Gillette  has  a  team  of  150 
researching  manual  plaque 
removal,  "more  than  any 
other  company  in  the  world,"  he  brags. 

It  has  already  produced  a  stream  of 
new  products — from  a  floss  made  with  a 
proprietary  fiber,  to  its  top-of-the-line 
Advantage  toothbrush,  which  retails  for 
$3.49,  compared  with  99c  for  the  brush 
Oral-B  sold  in  1984.  This  has  pushed 
sales  at  Oral-B  to  $548  million,  up  from 
$110  million  in  1984. 

But  Oral-B  is  just  half  the  story.  In 
1989,  Legarde  ordered  researchers  at 
Braun,  the  German  consumer-appliance 
giant  Gillette  acquired  in  1967,  to  many 
their  expertise  with  Oral-B's  bristles  to 
create  an  electric  toothbrush.  The  result 
— the  Braun  Oral-B  Plaque  Remover 
— is  now  the  world  leader,  with  over 
$400  million  in  annual  sales.  And  with 
that  market  still  tiny,  Legarde  figures 
Gillette  can  double  its  overall  oral-care 
business  to  $2  billion  in  five  years  by 
marketing  to  aging  baby  boomers. 
"TWO  DWARFS."  Because  only  the  best 
ideas  make  it  through  Gillette's  innova- 
tion process,  "they're  one  of  the  few 
consumer-products  companies  that  re- 
ally pick  their  shots,"  says  Suzanne 
Hogan,  a  senior  partner  at  marketing 
consultants  Lippincott  &  Margulies  Inc. 
Rather  than  "come  out  with  a  new  ra- 
zor every  year,"  she  adds,  "they  wait 
until  they  have  something  meaningful, 
and  then  go  to  the  market  with  a  bang." 

But  unlike  Sensor  in  1990.  this  time 
Gillette's  new  razor  won't  have  the  field 
to  itself.  Warner- Lambert  Co.'s  Schick — 
a  distant  second — soon  will  launch  its 
largest  ad  campaign  in  history  to  pro- 
mote its  new  Schick  Protector  shaving 
system.  The  bright-red  Protector  has 
blades  wrapped  with  microfine  wires  to 
prevent  nicks  and  cuts.  Even  so,  "you're 
looking  at  Godzilla  vs.  the  two  dwarfs," 
Schick  and  Bic  Corp.,  says  Jack  Trout,  a 
Greenwich  (Conn.)  marketing  consul- 
tant. Even  Dick  Jordan,  Schick's  vice- 
president  of  global  business  manage- 


ment, concedes  Gillette  "is  a  formidable 
competitor." 

Vet  ( lillctiH  is  mure  than  a  new-prod- 
ucts pipeline;  it's  equally  expert  at  fig- 
uring out  ways  to  make  them  more 
cheaply.  To  meet  its  annual  4%  cost-cut- 
ting goal,  engineers  never  stop  searching 
for  ways  to  run  machinery  faster  and 
more  efficiently.  Such  incremental  gains 
have  helped  cut  the  cost  of  making  Sen- 
sor by  30%  since  1993,  while  slashing 
the  costs  of  Oral-B's  Advantage  a  huge 


such  as  the  electric  toothbrush  and  | 
sonal-diagnostic  equipment. 

Perhaps  the  most  pressing  challJ 
is  Duracell,  acquired  for  over  $7  bi| 
in  stock  in  late  1996.  Duracell  is  alnf 
the  world's  leading  producer  of  alk;| 
batteries,  with  nearly  50%  of  the 
market.  Now,  Gillette  is  determined] 
escalate  growth  above  and  beyond  tl 
says  Edward  F.  DeGraan,  the  ex| 
tive  vice-president  who  took  chart: 
early  1997.  It's  tripling  spending  o: 


PARKER  PEN:  UNDERACHIEVER 


60%.  Meanwhile,  ma- 
terials costs  have  been  trimmed  10%  to 
15%  by  intensifying  competition  between 
suppliers. 

But  the  truly  big  manufacturing  gains 
come  when  Gillette  introduces  products. 
Few  companies  "marry  product  and 
process  innovation"  to  the  same  degree 
as  Gillette,  says  Harvard  Business  School 
Professor  Rosabeth  Moss  Kanter.  After 
Zeien  was  told  the  new  razor  would  be 
too  expensive  to  produce  with  the  setup 
Gillette  has  used  to  make  cartridges 
since  they  were  introduced  in  1971,  for 
example,  he  ordered  the  engineers  to  in- 
vent a  new  one.  It  wTas  a  staggering  un- 
dertaking, requiring  Gillette  to  "bring 
on  196  different  pieces  of  equipment, 
each  one  essentially  designed  by  us," 
says  Executive  Vice-President  Robert 
G.  King.  The  new  system  will  spit  out 
cartridges  twice  as  fast  as  that  used  to 
make  Sensor,  enabling  Gillette  to  roll  out 
the  razor  in  just  over  two  years,  half 
the  time  it  took  for  Sensor. 

Zeien  hasn't  managed  to  Gillettify 
everything.  The  biggest  failure:  an  in- 
ability to  gain  a  dominant  edge  in  its 
nearly  $1  billion  wiiting-instrument  busi- 
ness. Gillette  achieved  world  leadership 
in  pens  by  buying  Parker  for  $458  mil- 
lion in  1993,  creating  a  stable  that  in- 
cluded the  low-priced  Paper  Mate  and 
top-end  Waterman  pens.  But  it  has  yet 
to  come  up  with  a  home-run  product. 
"It's  a  much  more  challenging  area"  than 
shaving,  admits  Dr.  John  C.  Terry,  di- 
rector of  Gillette's  Boston  r&d  lab.  Some 
critics  believe  it's  time  to  exit  the  busi- 
ness, but  Zeien  insists  newT  products  will 
save  the  day. 

Braun  also  continues  to  weigh  down 
Gillette's  performance.  Despite  some 
successes,  it  is  still  burdened  by  slow- 
inovinu  products  such  as  electric  razors, 
a  big  factor  in  last  summer's  earnings 
downgrade.  To  fix  this,  Braun  is  looking 
increasingly  to  faster-growing  products, 


kaline  battery  r&d.  The  aim,  says  I 
Graan,  is  to  build  batteries  so  sup* 
that  the  Duracell  name  will  gain! 
same  potency  as  the  "Intel  inside"  li 
But  that's  a  huge  challenge  in  wJ 
essentially  a  commodity  market,  I 
most  outsiders  are  skeptical.  "I  cl 
foresee  any  breakthroughs,"  says  Mil 
Hersch,  a  battery  expert  at  consult! 
Freedonia  Group.  Even  if  he's  ril 
Gillette  can  do  a  lot  to  power  Durl 
simply  by  distributing  its  products  r| 


THE  NEXT  CEO'S 
KEY  ASSET: 
A  WORN  PASSPO 

In  1979,  long  before  China  wa 
Gillette  Co.'s  Michael  C.  Ha 
into  Shanghai.  Hawley,  then 
ney-based  head  of  Asia-Pacific 
tions,  was  on  a  mission  to  make 
one  of  the  first  Western  compai 
crack  the  Chinese  market. 

But  his  search  for  a  joint  ven 
make  razor  blades  was  increasin 
ing  like  Mission:  Impossible.  "W 
flying  blind,"  recalls  Hawley.  Ch 
even  have  a  law  for  joint  ventui 
yet.  Worse,  while  Shanghai,  hon 
na's  largest  razor-blade  manufac 
the  natural  site,  the  city  was  sti 
the  swray  of  the  Gang  of  Four. 

Many  American  executives  wo 
given  up.  But  Hawley,  an  interns 
veteran  who  had  already  broken 
tough  terrain  from  Teheran  to  B< 
persevered.  Eventually,  he  struct 
in  the  northern  city  of  Shenyang, 
over  two  dozen  trips  and  nearly  : 
years  before  the  Shenyang  Daily 
Metals  Products  Co.,  as  Gillette's 
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LETTE  HAS  BIG  PLANS  FOR 
THE  NEXT  FIVE  YEARS... 

intinued  double-digit  annual 
th,  matching  the  heady  17% 
Df  the  past  five  years. 

pansion  of  global  markets  in 
Russia,  and  Latin  America. 

creased  emphasis  on  new  prod- 
will  include  rolling  out  a  new 
ium  razor  and  inventions  in 
:are  and  batteries. 


...BUT  ALSO  FACES  A  HOST  OF 
CHALLENGES 

►  CEO  Al  Zeien  may  retire  soon. 
His  contract  expires  in  February, 
capping  three  one-year  extensions. 
Heir  apparent  Michael  Hawley  is 
largely  unknown  outside  Gillette. 

►  Lines  such  as  Braun  and  the  pen 
business  continue  to  lag  as 
researchers  struggle  to  invent  a 
"home-run"  product  like  Sensor. 

►  Global  currency  jitters  threaten 
international  growth  strategy. 


y.  Duracell — which  in  1996  got 
We  of  its  sales  from  beyond  North 
;a  and  Europe — "didn't  have  the 
itional  organization"  to  exploit 
)ening,  says  Zeien.  But  Gillette 
rhat's  why  one  of  Gillette's  first 
was  to  fold  Duracell's  distributors 
;  global  juggernaut. 
ie  sure,  Gillette  is  hardly  immune 
ial  turmoil.  "Our  growth  [in  Asia] 
be  less  than  what  it  has  been  for 
xt  one  to  two  years,"  concedes 


Jurgen  Wedel,  the  executive  vice-presi- 
dent heading  Gillette's  International 
Group.  But  he  argues  that  Gillette  will 
be  far  less  affected  than  most.  Asia  still 
accounts  for  less  than  10%  of  Gillette's 
sales.  And  Gillette  has  had  success  man- 
aging through  troubled  times. 

Consider  the  former  Soviet  Union, 
one  of  the  world's  most  challenging  mar- 
kets. When  Gillette  first  opened  its  St. 
Petersburg  office  in  1992,  it  was  all  but 
unknown  to  Russian  consumers  and 
managed  sales  of  just  $150,000  a  month. 
Gillette  soon  caught  consumers'  atten- 
tion with  colorful  ads  on  billboards  and 


buses.  They  then  took  their  "best  a  man 
can  get"  campaign  to  televised  sports. 
Today,  the  Gillette  name  is  recognized  by 
some  80%  of  Russia's  city-dwellers,  and 
Gillette  has  a  leading  50%  share  of  the 
Russian  blade  market.  Gillette  is  ex- 
panding its  marketing  focus  to  promote 
batteries,  toiletries,  and  toothbrushes. 
As  it  does,  Wedel  predicts  Russian  sales 
should  explode  to  $500  million  within 
five  years,  up  from  $200  million  now. 

As  it  pushes  into  brave  new  markets, 
Hawley  readily  admits  Gillette  "will  hit 
some  bumps  along  the  way."  But  most 
observers  are  convinced  that  it  still  has 
a  long  ways  to  roll.  Wall  Street  ana- 
lysts expect  Gillette  earnings  to  grow  at 
an  18%  clip  over  the  next  five  years, 
"slightly  more  than  double  the  rate  for 
the  s&P  500,"  says  Charles  Hill,  director 
of  research  at  First  Call  Corp.  And 
most  are  recommending  the  stock. 

Of  course,  there  are  no  guarantees.  If 
Gillette's  management  becomes  over- 
confident and  complacent,  it  will  begin  to 
slip  up  and  miss  opportunities,  just  as  it 
did  in  the  early  '80s.  But  say  this  for  Al 
Zeien:  He  has  laid  a  solid  foundation 
for  continued  excellence.  Now  it's  up  to 
Hawley  and  his  successors  to  execute. 

By  William  C.  Symonds  in  Boston, 
with  Carol  Matlack  in  Moscow  and 
bureau  reports 


;  called,  began  produc- 
just  a  sliver  of  the 
the  payoff  came  in 
jillette  beat  the  com- 
iuy  70%  of  the  Shang- 
n,  now  the  largest 
in  Asia.  As  a  result, 
rols  over  80%  of  Chi- 
ion  razor-blade  market, 
evement  speaks  vol- 
why  Hawley  is  being 
Gillette's  next  ceo. 
rkets  offer  far  more 
l  the  mature  U.  S., 
is  building  an  inter- 
easoned  management 
ie  the  opportunities. 
R.  While  many  Ameri- 
>ve  done  a  brief  stint 
viey,  59,  built  his  ca- 
as.  Although  he  joined 
961  as  an  assistant  to  the 
l  the  Boston  headquarters, 
was  running  Gillette's  small 
»rt  operation  in  Hong  Kong, 
followed  over  the  next  two 
dng  him  to  five  continents 
and  three  children  in  tow. 
the  most  skilled  interna- 
ger  in  the  company,"  says 
itive  Alfred  M.  Zeien. 
itill  spends  much  of  his  time 
id  garnering  information — 


ANTENNA  OUT:  Hawley  still  spot-checks  in  the  field 


for  example,  on  how  Duracell  batteries 
are  moving  in  the  open-air  markets  that 
ring  Russian  cities.  Hawley  isn't  shy 
about  shouting  out  overseas  managers' 
errors:  "Your  name  is  right  there,  right 
across  that  really  crappy  display." 

His  years  abroad  have  made  Hawley 
opposed  to  any  hint  of  a  nationalistic 
approach  to  management.  "I  don't 
think  you  can  be  a  global  company  and 
say  you  have  to  have  Americans  run- 
ning it,"  he  says.  Two  of  Gillette's  four 


executive  vice-presidents,  the  tra- 
ditional stepping-stone  to  the  top, 
are  Europeans.  In  some  coun- 
tries, Gillette  management  is  be- 
ginning to  rival  the  U.  N.  Its 
business  in  the  former  Soviet 
Union,  for  instance,  is  headed  by 
Albert  Richard,  a  Frenchman 
backed  up  by  an  Egyptian  con- 
troller, an  English  sales  director, 
and  officers  from  Pakistan  and 
Ireland. 

But  with  Al  Zeien  still  firmly  at 
the  helm,  even  insiders  are  uncer- 
tain how  Hawley  will  evolve  as 
CEO.  "He  will  have  a  different 
style"  than  Zeien,  predicts 
Jacques  Legarde,  an  executive 
vice-president  who  has  worked 
with  both  men  for  years.  "But  I 
"  don't  think  we  can  see  what  his 
full  style  is  until  he  is  there."  Zeien  is 
known  as  a  business  theorist  whose 
greatest  contribution  has  been  concep- 
tualizing and  then  communicating 
Gillette's  mission.  The  burly  Hawley  is 
more  comfortable  tackling  nuts-and- 
bolts  challenges.  "He's  a  man  who 
knows  how  to  get  things  done,"  says 
Zeien.  Gillette's  board  is  betting  that  he 
is  just  the  choice  to  see  that  the  blue- 
print developed  by  Zeien  is  executed. 
By  William  C.  Symonds  in  Boston 


Introducing  Network 
Computing  from  Oracle. 

Once  your  company  begins  the  transforma- 
tion to  network  computing,  things  will 
never  be  the  same — for  you  or  your  competi- 
tion. For  starters,  network  computing 
costs  are  39%  less  than  a  desktop  computing 
environment.  In  addition  to  being  able 
to  use  all  of  your  existing  hardware,  you'll 
reduce  costs  when  it  comes  to  network 
maintenance,  software  upgrades  and  technical 
support.  With  network  computing,  the 
critical  information  your  company  needs  is 
dependable,  accessible,  accurate.  Always. 
All  applications  and  data  are  stored  on  a 


professionally  managed  network,  so  you 
install  software  one  time  to  get  started; 
everyone  is  upgraded  and  updated  instantly. 
Leaving  you  the  opportunity  to  respond 
rapidly  and  intelligently  to  change. 
To  implement  new  business  procedures  from 
one  central  location.  To  expand  your 
reach  into  markets  and  distribution  channels 
you  never  had  time  to  consider  before. 
Network  computing.  It  is  real.  It  is  available. 
It  is  remarkable.  It  is  time. 
Find  out  won.  Visit  nc.oracle.com  or  call 
1-800-633-0821,  ext.  12347. 
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Enabling  the  Information  Age"' 
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Three  secrets  of  financial  success: 

Buy  low.  Sell  high.  Download  fast. 

Unlock  the  power  of  the  Internet  with  a  U.S.  Robotics'  56K*  modem  and  x2™  technology. 
Get  the  inside  story  on  companies,  stocks  and  trends  significantly  faster  than  with  a  28.8  modem. 
If  you  download  fast  enough,  you  could  figure  out  what  to  invest  in  before  your  kid  graduates. 

http://quote.yahoo.com  is  packed  with  information  important  to  both  novice  and  experienced 
investors.  But  waiting  for  a  chart  at  28.8  is  like  waiting  for  a  teenager  who's  out  after  curfew. That's  why 
you'll  value  a  U.S.  Robotics  56K  modem  when  you  research  Yahoo!  Finance  -  x2  technology  lets  you 
make  the  most  of  your  time  online. 

Internet  providers  all  over  North  America  offer  live  x2  service  right  now,  including  America  Online 
and  Prodigy  Internet. To  find  a  provider  near  you  with  x2  service,  visit  www.3com.com/x2power 
or  call  1-800-525-USR1 

It's  easy  to  unlock  the  power  of  the  Internet  with  the  world's  #1  selling  56K  modem. 
And  it  comes  with  a  30-day  money-back  guarantee.  Get  financial  advice  fast  with  x2  technology. 
Retirement  is  closer  than  you  think 
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U.S.  Robotics.  From  the  leader  in  networking 


evelopments  to  Watch 
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LER,  FASTER,  CHEAPER. 

3  the  new  motto  at 
And  scientists  at  Los 
ds  National  Laboratory 
orking  on  concepts  that 

take  the 
in  to  its 
1  conclu- 
;atellites 
size  of 
s. 

signing 
ites  to 
ve  the 
rds  of 
once  in- 
i  "antici- 
f  all  possible 
e  modes  and  de- 
ig  around  them,"  says 
Jamos  physicist  Kurt  R. 
i.  That  led  to  sophisti- 
and  redundant  systems, 
£  bulk  and  cost.  But  to- 
advanced  hardware  and 
are  can  fail  in  so  many 
that  "you  simply  can't 
pate  everything  any- 
I  he  says. 

his  team  is  turning  to 
3  for  inspiration.  Insects 
Dther  small  creatures 


may  have  simple  nervous 
systems,  yet  they  perform 
very  complicated  tasks.  Re- 
searcher Mark  W.  Tilden  has 
developed  an  approach  to 
neural-network  technology, 
dubbed  nervous  nets,  to  sim- 
ulate simple  behaviors,  not 
complex  problem-solving.  For 
example,  just  two  nervous- 
net  neurons  are  needed  for 
a  control  system 
that  can  keep  so- 
lar cells  point- 
ed at  the  sun. 
Tilden  also 
"  hopes  to  mod- 
el the  capabili- 
ties of  bumble- 
bees to  avoid 
collisions,  en- 
abling fragile 
microsatellites 
to  avoid  space 
debris. 

Could  such  satellites  take 
pictures  of  the  earth?  Maybe, 
says  Moore.  He  envisions 
clusters  of  microsats,  each  of 
which  produces  one  pixel  for 
a  large  image.  The  clusters' 
operation  might  be  coordi- 
nated the  same  way  fireflies 
"learn"  to  synchronize  their 
flashing.  That  could  also  be 
the  key  to  generating  enough 
power  to  transmit  the  results 
to  earth.  □ 


IFF1NG  OUT  CHEMICALS  WITH  FIBER 

ER-OPTIC  SENSORS  HAVE  LONG  BEEN  USED  TO  DETECT 

sical  effects,  such  as  stress  and  pressure.  Now,  they 
also  spot  trace  amounts  of  chemicals  such  as  toxins 
biological  warfare  agents — at  levels  that  previously 
•e  undetectable  without  time-consuming  lab  tests. 
Yielding  a  laser,  Kent  A.  Murphy,  an  electrical  engi- 
r  at  Virginia  Polytechnic  Institute  and  president  of 
Inc.  in  Blacksburg,  first  etches  a  pattern,  or  grat- 
into  a  fiber.  The  grating  causes  some  light  to  es- 
e.  But  if  molecules  are  clinging  to  the  grating,  they 
nge  the  color  of  the  light  that  continues  down  the 
r,  where  a  detector  spots  the  change.  For  instance, 
sensor  has  chemicals  that  bind  only  to  the  sepsis- 
sing  toxin  given  off  by  certain  bacteria.  It  can  in- 
Sly  detect  a  mere  500  parts  per  trillion  of  the  tox- 
-20  times  the  sensitivity  of  any  similar  device.  The 
j  sensors  could  also  help  drug  companies  screen  bil- 
s  of  chemical  combinations  per  week.       John  Carey 


THE  BUMPIER,  THE  BETTER 


THE  DIMPLES  ON  A  GOLF 

ball  aren't  merely  decora- 
tive. They  help  the  ball 
fly  farther  and  faster  by 
reducing  its  air  resis- 
tance, or  drag.  Similar 
patterns  on  the  skin  of  an 
aircraft  or  a  boat  could  do 
the  same,  says  Lawrence 
Sirovich,  emeritus  profes- 
sor of  applied  mathemat- 
ics at  Brown  University. 

Working  with  an  engi- 
neering colleague  at 
Brown,  Sture  K.  F.  Karls- 
son,  Sirovich  has  shown 
that  tiny  V-shaped  protru- 
sions can  reduce  drag  by 
as  much  as  12%.  That's  a 
lot — aircraft  companies 
gladly  spend  millions  to 
trim  drag  by  a  frac- 
tion of  that.  The 
radical  improve- 
ment comes  from 
disrupting  a  process 
called  "bursting." 
When  a  solid  object 
moves  swiftly 
through  water  or 
air,  the  turbulent 


effects  include  some  rela- 
tively slow-moving  fea- 
tures that  burst  away 
from  the  object,  described 
by  Sirovich  as  looking  like 
rows  of  sausages.  Bursting 
is  a  major  cause  of  drag. 

Curiously,  the  Vs  per- 
form their  magic  in  com- 
puter simulations  and 
wind-tunnel  tests  only 
when  scattered  at  random. 
Neatly  aligned  patterns 
actually  increase  drag. 
The  research  was  spon- 
sored by  Orlev  Scientific/ 
Ormat  Industries  in 
Yavne,  Israel,  which  is 
in  licensing  talks  with  sev- 
eral aircraft  and  auto 
companies.        Neil  Gross 


LUMPS  WANTED:  A  Learjet 


CYBERSECURITY 
AT  YOUR 
FINGERTIPS 

SOON  YOU'LL  BE  ABLE  TO  KISS 

passwords  good-bye.  Your  fin- 
gertip is  all  you'll  need, 
thanks  to  a  cheap  fingerprint- 
reading  system  from  Who  Vi- 
sion Systems  Inc.,  a  startup 
in  Irvine,  Calif.  Its  Tactile- 
Sense  technology  essentially 
guarantees  that  only  autho- 
rized persons  can  gain  access 
to  computers  and  networks. 
Yet  it  will  cost  just  $25  to 
embed  the  fingertip  reader  in 
monitors  and  keyboards. 
Stand-alone  fingerprint  pads 
are  expected  to  retail  for  $99. 
And  prices  might  drop  50% 
with  volume  production,  says 
Alexander    G.  Dickinson, 


founder  of  Who  Vision  and  a 
former  research  manager  at 
AT&T  Bell  Laboratories. 

The  sensor  pad  is  a  stamp- 
size  sheet  of  piezoelectric 
plastic — it  turns  pressure  into 
light.  Put  your  finger  on  it, 
and  it  generates  a  glowing 
image  of  your  fingerprint  on 
the  underside.  This  image  is 
digitized  and  encrypted  be- 
fore being  sent  to  a  host 
computer  for  validation,  so 
the  fingerprint  itself  doesn't 
float  around  a  network, 
where  it  might  be  vulnerable 
to  theft. 

Taiwan's  Mag  Technology 
Co.,  a  leading  maker  of  mon- 
itors, has  signed  on  to  pro- 
duce 35  million  pads  for  its 
own  products  and  other  man- 
ufacturers'. Look  for  the  first 
fingerprint-savvy  gadgets  late 
this  year.  □ 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwjan@businessweek.com 
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Peter  de  Savary  has  revived 
the  steel  baron's  castle  as  an 
elite  retreat  where  the  net- 
working is  as  good  as  the  golf 

■  t's  7:59  a.m.  at  Skibo  Castle  in  north- 
I  ern  Scotland,  and  Thomas  J.  Usher, 
I  chief  executive  of  U.  S.  Steel  Corp., 
I  is  asleep  in  Andrew  Carnegie's  four- 
poster  bed.  In  another  minute,  he  is 
roused  by  a  bagpiper  circling  the  es- 
tate— a  wake-up  call  established  by 
Carnegie  in  1898.  Usher  bathes  in 
Carnegie's  tub,  sits  at  his  desk,  and 
pens  a  letter  to  Pittsburgh  about  a 
problem  at  a  mill.  "It  was  fascinating  to 
think  almost  100  years  ago  Andrew 
Carnegie  sat  right  here  and  did  the 


same  thing,"  Usher  says.  "I  was  Walter 
Mitty-ing  it." 

Usher  isn't  the  only  top  executive  in- 
dulging his  imagination  at  Skibo  Cas- 
tle. Since  British  entrepreneur  Peter  de 
Savary  opened  an  exclusive,  invitation- 
only  club  at  Carnegie's  former  estate 
in  mid-1995,  hundreds  of  A-list  execu- 
tives, celebrities,  and  politicians — Louis 
V.  Gerstner  Jr.,  Charles  R.  Schwab, 
George  R.  Roberts  of  buyout  firm 
Kohlberg  Kravis  Roberts  &  Co.,  and 
telecom  tycoon  Philip  Anschutz  among 
them — have  come  to  fish,  play  golf,  and 
dine  at  the  huge  table  where  Mark 
Twain,  Rudyard  Kipling,  and  Teddy 
Roosevelt  once  supped. 

Most  guests  claim  they  come  to  get 
away  from  it  all,  but  Skibo  has  quickly 
gained  a  reputation  among  the  corporate 
elite  as  a  place  where  the  networking  is 


as  good  as  the  golf.  "It  brings  out  { 
maraderie  that  is  very  hard  to  expl 
says  William  Schreyer,  chairman  en 
tus  of  Merrill  Lynch  &  Co.  Par 
Cavenagh,  managing  director  of 
German  couturier  Escada,  has  pi 
She  is  negotiating  to  market  accessc 
with  Land  Rover  as  a  result  of  her 
it.  "Everybody's  guard  is  down," 
says.  "It  makes  for  quite  a  dealma 
atmosphere." 

HOUSE  PARTIES.  That's  just  whal 
Savary,  53,  had  in  mind  when  he  boi 
the  7,500  acres  in  1990  for  $10  mill 
Forlorn  and  remote,  600  miles  nort 
London,  Skibo  Castle  seemed  an] 
likely  setting  for  a  luxury  hotel.  Bu 
Savary,  who  has  won  and  lost  spect 
larly  in  past  real  estate  and  oil  d< 
saw  a  brilliant  marketing  opportu 
push  back  the  clock  100  years  and 


SHHH!  De  Savary  in 
Carnegie's  vast  library 


vive  Carnegie's  house  parties 
for  tycoons  and  celebs.  And 
for  good  measure,  he  encour- 
ages them  to  give  to  charity — 
just  as  Carnegie  did. 

Membership  to  the  club 
costs  $5,000  annually — on  top 
of  $700  a  night  for  a  room  for 
two.  For  that,  visitors  can 
stroll  the  moors  or  sit  at  the 
desk  where  Carnegie  wrote  his 
philanthropic  tome,  The  Gospel 
of  Wealth,  one  of  hundreds  of 
books  in  the  cavernous  library. 
On  one  recent  wintry  night, 
three  dozen  strangers  laughed 
like  old  friends  at  cocktail  hour. 
As  James,  the  butler,  circled 
with  a  silver  tray,  Alan,  the 
jester,  cracked  jokes.  Graham 
Puttergill,  ceo  of  hsbc  Gibbs, 
Hong  Kong  National  Bank's 
insurance  arm,  smiled  while 
David  Clapp,  a  Goldman,  Sachs 
&  Co.  partner,  puffed  a  pre- 
Castro  cigar  and  regaled 
George  Brown,  a  Ritz  Carlton 
co-founder,  with  a  story  about 
a  recent  hunting  trip. 

Skibo  is  the  cornerstone  of 
de  Savary's  privately  owned 
Carnegie  Club,  an  expanding 
worldwide  network  of  upper- 
crust  getaways.  He  has  three 
in  Europe  and  plans  to  open  a 
fourth  in  the  U.  S.  next  year 
if  he  wins  rezoning  on  a  land- 
mark mansion  in  Newport, 
R.  I.  This  year,  de  Savary  says, 
Skibo  will  pull  in  $9  million — 
well  above  the  $6  million  it 
costs  to  run  the  place. 
!  Carnegie  Club  is  just  the  latest 
re  in  de  Savary's  long  and  re- 
tbly  volatile  career.  A  native  of 
,  England,  he  got  his  start  in  busi- 
ifter  dropping  out  of  high  school 
ting  to  work  for  his  father,  a  fur- 
maker.  But  early  on,  he  moved  to 
ir  East  and  embarked  on  a  string 
tures  investing  in  real  estate  and 
ith  backing  from  wealthy  Arab 
ts,  he  eventually  set  up  a  bank  in 
aribbean  to  finance  his  own  and 
deals.  By  1983,  de  Savary  was 
nough  to  underwrite  Britain's  $8 
i  tilt  at  the  America's  Cup. 
lost  the  yacht  race  but  kept  the 
nes  with  projects  such  as  St. 
's  Club,  a  chain  of  exclusive  hotels 
sloped  in  Paris,  Antigua,  London, 
iOs  Angeles  and  sold  in  the  late 
n  1988,  de  Savary  also  sold  a  chain 


of  casinos  and  snooker  halls,  called 
LandLeisure,  for  about  $300  million — 
pocketing  a  profit  of  $50  million,  he  says. 
The  acquirer,  Leisure  Investments,  sold 
it  a  year  later  for  less  than  $150  mil- 
lion. De  Savary  says  the  company  failed 
to  secure  a  gaming  permit,  which  was 
not  transferable. 

IN  limbo.  By  the  time  he  bought  Skibo 
in  1990,  business  associates  estimate  de 
Savary's  net  worth  was  about  $150  mil- 
lion. But  in  1994,  halfway  through  the 
castle's  $30  million  renovation,  his  heav- 
ily leveraged  real  es- 
tate empire  collapsed. 
Left  in  limbo  were 
projects  in  France, 
Britain,  the  Carib- 
bean, and  New  York, 
where  he'd  planned  a 
condo  complex  for  an 
entire  city  block.  By 
his  own  account,  de 
Savary  lost  more 
than  $100  million. 

Thanks  to  govern- 
ment loans  and  a 
hefty  investment  from 
Nomura  Securities 
Co.  Chairman  Max 
Chapman,  however, 
de  Savary  was  able 
to  hold  on  to  Skibo. 
"It  was  an  unusual 
project  that  I  wanted 
to  be  a  part  of," 
Chapman  says.  "Peter 
is  a  classic  entrepre- 
neur. He  has  10  ideas 
a  week — including  a 
lot  of  crazy  ones." 

Skibo,  at  first, 
seemed  one  of  the 
looniest.  Originally  the 
site  of  a  10th  century 
Viking  stronghold, 
Carnegie  rebuilt  the 
castle  and  threw  a 
perpetual  party  until 
just  before  he  died  in 
1919.  His  only  daugh- 
ter, Margaret,  lived 
there  until  1981.  But 
by  the  late  1980s,  it 
was  so  run-down  that  the  receivers  of 
the  Carnegie  estate  were  ready  to  turn 
it  into  a  prison  or  mental  ward.  When  de 
Savaiy  arrived  in  1990,  there  were  holes 
in  the  roof  and  the  golf  course  was  so 
overgrown  it  was  indistinguishable  from 
the  surrounding  moors.  Still,  says  de 
Savary:  "I  knew  I'd  end  up  owning  it." 

De  Savary  tracked  down  Carnegie's 
belongings  and  hired  130  staffers,  in- 
sisting they  call  him  "PdS"  or  "Mr.  de 
Savary."  A  stern  taskmaster,  de  Savary 


THE  ENTREPRENEUR 

Peter  de  Savary,  53 
Education:  High  school  dropout 
Background:  Started  St.  James's 
Club,  a  chain  of  posh  hotels. 

THE  PROJECT 

$40  million  conversion  of 
Andrew  Carnegie's  21-room 
Scottish  castle  into  a  modern- 
day  power  hangout 

WHO  GOES  THERE 

Top  executives:  IBM  CEO  Lou 

Gerstner,  Merrill  Lynch  Chair- 
man Emeritus  William  Schreyer, 
U.  S.  Steel  CEO  Tom  Usher, 
Charles  Schwab 
Statesmen:  King  Hussein, 
Daniel  Patrick  Moynihan, 
Movie  Stars:  Jack  Nicholson, 
Michael  Douglas,  Sean  Connery 

WHAT  THEY  DO 

Network,  golf,  hunt,  explore 
the  moors 


was  slapped  with  a  $5,000  government 
fine  for  "intimidating"  a  Skibo  cook.  "He 
was  slacking  off,"  de  Savary  recalls. 

De  Savary's  timing  on  the  venture 
was  perfect,  as  record  wealth  flooding 
from  Wall  Street  helped  rekindle  curios- 
ity about  Carnegie.  Once  the  world's 
richest  man,  he  gave  away  $4  billion  (in 
current  dollars)  to  build  3,000  libraries 
and  fund  education.  Now,  with  modern 
tycoons  such  as  Bill  Gates  and  Ted 
Turner  making  big  donations,  "every- 
body's vying  to  be  the  next  Andrew 
Carnegie,"  says  Aveiy 
Russell  of  Carnegie 
Corp.,  the  $1.4  billion 
fund  the  steel  baron 
established. 
CACHET.  To  sign  up 
members,  de  Savary 
counts  on  cachet  and 
word  of  mouth.  He 
also  distributes  elabo- 
rate 30-page  books  on 
why  Carnegie  called 
Skibo  "heaven  on 
earth."  And  he  gets 
the  word  out  with 
high-profile  events 
such  as  Shell  Oil  Co.'s 
golf  championship  last 
year  between  Fred 
Couples  and  Greg 
Norman — a  Carnegie 
Club  member. 

Indeed,  golf  may  be 
as  much  a  draw  as 
the  Carnegie  aura.  Af- 
ter Andrew  Harper's 
Hideaway  Report,  a 
liighly  regarded  travel 
newsletter,  called  Ski- 
bo the  world's  "con- 
summate private  golf 
sanctuary,"  for  exam- 
ple, Merrill  Lynch's 
Schreyer  returned 
with  friends  from 
Monsanto,  Deere, 
and  Schering-Plough 
in  tow. 

Once  night  falls, 
though,  the  spirit  of 
Carnegie  reigns.  Af- 
ter the  court  jester  reads  his  "Ode  to 
Haggis" — saluting  the  Scottish  dish  of 
stuffed  sheep's  stomach — the  bagpiper 
leads  everyone  to  the  long  dining  room 
table  for  "neeps"  (turnips),  "tatties" 
(potatoes),  and  salmon  from  local  wa- 
ters. But  first,  de  Savary  has  a  toast: 
"To  Andrew,"  he  declares.  A  proper  nod 
from  a  man  whose  future  rests  in  keep- 
ing Andrew  Carnegie's  memory  alive. 

By  I.  Jeanne  Dugan 
in  Dornoch,  Scotland 
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Beyond  news.  Intelligence. 


Most  of  the  chief  information  officers  of  European  companies  who 
attended  the  Business  Week  Corporate  Crown  Jewels  conference  in  Pari 
report  that  they  are  now  "in  a  central  strategy-setting  role"  at  their  firm 
(see  CIO  Poll).  Little  wonder  when  two-thirds  say  their  companies' 
markets  and  services  are  being  changed  significantly  by  new  information 
technologies.  In  the  higher-cost  European  business  environment, 
effective  application  of  information  technology  is  a  critical  factor  in 
ensuring  company  competitiveness.  Here  are  highlights  of  the  1997 
edition  of  Business  Week's  annual  gathering  of  CIOs  in  Europe. 


HOW  TO  MAKE 
THEM  LISTEN 

Business  Week:  "'Terry, 
you  are  a  central  player  in 
strategy  development  at 
British  Airways.  Not  all 
CIOs  are  so  lucky.  How 
was  this  achieved?" 

Terry Butfield:  "It  goes  back 
to  a  former  British  Airways 
chief  information  officer, 
John  Watson,  who  created  a 
large  number  of  educational 
events  bringing  in  top  external 
speakers  to  talk  to  the  man- 


agement community  of  the 
company  and  explain  what 
could  be  done  with  informa- 
tion technology.  It  was  called 
lThe  Catalyst  Program.'  To 
win  senior  executive  under- 
standing of  IT  the  CIO  must 
take  the  initiative  and  show 
their  senior  managers  what 
can  be  achieved." 

Terry  Butfield, 

director  of  information 
management, 
British  Airv/ays 


CEOs  AND  CIOs, 
DECIDING  TOGETHER 

"Information  technology  is 
central  to  our  business,  so  it  is 
logical  that  IT  policy  not  be 
set  in  a  decentralized  manner. 
We  created  a  new  board  for 
IT  decision  making.  The 
board  is  composed  of  CEO- 
(  M  )  teams  Iroin  the  various 


AXA  groups:  Ten  CEOs 
sitting  around  the  table  mal 
the  major  information  tech 
nology  decisions,  each  ace 
panied  by  their  CIO.  The  r 
is  if  the  CEO  cannot  atten 
the  CIO  is  not  allowed  to 
attend.  This  emphasizes  th 
IT-policy  is  business-driver' 
and  that  the  major  IT-strater; 
decisions  are  taken  by  the 
business  leaders  and  not  by 
the  IT  people." 

Claude  Cargou, 

chief  information  officer, 
GIE  Informatique  AXA 
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One  Database  for  All,  and 
All  Connected  To  One 


"EMC  has  just  finished  a 
survey  of  700  companies 
worldwide:  350  in  the  U.S., 
.'300  here  in  Europe,  and  50 
in  Japan.  We  were  seeking 
CIOs'  views  on  the  changes 
sweeping  through  the 
rate  information  technology  community.  We  asked  if 
are  facing  a  particularly  difficult  challenge  in  the  delivery 
wmation  across  their  organization,  regardless  of  whether 
les  from  a  mainframe,  an  open  systems  infrastructure,  NT. 
ers.  We  asked  if  they  are  at  all  worried  about  their  ability 
Bpplish  this  task.  Enormous  majorities  are  both  trying  to 
'e  such  enterprise-wide  solutions  -  and  seriously  worried 
whether  they  really  can  do  so. 

'he  solution  to  many  of  these  challenges  can  be  found 
amework  of  "enterprise  storage'  -  storage  that  is  hetero- 
usly  interconnected  to  mainframes,  open  systems,  or 
ass  servers  and  designed  from  the  start  to  sit  in  the 
•  of  the  organization,  the  one  database  serving  everyone." 

el  C.  Ruettgers,  chief  executive  officer,  EMC  Corporation 


"Independent  research  by 
Bain  &  Co.  and  the  Harvard 
Business  School  has  proven 
that  a  5%  increase  in  customer 
loyalty  can  deliver  profitabil- 
ity increases  of  25%  to  50%. 
This  is  the  long-awaited 
quantifiable  competitive 
advantage  that  can  be  directly 
ascribed  to  the  use  of  com- 
puter technology." 

Mitchell  E.  Kertzman, 

chairman  and  chief  executive 
officer  Sybase  Inc. 


FINANCIAL 

PROFESSIONALS 

BEWARE! 

"The  computer  revolution 
has  not  really  happened  yet. 
It  will  occur  in  about  three 
years1  time,  when  finance  will 
be  completely  replaced  by 
information  technology. 
Artificial  intelligence  will 
remove  about  85%  of  the 
companies  currently  engaged 
in  finance  and  institutional 


73%  of  European  CIOs 
andlor  IT  Organizations 
have  a  Mission  to  Close  the 
"Information  Gap" 


Have 

conventional  IT 
responsibilities 
27% 


88%  of  Respondents  are 
Extremely  Concerned/Concerned 
About  their  Ability  to  Close 
the  "Information  Gap" 


PROFIT  IS  IN 
rOMER  INTIMACY 

re  is  the  competitive  ad- 
;e  in  the  use  of  computers 
formation  technology? 
building  closer  relation- 
Bath  customers.  Today's 
of  loyalty  is  rooted  in 
e:  Deliver  superior  ser- 
'eceive  greater  loyalty. 
Jiving  your  customers 
,  automated  access  to  your 
2  systems  via  the  Internet 
les  not  only  the  'intimacy1 
illy  integrated  service 
n,  but  also  breeds  pro- 
loyalty  between  you, 
:ustomer,  and  possibly 
:ustomer's  customer. 


investment.  This  will  occur 
because  in  the  financial 
markets,  computers  can  beat 
people.  It  is  only  regulatory 
and  symbolic  barriers  that 
prevent  information  technology 
from  completely  replacing 
most  financial  intermediation 
services.  There  will  be  a 
handful  of  winners. 

"If  you  are  in  a  financial 
institution  and  are  not  scared 
about  the  future,  you  don't 
know  what's  going  on." 

Ronald  G.  Layard-Liesching, 

founding  partner  and 
director  of  research, 
Pareto  Partners 


POLL  RESULTS 

Have  you  re-centralized  your 
company's  data  yet?  Are  you 
part  of  the  strategy-setting 
team?  Do  all  departments 
willingly  share  information 
across  your  coq)oration? 
Chief  information  officers  of 
large  European  organizations 
answered  these  and  other 
questions  at  the  Business 
Week  Corporate  Crown  Jeivels 
Europe  event. 


itrally-held,  maintained 
id  managed,  available  to 
users  no  matter  their  plat- 
form, application,  or  location^ 

We  have  this  now:  1 0% 

Under  construction:  41% 

In  our  plans:  35% 

Not  likely  at  my  company:  14% 

At  my  company,  the 
CIO  is  part  of  the 
strategy-setting  team: 

Yes,  in  a  central  role:  57% 
Consulted:  32% 

Operational  role  only,  not 
consulted  on  strategy:       I  I  % 

A  corporate  culture 
of  information  sharing: 

We  share  info  well 

at  my  company:  30% 

Some  departments 

refuse  to  share:  49% 

Most/all  departments 

are 'info-islands':  21% 

Our  services,  markets, 
and/or  overall  strategy  are 
changing  because  of  new 
information  technologies: 

A  lot:  66% 

Somewhat:  31% 

Minimally:  3% 

Not  at  all:  0% 


Business  Week  uses  thcMeridia  in-hali 
polling  system.  Meridia  Interaetive, 
Plymouth  Meeting,  Penmyha '  '.S  I 
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THE  LIMITS  OF 
NETWORK  CAPACITY  - 
ANDTHE  SOLUTION 

"Data  traffic  is  growing  100% 
per  year.  The  current  approach 
to  network  design  is  fundamen- 
tally inadequate  to  the  growing 
demands  of  business.  The 
core  of  the  network,  must  be 
simplified  by  some  sort  of  switching.  Today's  router-based 
netw  orks  are  becoming  too  complex.  They  are  reaching  the 
breaking  point.  They  can't  keep  up.  The  issue  is  more  than  one 
of  capacity:  It  also  concerns  quality  of  service:  it  is  important  to 
ensure  the  most  important  traffic  receives  priority  w  hile  less 
important  traffic  waits.  That  means  making  the  network  'business 
critical."  and  not  just  "mission  critical.'  " 

Cesar  Cesaratto,  president.  Enterprise  Networks-Europe,  Nortel 


COMPARE  THIS  BOARD 
TO YOUR  BOARD 

"\\  ithin  Deutsche  Telekom  we 
are  using  information  techno- 
logy and  telecommunications 
to  overcome  time  and  space. 
We  talk  about  "the  death  of  dis- 
tance." The  change  in  method 
and  attitude  is  profound,  and 
it  extends  all  the  way  up  to  the 
board  of  directors:  Each  mem- 
ber of  the  senior-most  board 
now  has  their  own  computer, 
and  all  documentation  is  now 
transmitted  directly  to  each 
board  member's  screen.  The 
Deutsche  Telekom  board 
of  directors  may  be  one  of 
the  first  in  the  world  to  have 
completely  eliminated  paper." 

Dr.  Hagen  Hultzsch, 

member  of  the  board  of 
management,  technology 
&  services  division, 
Deutsche  Telekom  AG 


BOUNCETHIS 
OFF  YOUR  HEAD 

"The  World  Cup's  informa- 
tion svstem  must  be  a  single 
database  and  100%  reliable. 
It  is  very  important  to  have 
the  same  information  av  ailable 
to  everyone  everywhere,  world- 
wide, simultaneously,  immedi- 
ately, and  reliably.  The  France 
'98  information  svstem  will  be 
probably  the  most  visible  in- 
formation svstem  ever  installed: 
Our  'users'' will  be  the  10.000 
representatives  of  tin  media 
coining  to  cover  the  World 
Cup.  Thev  cannot  be  trained 
and  they  will  avidly  report  any 
problems.  So  the  system  must 
be  completely  "user  friendly' 
and  work  perfectly." 

Philippe  Verveer,  mformatior 
technology  director  French 
Organizing  Committee  for  France 
'98.  the  1998  Soccer  World  Cup 


have  more  human  fates  sitti 
behind  her  back  than  the 
747  pilot  has  passengers  in 
the  cabin,  yet  we  find  it  tofc 
normal  to  ask  that  person  t< 
learn  how  to  take  managem 
decisions  'by  experience." 
Management  processes  can 
and  should  be  learned  thro 
simulation  -  not  'on  the  jot 

Arie  de  Gens,  chief  strategist 
(ret),  Royal  Dutch/Shell:  authoi 
Living  Company:  Habits  for  Survi 
in  a  Turbulent  Business  Environm 


LEARN  BY  SIMULATION, 
NOT  BY  EXPERIENCE 

"For  a  long  time  I  thought  it 
was  good  to  learn  by  experi- 
ence. But  aren't  you  glad  your 
airplane  pilot  is  not  learning 
to  fly  with  you  sitting  in  the 
cabin?  The  truth  is.  in  any 
situation  where  we  have  a  zero 
tolerance  for  error  we  never 
learn  by  experience.  Instead 
we  use  a  representation  of  reality. 
That  is  why  the  pilot  learns 
to  fly  in  a  flight  simulator.  In 
such  situations  we  build  a 
model  and  we  learn  by  playing. 
Except,  that  is.  in  management 
decision-making  processes. 
There  we  find  it  totally  normal 
to  ap] joint  a  35-year-old  and 
say  "you  will  now  become  the 
marketing  manager  in  Kenya. 
Go  out  there,  join  the  man- 
agement team,  and  learn  by 
experience".  That  person  will 


IT  CHANGES  COMPAN 
-  AND  COUNTRIES.TC 

"Modern  technology  and 
the  information  society  of 
the  West  certainly  influeno 
the  historic  developments 
Central  and  Eastern  Europ 
In  fact.  I  would  say  the  inft 
mation  revolution  was  the 
basis  of  the  whole  process. 
Regimes  like  the  Russian  bloc  relied  on  the  blockade  of  infor- 
mation. As  new  ways  of  communication  gradually  made  this 
blockade  impossible,  the  people  in  all  the  states  of  the  commu- 
nist bloc  began  to  look  at  things  differently,  to  think  differentl] 
to  develop  the  view  that  'change  is  coming."  and  that  "things 
that  have  not  been  possible  before  are  now  possible."  In  the  en 
the  Soviet  Union  and  the  other  countries  of  the  Warsaw  Pact 
practically  collapsed.  There  was  nobody  to  resist  the  change, 
because  it  had  been  won  through  a  gradual  process  that  revise 
our  perception  of  the  world,  our  motivation,  and  our  objective 
New  ideas  had  come  to  our  countries  through  new  informatio 
technologies." 

Among  the  16  transitional  states  of  Eastern  and  Central  Europe,  Slovenia 
is  now  second  in  the  amount  of  inward  foreign  investment  per  capita.  The 
international  business  community's  confidence  in  Slovenia  has  now  been 
matched  by  Western  European  political  leaders:  Slovenia's  negotiations  for 
entry  into  the  European  Union  will  begin  early  in  1 998. 

The  Honorable  Dr.  Janez  Drnovsek,  Prime  Minister  Republic  of  Slov 


CORPORATE   CROWN  JEWELS  EUROPE 


GLOBAL  REACH, 
LOCAL  PRESENCE 

"The  global  telecommunica- 
tions market  is  today  estimated 
at  $670  billion,  the  5,000 
largest  companies  alone 
representing  $200  billion  in 
annual  purchases  by  the  year 
2000.  These  multinational 
companies,  no  longer  satisfied 
he  limitations  of  traditional  voice  and  data  products,  want 
top  shopping  for  borderless  networking  sendees  that  will 
reir  global  operations  and  improve  communication.  But 
ing  and  managing  such  services  'a  la  carte'  and  on  a  regional 
is  expensive,  time-consuming,  and  labor  intensive.  And  so 
companies  look  to  a  provider,  such  as  Concert,  to  handle 
gulatory  and  implementation  problems  while  also  being 
o  provide  a  global  solution  backed  by  integrated  billing, 
>rt,  and  network  management  systems.  That  is  the  corpor- 
allenge  facing  the  entire  telecommunications  industry  on 
lal  basis,  one  that  will  drive  the  growth  of  Concert  into 
:xt  century." 

Manning,  president  and  chief  executive  officer,  Concert 


ferentiate  between  the  virtual 
world  and  the  real  world. 

"I  want  to  be  mobile.  I  want 
to  be  cordless.  I  want  to  be 
online  all  the  time. 

"Computers  will  be  a  million 
times  more  powerful  20  years 
from  now,  and  they  will  think. 
They  will  have  personalities. 
By  2015  the  computer  that 
exceeds  the  capabilities  of  you 
and  I  will  be  here.  By  2025  it 
will  be  on  our  desktops,  and 
by  2030  it  will  be  "wearing  us' 
-  like  a  pace-maker  wears  a 
human  today. 

"If  we  switch  off  the  phone 
network  we  will  die.  If  we 
switch  off  the  computers  we 
will  die.  Because  there  is  not  a 
single  production  process  that 
is  not  reliant  on  them.  We  are 
totally  dependent  upon  tech- 
nology for  everything  that  we 
do,  eat,  and  drink.  We  had 
better  get  the  systems  reliable." 

Dr.  Peter  Cochrane, 

head  of  research, 

British  Telecommunications  PLC 


UGHTS  OF 
iR  COCHRANE 

isionary  and  iconoclastic 
if  BT  Labs  spun  out 
s  of  ideas  and  predic- 
Here  are  a  few: 

Internet  will  ultimately 
e  CB  radio.  Intranets 
ominate  because  that's 
:  the  money  is. 

(  K(  >  or  hoard  mcinbei 
lannot  operate  a  compu- 
probably  the  single  big- 
ireat  to  that  company's 
tion. 

:  youngest  consultants 
r  laboratory  are  five 
old.  They  do  not  dif- 


THE  COMPUTER  IN 
EVERYONE'S  POCKET 

"Just  as  digital  computer  chip 
technology  moved  into  your 
car  and  your  wristwatch  and 
your  laptop,  it  is  now  going  to 
move  into  your  wallet.  'Smart- 
cards'  are  plastic  with  a  little 
more  intelligence  on  them  than 
the  magnetic  strip  we  all  know. 
They  can  be  made  much  more 
secure,  and  they  can  carry  mul- 
tiple applications:  Credit  card, 
debit  card,  electronic  cash, 
'loyalty'  discount  programs, 
identification,  ticketing,  and 
much  more;  an  explosion  of 
functionality  from  the  same 
piece  of  plastic.  This  is  the 
future  of  money  and  commerce 
and  that's  why  Mastercard 
International  bought  .51%  of 
Mondex,  the  best  multi-appli- 
cation operating  system." 

Robert  W.  Selander, 

president  and  chief  executive  officer 
MasterCard  International 


"It  is  the  democratizing  of 
technology,  giving  eveiyone 
access  to  the  digital  economy, 
a  personal  computer  in  every- 
one's pocket,  a  powerful  piece 
of  personal  technology  that 
you  carry  at  all  times. 
Individuals  will  pick  and 
choose  the  capabilities  they 
want  for  their  smartcard. 
Money,  car  keys,  receipts, 
passport:  all  of  these  can  be 
digitized  and  reside  on  smart- 
cards.  Personal  records  will  be 
held  on  your  card  rather  than 
always  centrally,  increasing 
personal  privacy  and  control. 
For  merchants  it  will  mean 
marketing  to  a  segment  of 
one,  blowing  your  consumer's 
preferences  such  that  you  can 
tailor  your  products  to  each 
and  every  person." 

Michael  Keegan, 

chief  executive  officer 
Mondex  International 


IT'S  TWO  REVOLUTIONS  IN  ONE 

"We  are  experiencing  two  revo- 
lutions at  exactly  the  same  time: 
A  revolution  in  business  and  a 
revolution  of  telecommunica- 
tions. The  business  revolution 
is  globalization,  the  need  for 
mobility,  the  outsourcing  of 
non-core  businesses,  the  move 
toward  greater  company  flexi- 
bility, and  the  focus  on  cost 
reduction.  In  telecommunications,  the  revolution  can  be  summed 
up  as  a  demand  for  'more':  Everyone  needs  more  communication. 
Whether  between  the  laboratory  and  the  manufacturer,  between 
manufacturing  and  sales,  or  between  sales  and  the  customer.  Every 
company  is  striving  to  achieve  true  proximity  to  the  feelings  and 
lives  of  its  customers,  and  telecommunications  is  the  way." 

Christian  Bret,  senior  vice-president,  large  business  division,  France  Telecom 
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IT'S  TIME  FOR  BONDS 
TO  GET  SOME  RESPECT 


BONDS 


Wliat  was  a  poor  investment 
over  the  past  sixty  years  will 
not  necessarily  be  one  over 
the  next  sixty. 

— Burton  Malkiel,  A  Ran- 
dom Walk  Down  Wall  Street 

The  investment  gospel 
of  the  1990s  has  been 
to  stash  your  money 
in  stocks  for  superior  long- 
term  performance.  True, 
stock  markets  panic,  crash, 
and  tumble  into  bear  mar- 
kets. Yet  since  1946,  stocks 
have  had  average  annual 
returns  of  7.5%  and  bonds 
1%,  after  adjusting  for  infla- 
tion. For  the 
long-term  in- 
vestor, stocks 
have  been  diamonds  and 
bonds  zircons. 

Will  this  long-term  outper- 
formance  continue?  Don't  bet 
on  it.  The  current  surge  in 
bond  prices  results  from  a 
powerful  combination  of  eco- 
nomic and  financial  forces,  in- 
cluding deflationary  winds 
blowing  from  Asia.  Histori- 
cally, investors  have  done 
well  with  bonds  when  infla- 
tion is  mute,  and  in  the  years 
following  an  especially  exu- 
berant stock  market.  With 
U.  S.  stocks  up  tenfold  since 
1982,  perhaps  it's  time  to  con- 
sider changing  conditions 
ahead  and  include  a  heftier 


STOCKS  HAVE  BEAT  BONDS 
SINCE  WORLD  WAR  II... 


portion  of  bonds  in  your  long- 
term  portfolio. 

There  is  a  strong  short- 
term  case  to  be  made  for 
bonds.  The  yield  on  30-year 
Treasuries  recently  dipped 
below  5.75%,  thanks  in  part 
to  skittish  investors  seeking 
shelter  from  Asia's  financial 
turmoil  in  default-proof  U.  S. 
government  debt.  Meanwhile, 
factories  from  Asia  to  the 
U.  S.  to  Latin  America  are 
supplying  the  world  with  so 
many  goods  that  price-cut- 
ting has  become  rampant. 
Central  bankers  in  all  the 
major  industrial  nations  re- 
main inflation 
hawks.  Finally, 
U.  S.  productivi- 
ty growth  has  accelerated,  al- 
lowing the  economy  to  run 
faster  without  triggering 
price  increases.  These  forces 
will  weigh  heavily  on  interest 
rates — and  sustain  the  cur- 
rent bond-market  rally.  "The 
30-year  bond  yield  will  fall  to 
5%  in  1998  and  to  4%  in 
2000,"  predicts  Edward 
Yardeni,  chief  economist  at 
Deutsche  Morgan  Grenfell. 

The  current  rally,  however, 
is  part  of  a  broad  trend  to- 
ward lower  interest  rates 
that  started  in  the  fall  of 
1981.  That  year  marks  both 
the  peak  in  government  bond 
yields  (at  15.78%)  and  the 


end  of  the  great  bond  bear 
market  that  began  in  April, 
1946.  That  era  was  marked 
by  rising  prices  that  culmi- 
nated in  oil  shocks  and  an  in- 
flation explosion  in  the  1970s. 
Had  a  2.5%  Treasury  bond 
been  available  throughout 
this  35-year  period,  its  price 
would  have  declined  from  101 
to  17 — or  83%,  according  to 
A  History  of  Interest  Rates 
by  Sidney  Homer  and 
Richard  Sylla. 

BULL  MARKET?  It's  possible 
that  1981  will  go  down  as  a 
similar  milestone — the  begin- 
ning of  the  great  bull  mar- 
ket in  bonds.  Bonds  have 
done  well  whenever  disinfla- 
tion sinks  deep  roots  in  the 
economy.  Already,  the  differ- 
ence between  stock  and  bond 
returns,  what  economists  call 
the  "equity  premium,"  is  nar- 
rowing (charts).  From  1982 
to  1997,  bonds  scored  a  real 
annual  return  of  9.4%  and 
stocks  12.5%,  according  to  Je- 
remy Siegel,  finance  profes- 
sor at  the  Wharton  School 
and  author  of  Stocks  for  the 
Long  Run. 

But  what  if  we  have  truly 
licked  inflation?  What  if  price 
levels  10  years  from  now  are 
essentially  the  same  as  they 
are  now — or  even  lower? 
That  would  surely  shrink  the 
equity  premium  farther.  Since 


The  Case  for  Bonds 


...BUT  THE  FEDERAL  DEFICIT 
IS  DISAPPEARING... 


.INFLATION  HAS 
BEEN  WANING.. 


bond  returns  are  determin 
largely  by  inflation,  investc 
able  to  ride  out  the  inevitali 
tumult  in  the  bond  mark 
should  enjoy  returns  th 
nearly  rival  stocks.  Sai 
Siegel:  "Virtually  no  econ 
mist  believes  the  equity  pr 


...AND  TOTAL  RETURNS  ON 
BONDS  ARE  PICKING  UP 


COMPOUNDED  ANNUAL 
TOTAL  RETURN, 
AFTER  INFUT0IN 
1946-1997 


 300  - 

STOCKS      BONDS     INFLATION  '92     93     94  95 

A  PERCENT  A  BILLIONS  OF  DOLLARS 


EST. 


'92  '93  94  '95  '96 
. ANNUAL  PERCENTAGE  CHANGE 


DATA:  REGIONAL  FINANCIAL  ASSOCIATES  LEHMAN  BROTHERS,  PROFESSOR  JEREMY  J  SIEGEL  OF  THE  WHARTON  SCHOOL  OF  MANAGEMENT,  BUSINESS  WEEK 


•THREE-YEAR  MOVING  AVERAGE 
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Already,  the  "equity  premium," 
or  the  gap  between  stock  and 
bond  returns,  is  narrowing 


n  will  be  as  high  as  it 
been  over  the  past  half 
ury." 

mericans  may  even  be  in 
i  spell  of  falling  prices. 
iany  people,  deflation  is 
nymous  with  depression, 
i  the  last  time  prices  fell 
my  length  of  time  was 
ng  the  1930s.  Yet  for 
h  of  the  19th  century, 
is  fell,  and  the  economy 
yed  strong  growth.  Be- 
in  1870  and  the  onset  of 
id  War  I  (the  so-called 
nd  Industrial  Revolution), 
economy  expanded  five- 
real  per  capita  income 
ly  tripled,  and  the  U.  S. 
*ged  as  the  preeminent 
atrial  nation  in  the  world, 
ass  market  evolved  and 
technique  of  mass  pro- 


duction transformed  industiy 
after  industry. 

Inflation  was  negligible 
from  1870  to  1920,  a  compa- 
rable span  to  the  period  fol- 
lowing World  War  II.  Real 
bond  returns  averaged  3.4%. 
That's  close  to  the  5.5%  re- 
turn for  stocks,  despite  their 
higher  level  of  risk.  From 
1870  to  1945,  bonds  returned 
4%  and  stocks  6.7%. 
BUDGET  BOON.  No  matter 
how  you  slice  the  data,  the 
message  remains  the  same, 
says  James  Paulson,  chief  in- 
vestment officer  at  Norwest 
Investment  Management. 
"Stock  and  bond  returns  are 
close  when  inflation  is  not  a 
worry." 

It's  not  just  the  inflation 
outlook  that  favors  bonds. 


The  federal  budget 
is  poised  to  move 
into  surplus  in  the 
current  fiscal  year. 
And  bonds  also  tend 
to  flourish  following 
bouts  of  irrational 
exuberance  in  the 
stock  market,  ac- 
cording to  a  recent 
study  by  the  mutu- 
al-fund company  T. 
Rowe  Price  Associ- 
ates Inc. 

Stocks  outper- 
formed bonds  by  an 
average  of  nine  per- 
centage points  annu- 
ally in  the  five  years 
ending  in  December, 
1996.  There  have 
been  six  other  five- 
year  periods  when 
stocks  did  better 
than  bonds  by  nine 
percentage  points  or 
more.  In  four  of  the 
six  subsequent  five- 
year  periods,  the  gap 
between  stock  and 
bond  returns  nar- 
rowed sharply.  In 
the  fifth  case,  1965- 
1970,  bonds  outper- 
formed stocks. 
The  case  for 
bonds  as  a  long-term  invest- 
ment is  often  underappreci- 
ated. At  the  same  time,  the 
stock  mantra  may  be  over- 
stated. Sure,  the  fundamen- 
tal insight  informing  modern 
finance  is  that  returns  are 
only  earned  as  compensation 
for  taking  on  risk.  Stocks,  a 
share  of  ownership  in  uncer- 
tain enterprises,  are  riskier 
than  bonds,  which  are 
promises  to  pay  back  set 
amounts  by  a  certain  date. 
But  what  accounts  for  the  big 
equity  premium?  A  close  look 
at  the  outperformance  of 
stocks  vs.  bonds  over  the 
past  half-century  suggests  a 
simple  answer:  Bold  pioneers 
earn  lush  rewards. 

In  the  1950s,  Wall  Street 
was  stuck  in  the  doldrums 


even  as  the  U.  S.  economy 
stirred  and  American  busi- 
ness dominated  world  mar- 
kets in  autos,  steel,  and  other 
mass-production  businesses. 
Memories  of  the  1929  stock 
market  crash  lingered  with 
the  public  and  professional  in- 
vestors. Stocks  yielded  7%, 
but  the  wealthy  sought  safety 
in  bonds  paying  3%,  while 
the  new  middle  class  pre- 
ferred putting  money  into 
banks  and  thrifts  offering  de- 
positors 1.5%. 

It  was  not  obvious  at  the 
time,  says  University  of 
Chicago  Business  School 
economist  John  Cochrane, 
that  the  U.  S.  would  enjoy 
half  a  century  of  unprece- 
dented growth.  So  intrepid 
stock  investors  were  amply 
rewarded. 

Yet  there  is  another  aspect 
to  the  motion  of  markets: 
Heady  investment  success 
eventually  sows  the  seed  of 
its  own  demise.  Simply  put, 
as  the  word  about  good  for- 
tune spreads,  more  people 
join  in.  Prices  are  driven 
higher  and,  eventually,  re- 
turns shrink. 

If  you  fast  forward  to 
1998,  you'll  see  that  people 
have  certainly  absorbed  the 
message  that  stocks  are  a 
good  long-term  investment. 
Twenty  years  ago,  the 
amount  invested  in  equity 
mutual  funds  totaled  $34  bil- 
lion. That  sum  has  swelled 
to  more  than  $2.3  trillion  to- 
day as  money  has  flooded 
into  401(k)  retirement  ac- 
counts. But  are  investors  ful- 
ly factoring  in  all  the  risks 
stocks  entail?  An  environ- 
ment of  low  inflation  or  even 
mild  deflation  is  good  for  all 
financial  assets,  so  stocks 
should  continue  to  earn  a  de- 
cent return.  But  this  same 
environment  is  nirvana  for 
bonds.  That's  why  they 
should  do  far  better  than 
their  dismal  reputation  sug- 
gests.    Christopher  Farrell 
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FIGHTING  POLLUTION- 
AND  CLEANING  UP,  TOO 


Scientists  have  long 
warned  about  the 
dire  consequences  of 
greenhouse  gases. 

The  threat  they  pose  helped 
prompt  the  recent  signing 
of  an  agree- 
ment in  Kyoto, 
Japan,  to  reduce  worldwide 
emissions  of  carbon  dioxide 
and  other  pollutants  thought 
to  be  responsible  for  over- 
heating the  earth's  atmos- 
phere. This  is  good  news  for 
the  environment — as  well  as 
for  investors  in  companies 
dedicated  to  clean,  renewable 
sources  of  energy. 

To  comply  with  the  long- 
term  emissions  reductions 
called  for  in  the  treaty,  coun- 
tries will  have  to  turn  away 
from  oil  and  coal,  and  rely 
more  on  the  sun  and  wind 
for  energy.  Allan  Hoffman, 
deputy  assistant  secretary 
for  utility  technologies  at  the 
Energy  Dept.,  expects  de- 
mand for  clean  energy  to  go 
up  dramatically,  boosting 
worldwide  annual  sales  of 
energy  from  renewable 
sources  way  beyond  the  cur- 
rent figure  of  more  than  $30 
billion. 

WIND  BUSINESS.  The  new 

demand  should  benefit  ma- 
jor oil  and  gas  companies 
with  large  commitments  to 
alternative  fuels,  as  well  as 
small  energy  specialists.  For 
example,  Houston-based  En- 
ron, a  large  natural-gas  mar- 
keter, established  a  division 
in  1994  to  enter  the  solar 
and  wind  businesses.  Enron 
now  holds  three  of  the 
world's  largest  wind-energy 
contracts — two  in  Minnesota 
and  one  in  Iowa — and  is  the 
leading  maker  of  modules 
that  produce  solar  power. 
Carol  Coale,  senior  natural- 
gas  analyst  at  Piudential  Se- 
curities, likes  Enron  for  its 
"forward-looking  strategies" 
and  expects  the  stock  to  out- 


SMART  MONEY 


perform  its  industry  group 
with  total  returns  of  at  least 
15%  a  year. 

If  you're  looking  for  small- 
er companies  that  concentrate 
more  exclusively  on  renew- 
able energy,  consider  Spire. 
The  Bedford  (Mass.)  company 
is  the  world's 
leading  produc- 
er of  equipment  used  to  man- 
ufacture solar  panels,  also 
called  photovoltaic  modules. 
The  company  reported  a  prof- 
it of  almost  $1.6  million  for 
the  nine  months  ending  Sept. 
30,  vs.  a  $712,000  loss  for  the 
same  period  in  1996,  as  net 
sales  jumped  36%.  The  good 
news  sent  its  stock  price 
from  a  low  of  2'A  last 
February  to  14  on  Jan. 
5.  With  worldwide  de 
mand  for  photovoltaic 
modules  projected  to 
grow  25%  to  50%  a 
year  through  2002, 
Spire's  prospects 
look  sunny.  The 
market  is  especial-  i 
ly  hot  in  develop-  J 
ing  countries  such  ^ 
as  China. 

Sun    and  wind 
aren't  the  only  renew- 
able   power   sources.  ^ 
Geothermal  energy  pro- 
ducers tap  layers  of  hot 
rock  between  the  earth' 
crust  and  core  to  produ 


electricity.  The  leader  in  the 
field  is  CalEnergy,  based  in 
Omaha.  For  the  nine  months 
ended  Sept.  30,  CalEnergy's 
revenue  increased  326%,  and 
net  income  climbed  47% — or 
$1.59  per  share — from  the 
same  period  last  year.  The 
company  attributes  its  per- 
formance to  strong  existing 
plant  operations  and  earn- 
ings from  geothermal  pro- 
jects in  the  Philippines, 
among  other  factors. 

In  addition  to  promoting 
cleaner  electric  power,  the 
global-wanning  accord  should 
boost  development  of  elec- 
tric cars.  If  you  have  an  ap- 
petite for  risk,  check  out  En- 
ergy Conversion  Devices. 
The  Troy  (Mich.)  company 
makes  rechargeable  nickel- 
metal-hydride  batteries  for 
electric  vehicles  that  offer 
about  twice 


Green  Stocks 


COMPANY 


STOCK  PRICE*    52-WEEK  HIGH  PE  RATIO** 


CALENERGY 

Provides  geothermal  energy 

29 

42 

14.6 

ENERGY  CONVERSION  DEVICES 

Makes  solar  panels  and  batteries 
for  electric  vehicles 

m 

N/A 

ENRON 

Markets  natural  gas,  oversees 
solar  and  wind  projects 

40 

18.3 

SPIRE 

Produces  equipment  used  to 
manufacture  photovoltaic  modules 

14 

31.1 

*Jan.  5    **  Estimated  1997  earnings  N/A  =  Not  Applicable  DATA.  BLOOMBERG  FINANCIAL  MARKETS 


the  driving  range  fro 
charge  as  conventional  1 
acid  cells.  It  boasts  Ger. 
Motors,  Hyundai,  and  Hi 
as  customers  or  licens 
ecd  also  manufactures 
panels  incorporated 
everything  from  roofing 
gles  to  space  stations. 

But  high  research  anc 
velopment  costs,  plus  ] 
fees  from  defending  pat 
pushed  the  company  to  a 
of  $4.3  million  for  its  I 
first  quarter  ended  Sept 
J.  Peter  Lynch,  a  solar  c 
gy  specialist  with  the  S; 
Financial  consulting  fin 
South  Salem,  N.Y.,  th 
"it's  a  company  to  water 
cause  of  its  interesting  t 
nologies."  But,  he  adds 
ceed  with  caution." 
DAIMLER  deal.  Some  COI 
nies  are  looking  at  fuel 
for  powering  autos.  ! 
cells  chemically  ream 
gasoline  molec 
without  com 
tion  to 
duce  elect 
ty.  A  lead* 
this  emisi 
free  proce 
Ballard  Pd 
Systems 
Canada.  Ba 
sealed  a 
million  deal 
Daimler 
last  Augusl 
develop  fuel 
systems.  The 
has  performed  wel 
the  promise  of  fu 
rnings,  even  though 
d  hasn't  made  a  prof 
its  17  years  in  business 
share  price  increased 
in  1997  to  76^.  The  com] 
says  it  expects  to  be  in 
black  by  2001. 

Although  the  financial 
pact  of  the  Kyoto  accord 
yet  to  be  determined,  "g 
warming  means  the  ma 
for  renewables  and  clear 
ergy  can  only  go  up," 
Paul  Hesse,  senior  tech 
specialist  with  the  Energj 
ficiency  &  Renewable  En 
Clearinghouse  in  McLean 
If  so,  you  may  be  wel 
with  stocks  that  can  hea 
as  the  global  warming 
intensifies.        Kate  Mu 
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mron  calls  i(  1  lie  MX-M 11  liber-optic 
photoelectric  sensor. 
\atalie.  it's  how  she  nets  the  ridit  number  of  crayons  in  every  box. 


A  factory  automation  sensor  dial  makes  die  difference 
between  a  happj  and  an  unhappy  customer.  Ii  s  just  one  <>l  many 
components  and  systems  made  by  Omron.  But  the)  re  reflective 
of  everything  we  create  and  produce  for  die  manufacturing, 
automotive,  retail  ami  health  care  industries. 

We  call  ii  producl  development  with  a  focus  on  helping  people, 
at  work  anil  leisure,  achieve  greater  control,  comforl  and  security. 
From  Omron.  a  63-year  old.  S")..~>  billion  global  source  of 
innovation.  Call  800-55-OMRON.  - 


omRon 


® 


Personal  Business 


A  TAX  BREAK 
THE  DEER 
WILL  LOVE 

Veterinarian  John 
Utterback  died  last 
summer,  a  week 
before  he  could  sign 

a  will  that  would  have 
prevented  developers 
from  building  on  his 
ranch  of  several  thousand 
acres.  Utterback's  piece  of 
northwestern  Colorado  shot 
up  in  value  thirtyfold  over 
three  decades,  to  around 
$15,000  an  acre,  as  trophy 
homes  marched  across  the 
hills  from  Steamboat  Springs, 
a  ski  resort.  As  a  result,  his 
death  saddled  his  daughter, 
Karen  Norman,  with  an  es- 
tate tax  bill  in  the  millions. 
To  pay  it,  she'll  probably 
have  to  sell  at  least  part  of 
the  ranch.  "I  was  assessed  as 
if  I  was  putting  up  houses  in 
Steamboat  rather  than 
putting  up  hay,"  she  says. 
"No  way  the  ranch  could 
even  begin  to  pay  that  off." 

What  Utterback  had  been 
attempting  to  complete  be- 
fore his  death  was  a  conser- 
vation easement.  It  would 
have  preserved  the  ranch  as 
forest  and  pastureland  and 
reduced  the  estate-tax  bur- 
den on  his  heirs.  The  tech- 
nique has  long  been  in  use 
as  an  estate-planning  tool  for 
conservation-minded  proper- 
ty owners.  But  Congress  re- 
cently expanded  its  scope  so 
easements  can  be  applied 
posthumously. 

While  the  new  law  comes 
too  late  to  help  Norman,  a 
provision  of  the  Taxpayer  Re- 
lief Act  that  went  into  effect 
on  Jan.  1  gives  relief  to  oth- 
ers in  her  situation.  It  gives 
heirs  nine  months  after  an 
owner's  death  to  enact  con- 
servation easements,  which 
allow  limited  agriculture  and 
forestry  but  prohibit  subdi- 
viding for  development.  The 
new  law  also  cuts  estate  tax- 


es by 
40%  of  the  land's  val- 
ue after  the  easements  are 
put  in  place.  The  tax  break 
tops  out  at  $100,000  in  1998, 
a  threshold  that  rises  annual- 
ly to  $500,000  by  2002. 

The  measure 
is  the  first  new 
tax  incentive  for 
private  land  conservation  in 
over  a  decade.  Like  most 
land  laws,  it  has  generated 
controversy.  Developers  op- 
posed expanding  easements, 
and  some  lawmakers  were 
concerned  about  the  hit  to 
federal  revenues  arising  from 
estate-tax  breaks,  estimated 
at  up  to  $400  million.  That 
debate  led  Congress  to  phase 
in  the  measure  and  require 
that  eligible  land  be  located 
within  25  miles  of  a  large 
metropolitan  area,  national 
park,  or  wilderness  area  or 
within  10  miles  of  certain  na- 
tional forests. 

Conservationists  wanted  to 


ESTATE 


PLANNING 


see  fewer  eligibility 
restrictions  and  larger 
tax  breaks.  But  Helen 
Hooper,  director  of  public 
policy  for  the  Land  Trust  Al- 
liance in  Washington  (202 
638-4725  or  www.lta.org),  calls 
the  measure  "a 
good  start."  The 
compromise  on 
eligible  land  is  aimed  at  con- 
taining urban  sprawl  and  cre- 
ating buffer  zones  near  pro- 
tected land  where  the 
pressure  to  develop  is  often 
greatest.  The  percentage  of 
land  covered  is  highest  in 
small  states,  including 
Delaware,  Rhode  Island,  New 
Hampshire,  Connecticut,  and 
Maryland.  Indeed,  75%  of  pri- 
vately owned  forest  land  lies 
east  of  the  Mississippi  River. 

The  drive  for  expanded  tax 
breaks  has  become  more  ur- 
gent as  older  people  holding 
undeveloped  land  start  estate 
planning.  In  New  England 
and  New  York,  33.4  million 


Help  in  Protecting  Property 

Tfie  1997  tax,  law  relieves  the  pressure  on  heirs  to  sell  land 
to  developers  in  order  to  pay  estate  taxes.  As  of  Jan.  1,  the 
new  law: 


•  Cuts  estate  taxes  by  up  to  40% 
on  land  that's  left  undeveloped 
by  placing  it  under  conservation 
easements,  allowing  limited 
agriculture  and  forestry  but  no 
new  building 

•  Gives  heirs  nine  months  after 
an  owner's  death  to  enact 
conservation  easements 


•  Requires  eligible  land  to  be 
within  25  miles  of  a  national 
park  or  metropolitan  statistical 
area  to  encourage  buffer  zones 

•  Increases  the  maximum  asset 
value  that  can  be  exempted 
from  estate  tax  from  $600,000  to 
$1  million  by  2006 — including 
land,  protected  or  not 


acres  of  forest  were  helcj^ 
1.24  million  nonindustrial  ■ 
ily  owners  in  1995,  saysh{ 
New  England  Forestry  Fil 
dation.   These  landowirs 
have  an  average  age  ml 
late  50s,  so  turnovero: 
much  of  the  land  is  loan- 
ing. "There  are  plent;o: 
baby  boomers  who  are  pig 
on  debt  and  relying  on  inc- 
iting that  land,"  says  |a 
Lacroix  of  the  Appalachi 
Mountain  Club.ffl 
just     makes  jii 
harder  to 
with  the  es 
taxes  when  M 
hit  and  raises  a 
pressure  to  selra 
developers." 
To  qualify  for  estie 
tax  breaks,  owneraoi 
their  heirs  enter  into 
gal  agreement  with  a  q 
fied  conservation  organiz; 
such  as  a  local  land  trust, 
agreement  outlines  res™ 
tions  on  the  property  ancfe 
sponsibilities  of  the  invop. 
parties.  Generally,  easem  its 
limit  the  number  and  locair 
of  structures  and  the  tjd 
of  activities  that  can  m 
place.  But  they  can  beP 
lored  to  meet  the  lander 
er's  financial  needs  and 
sonal  wishes.  The  easem 
leave  the  property  in 
name  of  the  landowner, 
may  live  on  it,  sell  it,  or 
it  on  to  heirs  with  easem 
intact. 

LESS  IS  MORE.  Conservalt 
easements  usually  lower  « 
values  because  they  pre] 
development.  But  landowSr 

in  sought-after  locales 
as  northern  Virginia 
parts  of  California  have 
the  opposite  occur.  "In 
kets  where  wealthy  pe 
are  buying,  limiting  50  or 
acres  to  one  house  site  ca, 
the  value  to  soar,"  says  S; 
Bates,  executive  directc 
the  New  Hampshire  So( 
for  the  Protection  of  For 
That  was  one  factor  be 
Congress'  decision  to  cuf 
tate  taxes,  so  families 
avoid  getting  stung.  As  r 
landowners  enact  easemi 
the  green  their  heirs  wil 
won't  be  just  develot 
dollars.  Paul  C.  J' 


c 
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isiness  Week  Index 


DUCTION  INDEX 


iange  from  last  week:  0.7°/< 
lange  from  last  year:  7.2% 


PRODUCTION  INDEX 


!C,  Apr  Aug.  Dec. 

36  1997  1997  1997 

t  index  is  a  4-week  moving  average 

xluction  index  rose  in  the  week  ended  Dec.  27.  Before  calculation  of  the 
ek  moving  average,  the  index  was  up  1%,  to  131.6,  from  130.3  in  the 
s  week.  After  seasonal  ad|ustment,  most  of  the  components  showed  strong 
es  during  this  holiday-shortened  week.  Output  of  steel  and  oil  were  up  over 
:h,  trucks,  electricity,  and  lumber,  were  up  over  4%  each,  and  coal  posted 
>  gam.  Auto  production  was  down  1.5%,  and  rail-freight  traffic  fell  4.5%. 

ction  index  copyright  1997  by  The  McGraw-Hill  Companies 


DING  INDICATORS 


[  PRICES  (1/2)  S&P  500 

LATEST 
WEEK 

975.00 

WEEK 
AGO 

936.46 

YEARLY 
%CHG 

30.3 

IRATE  BOND  YIELD.  Aaa  (1/2) 

6.70%  6.69% 

8  1 

TRIAL  MATERIALS  PRICES  (1/2) 

97.6 

98.7 

-9.7 

ESS  FAILURES  (12/26) 

NA 

NA 

NA 

ESTATE  LOANS  (12/25)  billions 

NA 

NA 

NA 

1  SUPPLY.  M2  (12/22)  billions 

$4,023.8 

$4,008. 2r 

5.3 

L  CLAIMS.  UNEMPLOYMENT  (12/27)  thous.  318 

305 

-14.3 

'S:  Standard  &  Poor's,  Moody's,  Journal 
Reserve,  Labor  Dept. 

of  Commerce  (in 

Jex:  1990=100), 

]REST  RATES 

AL  FUNDS  (1/6) 

LATEST 
WEEK 

5.35% 

WEEK 
AGO 

6.07% 

YEAR 
AGO 

5.20% 

ERGIAL  PAPER  (1/6)  3-month 

5.51 

5.65 

5.45 

FICATES  OF  DEPOSIT  d/7)  3 -month 

5.58 

5.72 

5.41 

MORTGAGE  (1/2)  30-year 

7.26 

7.23 

TABLE  MORTGAGE  (1/2)  one  year 

5.75 

5.74 

5.76 

(1/2) 

8.50 

8  50 

8.25 

S:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (1/3)  thous.  of  net  tons 

LATEST 
WEEK 

2,254 

WEEK 
AGO 

2,164# 

YEARLY 
%  CHG 

12.8 

AUTOS  (1/3)  units 

0 

42,816r# 

NM 

TRUCKS  (1/3)  units 

0 

52,848r# 

NM 

ELECTRIC  POWER  (1/3)  millions  of  kilowatt-hrs. 

61,946 

60, 720# 

7.0 

CRUDE-OIL  REFINING  (1/3)  thous  of  bbi./day 

14,861 

15,061# 

COAL  (12/27)  thous.  of  net  tons 

17,566# 

22,896 

16.0 

LUMBER  (12/27)  millions  of  ft. 

288  8ff 

469.8 

9.6 

RAIL  FREIGHT  (12/27)  billions  of  ton-miles 

20.7# 

28.0 

9.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/7)  $/troy  oz. 

LATEST 
WEEK 

281.600 

WEEK 
AGO 

290.200 

YEARLY 
%  CHG 

-21.0 

STEEL  SCRAP  (1/6)  #1  heavy,  $/ton 

143.50 

143.50 

23  2 

COPPER  (1/2)  (Z/lb. 

80.0 

81.8 

-24.9 

ALUMINUM  (1/2)  e/ib 

73.5 

74.0 

0.0 

COTTON  (1/2)  strict  low  middling  1-1/16  in.,  e/lb 

63.80 

64.34 

10  i 

OIL  (1/6)  $/bbl. 

16.64 

17.40 

3  b  5 

CRB  FOODSTUFFS  (1/6)  1967=100 

231.01 

228  83 

(1  1 

CRB  RAW  INDUSTRIALS  (1/6)  1967=100 

304.05 

306.88 

-9.4 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (1/7) 

LATEST 
WEEK 

131.63 

WEEK  YEAR 
AGO  AGO 

130.57  115.91 

GERMAN  MARK  (1/7) 

1.82 

1  80 

1.58 

BRITISH  POUND  (1/7) 

;  63 

1  65 

1.69 

FRENCH  FRANC  (1/7) 

6.10 

6.01 

5.32 

ITALIAN  LIRA  (1/7) 

1789.5 

1768.0  1542.7 

CANADIAN  DOLLAR  (1/7) 

1  43 

1.49 

1.35 

MEXICAN  PESO  (1/7) 

8.055 

8  070 

7.812 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/7) 

111.0 

110.0 

9'  i ;-; 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars,  Trade-weighted  dollar  via  J  P.  Morgan. 


lata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
int.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


[HE  WEEK  AHEAD 


IMER  PRICE  INDEX 

y,  Jan.  13,  8:30  a.m. est*-  Consumer 
For  all  goods  and  services  likely 
ed  0.1%  in  December,  according  to 
dian  forecast  of  economists  surveyed 
International,  one  of  The  McGraw-Hill 
nies.  Excluding  food  and  energy,  core 
likely  edged  up  0.2%  last  month.  In 
ber,  both  total  prices  and  core  prices 
mere  0.1%.  The  inflation  rate  is  set  to 
97  below  2%,  thanks  in  large  part  to 
prices  for  imports. 

.  SALES 

sday,  Jan.  14,  8:30  a.m. est*-  The 
i  MMS  forecast  expects  that  retailers 
>ood  but  not  great  holiday  season. 


December  retail  sales  likely  rose  0.4%,  after 
a  0.2%  gain  in  November.  Excluding  motor- 
vehicle  sales,  store  receipts  likely  rose  0.3% 
in  December,  on  top  of  a  0.2%  advance  in 
November.  After  their  spending  surged  at  a 
5.6%  annual  rate  in  the  third  quarter, 
consumers  slacked  off  a  bit  in  the  fourth. 
Still,  real  consumer  spending  likely  grew  by 
2.5%,  with  outlays  for  services  growing  at  a 
4%  clip. 

BUSINESS  INVENTORIES 

Thursday,  Jan.  15,  8:30  a.m. est*  Invento- 
ries held  at  manufacturers,  wholesalers,  and 
retailers  likely  grew  0.3%  in  November,  after 
a  0.4%  rise  in  October.  Factories  have 
already  reported  a  0.3%  increase  in  their 


stock  levels  for  the  month.  Business  sales 
likely  rose  0.4%  in  November,  after  slipping 
0.1%  in  October. 

INDUSTRIAL  PRODUCTION 

Friday,  Jan.  16,  9:15  a.m. est*-  The  mms 
survey  calls  for  a  0.3%  rise  in  industrial 
output  in  December,  much  less  than  the 
0.8%  increase  in  November.  However,  rail- 
car  shortages  delayed  delivery  of  supplies 
to  some  producers.  But  even  with  the 
smaller  increase  last  month,  output  likely 
grew  at  an  annual  rate  of  6.4%  in  the 
fourth  quarter,  faster  than  the  6.1%  rate  in 
the  third.  The  average  operating  rate  for  all 
industry  probably  rose  to  83.4%  in  Decem- 
ber, from  83.2%  in  November. 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


SoC 

it  to  us 

America! 


SoC  It  to  USl  Th.it'.  the  roar 
that's  reverberating  across 
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gild  Engineers  Why'/ 
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at  the  cutting  edge  of 
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shattering  technology,  you 
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that  the  best  technicians 
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to  take-  this  technology 
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Wake  up  and  smell  the 
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technology's  moving 
faster  than  you  think 
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Airbus  Industrie  28,40 
Alcoa  (AA)  28 
Alfa  Group  46 
American  Express  (AXP)  28, 
58 

American  Express  Financial 

Advisors  (AXP)  24 
America  Online  (AOL)  4,  37, 

57,58 

Amentech  (AIT)  35 
Apple  Computer  (AAPL)  36 
Aramark  28 
AST  Research  44 
AT&T(T)  35 
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Ballard  Power  Systems  90 
Bank  of  America  (BAC)  54 
Barnes  &  Noble  (BKS)  58 
BAT.  Industries  (BTI)  36 
Bell  Atlantic  (BEL)  35 
BellSouth  (BLS)  35 
Bernstein  (Sanford  C.)  40 
Best  Foods  32 
Bethlehem  Steel  (BS)  40 
Bic  70 
BMW  50 

Boeing  (BA)  28,40 
Bristol  Hotel  28 
Brown  &  Williamson  36 


CalEnergy  (CE)  90 
Capital  Research  & 
Management  57 
CBS  6 

CE.  Unterberg  Towbm  57 
Chevron  (CHV)  28 
Chrysler  (C)  34,40,58 
CIBC  Oppenheimer  57 
Circuit  City  Stores  (CC)  28 
Cisco  Systems  (CSCO)  69 
Citibank  (CCD  28 
Citicorp  (CCD  40 
Coca-Cola  (KO)  70 
Comcast  58 

Compaq  Computer  (CPQ)  16, 
69 

CompuServe  16,  57,  58 
Connectix  16 

Continental  Airlines  (CAI.A)  58 
Credit  Suisse  First  Boston  37, 
58,  69 

CSX  (CSX)  58 
Cyber  Dialogue  37 


Daewoo  44 

Daimler  Benz  (DAI)  50,90 
Daiwa  Securities  44 
Dataquest  58 
Deere  (DE)  82 


Dell  Computer  (DELL)  16,58 
Deutsche  Morgan  Grenfell  88 
Deutsche  Telekom  53 
Diba  Systems  69 
DNA  Plant  Technology 
(DNAP)  36 
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Eastman  Kodak  (EK)  10 
Ehrenkra  ntz  King 

Nussbaum  32 
Electronics  for  Imaging  10 
Energy  Conversion  Devices 

(ENER)  90 

Energy  Efficiency  &  Renewable 
Energy  90 
Enron  (ENE)  90 
Escada  82 
Excite!  (XCIT)  37, 57 


F&S  81 

fbr  Small  Cap  Growth/Value 
Fund  10 

Federal  Express  (FDX)  38 
First  Call  28, 70 
First  Data  58 
Ford  (F)  34, 40, 50 
Forrester  Research  (FORR)  58 
Freedonia  Group  70 
Fuji  Photo  Film  (FUJIY)  10 
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Gazprom  53 
General  Mills  (GIS)  32 
General  Motors  (GM)  34, 40, 
90 

Gerard  Klauet  Mattison  40 
Gillette  (G)  70, 76 
Goldman  Sachs  82 
Goldmine  Software  16 
GTE  (GTE)  35 
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Hewlett-Packard  (HWP)  16 
Honda  (HMC)  34, 40, 90 
Hotmail  37,58,69 
Hyundai  44,  58, 40 
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IBM  (IBM)  58,66,69,96 
ICI  28 

Inkombank  46 
Intel  (INTO  4, 57, 70 
International  Data  58 
Ipsco  28 

ISP  Concentric  Network  58 


JayAlix  40 

Johnson  &  Johnson  (JNJ)  70 
Jupiter  Communications  37 
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Kia  Motors  44 


Kohlberg  Kravis  Roberts  82 
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La  Quinta  Inns  (LQI)  40 
Legg  Mason  35 
Leisure  Investments  82 
Lennar(LEN)  28 
LG  40, 44 

Lippincott  &  Margulies  70 
UR  Red  book  Service  25 
Loomis  Sayles  28 
Lukens (LUC)  40 
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Mag  Technology  81 
McGraw-Hill  (MHP)  25,  58, 93 
MCI  Communications 

(MCIC)  35 
Meditrust  40 
Menatep  46 
Menlo  Ventures  37 
Mercer  Management 

Consulting  70 
Merck  (MRK)  57 
Merrill  Lynch  (MER)  40,  54, 

58, 69, 82 

MFR  Global  High  Yield 
Fund  10 

Microsoft  (MSFT)  4,16,20, 
36, 37,  58, 66, 69, 96 

MMS  International  (MHP)  93 
Monsanto  (MTC)  58,82 
Morgan  (J.R)  (JPM)  32 
Morgan  Lewis  &  Bockius  58 
Morgan  Stanley  Dean  Witter 
(MWD)  37,  54,  70 
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NationsBanc  Montgomery 

Securities  (NB)  69 
Netscape  Communications 

(NSCP)  37, 57,  58, 66.  69. 

96 

Network  Associates  6 
Nissan  58 

Nomura  Securities  82 
Nordstrom  38 

Northwest  Airlines  (NWAC)  58 
Norwest  Investment 
Management  88 
N2K  (NTKI)  57 
Nucor(NUE)  28 


Offitbank  28 

Oracle  (ORCL)  36,  58,  66,  69, 
96 

Orlev  Scientific/Ormat 
Industries  81 


Pacific  Telesis  (PAC)  35 
PaineWebber  (PWJ)  28 
Phelps  Dodge  (PD)  28 
Philips  Electronics  (PHG)  58 
Pillowtex  (PTX)  28 
Pioneer  Equity/Income 
Fund  32 
Pioneer  Fund  32 
Procter  &  Gamble  (PG)  70 
Prodigy  Services  57 
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Radiant  Systems  (RADS 
Ragen  MacKenzie  40 
Republic  Industries  (Rll 
Ritz  Carlton  82 
RocketMail  37 
Rolls-Royce  50 
Rolls-Royce  Motor  50 
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Salem  Financial  90 
Salomon  Smith  Barney 

(TRV)  24,  50, 58 
Samsung  44,58 
SBC  Communications 

(SBC)  35 

Schering-Plough  (SGP) 
ShareWave  4 
Shell  Oil  (RD)  82 
Sierra  Health  Services  ( 
Softbank  4,  58 
Southern  New  England 

Telecommunications 

(SNGC)  35 
Spire  (SPIR)  90 
Splash  Technology  10 
Ssangyong  Motor  44 
Standard  &  Poor's  Comi 

(MHP)  58 
Standard  &  Poor's  DRI 

(MHP)  28, 54 
Sun  Microsystems  (SUN 

66,  69,  96 
Sutro  40 
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Total  53 

Toyota  (TOYOY)  34, 40 
Travelers  (TRV)  40 
T  Rowe  Price  88 
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Unisys  (UIS)  40 
UPS  38 
USA.net  37 
U.S.  Steel  (X)  82 
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Vical  (VICL)  57 
Vickers  50 
Volkswagen  50,58 
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Walt  Disney  (DIS)  58 
Warner-Lambert  (WLA) 
WebTV  58, 69 
White  Consolidated 
Industries  6 
Who?  Vision  Systems 
WhoWhere?  37 
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Yahoo!  (YHOO)  37,  58 
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%  change 
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964  00 


1-week  change 
+  1.1% 

MENTARY 

Dublesome  week  for  the 
r  and  for  U.S.  stocks.  The 
r  fell  against  the  yen  on 

7,  over  concern  that 
nese  and  U.S.  officials 
it  sell  dollars  to  bolster 

yen.  Meanwhile,  U.S. 
is,  which  rose  in  trading 
in.  2  and  Jan.  5,  declined 
ig  the  following  tm  days, 
biggest  drop  was  regis- 

on  Jan.  6,  when  the  Dow 
s  industrial  average  fell 
loints.  Traders  were  con- 
:d  that  corporate  earnings 
it  not  be  up  to  par,  par- 
arly  among  banks  and  oil 
janies. 


EASURY  BOND  INDEX 

July     Jan.  Dec.  31  -Jan  7 


:  1643.22 
•  1635 


1-week  change 
+1.(5% 

iloomberg  Financial  Markets 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

7902.3 

1.4 

20.7 

NASDAQ  Combined  Composite 

1561.7 

1.6 

18.3 

S&P  MidCap  400 

325.8 

0.2 

26.2 

S&P  SmallCap  600 

177.9 

0.6 

21.8 

S&P  SuperComposite  1500 

207.0 

1.0 

28.2 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

293.4 

1.5 

25.4 

S&P  Financials 

1 16.2 

-0.2 

41.8 

S&r  utilities 

228.2 

-2.5 

14.2 

PSE  Technology 

290.8 

2.8 

16.3 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

5224.1 

2.2 

27.8 

Frankfurt  (DAX) 

4391.5 

4.6 

51.1 

Tokyo  (NIKKEI  225) 

15,028.2 

1.7 

-19.6 

Hong  Kong  (Hang  Seng) 

9,538.6 

-9.2 

-29.1 

Toronto  (TSE  300) 

6590.6 

-0.9 

11.1 

Mexico  wry  ii' tJ 

A  QA  O  Q 

-3.5 

38.9 

FUNDAMENTALS 

Latest 

Week 
ago 

fear 
ago 

S&P  500  Dividend  Yield 

1 .59  % 

1.61  % 

1.92% 

S&P  500  P/E  Ratio  (Last  12  mos. 

24.6 

23.6 

21.2 

S&P  500  P/E  Ratio  (Next  12  mos. 

)*  19.0 

18.6 

16.1 

First  Call  Earnings  Surprise* 

-4.7  % 

2.00% 

1.92% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

899.6 

894.2 

Positive 

Stocks  above  200-day  average 

64.0% 

62.0% 

Neutral 

Options:  Put/call  ratio 

0.55 

0.58 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

1.90 

2.03 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Data:  Bloomberg  Financial  Markets;  *  First  Call  Corp. 


Entertainment 
Defense  Electronics 
Publishing 

Photography/Imaging 
Broadcasting 


7.9 
7.7 
7.2 
5.8 
5.2 


Trucking 

Invest.  Banking/Brkrge. 
Airlines 

Savings  &  Loans 
Homebuilding 


155.2 
73.0 
70.1 
62.3 
59.1 


WORST-PERFORMING   Last                               Last  12 
GROUPS                    month  %                         months  % 

Oil  &  Gas  Drilling 

-21.8  Metals 

-36.0 

Money  Center  Banks 

-12.1   Engineering  &  Constr. 

-35.3 

Metals 

-12.0  Gold  Mining 

-34.9 

Savings  &  Loans 

-11.4  Shoes 

-28.5 

Shoes 

-11.4  Photography/Imaging 

-20.9 

BLOOMBERG  MONEY  FLOW  ANALYSIS 

Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Telebras-ADR 

11272 

-'*16 

Citicorp 

123 

-187/8 

Trump  Hotels  &  Casino  Resorts 

7Ve 

-*4 

IBM 

105'/4 

-7*8 

Chase  Manhattan 

107*16 

-10*16 

AMR 

1297/ie 

-2*8 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Pfizer 

77 'A 

272 

American  International  Group 

108^16 

27/l6 

Anchor  Gaming 

567/8 

4'/2 

Chubb 

77*4 

27a 

Ciena 

60*4 

*8 

Comcast 

307/is 

2*8 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5 

25 

5.2! 

>  4.98 

90-DAY  TREASURY  BILL 

S 

5 

20 

5.3! 

)  5.16 

6-MONTH  BANK  CDS 

5 

2 

D 

5.2 

5.01 

1-YEAR  TREASURY  BILLS 

5.2 

1 

5.52  5.61 

10-YEAR  TREASURY 

NOTES 

5.53 

5.76  6.60 

30-YEAR  TREASURY 

BONDS 

5.78 

5.92  6.83 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate. 


10-yr.  bond 
Latest  Last 
week  week 


30-yr.  bond 
Latest  Last 
week  week 


LONG-TERM  AA  INDUSTRIALS  6.41  6.55  7.33 
LONG-TERM  BBB  INDUSTRIALS  6.74  6.88  7.80 
LONG-TERM  AA  TELEPHONES    6.74  6.89  7.54 


GENERAL  OBLIGATIONS 

4.37% 

4.40% 

4.95% 

4.98% 

PERCENT  OF  TREASURIES 

79.10 

76.47 

85.63 

84.10 

TAXABLE  EQUIVALENT 

6.33 

6.38 

7.17 

7.22 

INSURED  REVENUE  BONDS 

4.46 

4.50 

5.13 

5.17 

PERCENT  OF  TREASURIES 

80.73 

78.20 

88.74 

87.31 

TAXABLE  EQUIVALENT 


6.46 


6.52 


7.43  7.49 


rUAL  FUNDS 


500"  HI  U  < 
total  return 


w 


Diversified  WS  All  Equity 
52-week  total  return 


vlorningstar,  Inc. 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Blanchard  Precious  Metals 
PIMCo  Precious  Metals 
GT  Global  Telecommun.  B 
Fidelity  Sel.  Prec.  Metals 
Gabelli  Gold 

Leaders 

52-week  totcl  return 


Lexington  Troika  Russia 
Fidelity  Sel.  Brokerage 
FBR  Small  Cap  Financial 
American  Heritage 
Evergreen  U.S.  Real  Est.  Y 


EQUITY  FUND  CATEGORIES 


Laggards 
%    Four-week  total  return 


% 


10.9  Lex.  Crosby  Sm.  Cap  Asia  -21.2 

10.2  Matthews  Pacific  Tiger  -20.1 

9.3  Guinness  Flgt.  Asia  Sm.  Cap  -17.7 

8.9  Morg.  Stan.  Instl  Asia  Eq.  A  -17.6 

8.6  GT  Glob.  Natural  Res.  A  -17.6 


Laggards 
%    52-week  total  return 


% 


63.3  Matthews  Korea  -62.5 

62.1  Midas  -57.8 

57.2  Morgan  Stan.  Instl.  Gold  A  -57.2 
55.7  DFA  Japanese  Small  Co.  -56.7 

55.3  U.S.  Global  Investors  Gold  -56.4 


Leaders 

Laggards 

Four-week  total 

return  % 

Four-week  total  return 

% 

Precious  Metals 

5.5 

Pacific/Asia  ex-Japan 

-12.1 

Utilities 

3.1 

Diversified  Pacific/Asia 

-9.0 

Communications 

2.1 

Natural  Resources 

-6.9 

Real  Estate 

1.4 

Japan 

-6.2 

Europe 

1.0 

Technology 

-3.3 

Leaders 
52-week  total  return 


Laggards 
52-week  total  return 


Financial 
Communications 
Large-cap  Blend 
Small-cap  Value 
Mid-cap  Value 


% 


45.2  Precious  Metals  -42.0 

27.0  Pacific/Asia  ex-Japan  -38.1 

26.5  Diversified  Pacific/Asia  -29.1 

26.4  Japan  -20.4 

25.9  Diversified  Emerging  Markets  -7.7 


are  as  of  market  close  Wednesday.  Jan.  7,  1998,  unless  otherwise  indicated.  Industry  groups 
5&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  money  flow  analy- 
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Editorials 


MICROSOFT:  WHAT'S  REALLY  AT  STAKE 


Is  Microsoft's  growing  power  in  the  marketplace  inhibiting  in- 
novation? Should  the  government  step  in  to  ensure  compe- 
tition in  the  information  economy?  These  are  the  fundamental 
issues  in  Microsoft's  current  contretemps  with  the  Justice 
Dept.  Competition  and  innovation  are  the  driving  forces  behind 
America's  remarkable  surge  in  growth,  profits,  and  jobs.  They 
play  to  the  core  strengths  of  American  society.  Monopoly  prac- 
tices that  inhibit  competition  and  innovation  do  dire  harm  and 
should  be  curbed.  Period. 

But  is  William  H.  Gates  III  a  John  D.  Rockefeller  incarnate, 
intent  on  building  Microsoft  into  a  software  trust  as  monopolistic 
as  Standard  Oil?  Clearly  not,  at  least  in  traditional  economic 
terms.  The  robber  barons  of  the  late  19th  century  built  their 
trusts  in  oil,  steel,  and  railroads  to  raise  prices.  The  concern 
over  Microsoft's  behavior  is  not  about  monopoly  pricing.  Today, 
global  pricing  power  is  rare  and  prices  for  high-tech  products 
tend  to  fall.  In  the  current  debate  about  Microsoft's  power  in 
the  Information  Age,  innovation,  not  price,  is  the  principal  issue. 

There  is  little  doubt  that  Microsoft  has  leveraged  the  near- 
monopoly  of  its  Windows  operating  system  to  move  into  an 
ever-growing  number  of  markets.  It  has  plans  to  be  big  in  vir- 
tually every  business  where  software  matters.  It  wants  to 
become  a  powerhouse  in  consumer  electronics,  electronic  com- 
merce, and  corporate  computing.  It  is  elbowing  Netscape  Com- 
munications aside  to  become  a  prime  gateway  to  the  Internet. 
It  is  piling  into  travel  services,  investment  advice,  WebTV,  ca- 
ble, E-mail,  and  auto  sales  (page  58). 


Therein  lies  the  rub.  The  government's  case  against  Micri 
is  based  on  the  notion  that  in  high  technology,  a  comj 
that  establishes  itself  as  a  dominant  standard  in  one  cr 
market  can  leverage  it  into  other  markets  to  the  disadvan| 
of  competing  technologies  and  products  that  may  be  sup(§ 
The  result  is  a  stifling  of  innovation.  That's  what  Judge  Th 
P.  Jackson  said  when  he  ordered  Microsoft  to  stop  requ 
computer  makers  to  bundle  its  Internet  Explorer  bro' 
with  its  Windows  95  operating  system. 

Microsoft  is  saying  "nuts"  to  this  growing  opposition. 
Gates  insists  there's  plenty  of  competition.  Sun  Microsyst 
Java  directly  threatens  Windows.  Netscape,  for  all  its  probl 
still  has  the  most  popular  browser.  Then  there  is  IBM, 
ahead  in  The  Next  Big  Thing  in  software — voice  recogniti 
and  way  ahead,  with  its  Lotus  Notes,  in  sharing  inform! 
across  big  corporate  networks. 

Who's  right?  It's  a  tough  call.  When  are  competitors'  s 
sations  of  stifling  innovation  only  sour  grapes?  Despite 
disdain  Microsoft  has  so  far  shown  toward  the  governme 
its  dispute,  Washington  has  a  legitimate  role  to  play  in  kec- 
the  playing  field  level.  But  the  government  has  no  business 
ishing  a  successful  company  just  because  it  is  successful 
should  it  muck  about  in  free  markets  when  they  are  free, 
current  debate  about  monopoly  power  in  the  Information 
must  be  addressed  seriously.  The  stakes  are  too  higl 
grandstanding  or  emotion.  If  innovation  declines,  it  thret 
the  entire  entrepreneurial  culture  of  America. 


ZERO  INFLATION.  SAVOR  THE  MOMENT 


Sweet  victory.  Price  stability  in  our  time.  It  may  not  be  as 
portentous  as  the  end  of  the  cold  war  or  as  flashy  as  bal- 
ancing the  budget,  but  the  virtual  end  of  inflation,  as  signaled 
by  Federal  Reserve  Chairman  Alan  Greenspan  recently,  is 
cause  for  celebration.  It  marks  the  final  chapter  in  the  20-year 
battle  against  inflation  that  began  when  Paul  Volcker  became 
head  of  the  Federal  Reserve.  Before  we  begin  fretting  about 
the  flip  side  of  inflation — deflation — let  us  savor  the  moment. 

Most  consumers  have  been  wondering  where  inflation  has 
gone.  For  every  hike  in  cable  bills,  movie  or  airline  tickets,  they 
see  declines  in  prices  for  computers,  clothes,  gasoline,  even  au- 
tos.  College  costs  and  medical  inflation  are  down  below  3%  an- 
nually from  their  double-digit  highs.  Average  it  all  out  and  the 
consumer  price  index  is  running  at  about  a  1.8%  rate.  Pretty 
low.  Add  in  the  fact  that  Greenspan  and  many  other  economists 
believe  the  official  statistics  will  still  overstate  inflation  by 
about  1%  even  after  the  upcoming  recalibration  of  the  cpi.  Take 
a  look  at  Europe  and  much  of  Asia,  and  everyone  around  the 
world  is  approaching  price  stability. 

It's  nice  not  to  have  to  worry  about  ever  rising  prices. 
Business  decisions  can  be  made  on  fundamentals,  not  on  price 


expectations.  That's  pretty  much  true  of  households  as 
Companies  that  want  rising  profit  margins  have  to  innova 
cut  costs.  The  resulting  productivity  can  pay  for  real 
gains.  A  nice,  virtuous  cycle  (page  28). 

The  worry,  of  course,  is  that  zero  inflation  will  slide  inti 
flation.  When  people  believe  that  prices  will  fall  continue  | 
they  hold  onto  their  money  rather  than  spend  it.  Prices 
faster  than  unit  sales  grow,  so  corporate  profits  plum| 
Growth  suffers,  recession  results.  Japan  has  been  in  a 
tionary  spiral  for  several  years  now.  Asset  prices  for  land, 
ing,  and  equities  are  half  of  what  they  were  in  the  1980s] 

If  fret  you  must,  keep  your  eye  on  U.  S.  corporate  earn! 
The  meltdown  in  Asia  is  far  more  severe  than  anyone  ai 
Fed  or  in  the  Administration  ever  anticipated,  and  it  coul 
worse.  If  earnings  begin  to  fall  sharply  and  the  market  t 
then  deflation  could  get  ugly.  Asset  deflation  a  la  Japan  wi- 
the alarm  bells  off  at  the  Fed. 

Fortunately,  the  end  of  inflation  gives  the  Fed  more  le<ra 
to  deal  with  economic  downdrafts  than  it  has  had  in  dec.e 
So  if  it  comes  down  to  it,  Greenspan  has  plenty  of  room  t<ci 
interest  rates. 
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IS  THERE  MORE  TO  .1  AN  \  THAN  COFFEE  JOKES? 

rwo  years  ago,  the  introduction  of  Java™  software  created  a  whirlwind  of 
excitement  and  an  explosion  of  coffee-oriented  puns.  Was  it  all  hype? 

\t  IBM.  wr  think  .la\a  i>  wortln  ut  th»*  >tir  it  created.  An  idea  that  brings 
two  hmrlit*  td  bu»inesses  vvishingto  become  e-businesses:  one  is  faster  application 


■ 


•  7 II- 

development,  the  oilier  is  tin-  promise  of  standards  ai 

Perhaps  the  most  profound  change  thai  the  Web  lias  brought  to  the  I  I  world 
is  a  culture  of  standards.  Its  this  capability  that  permits  universal  connectivity  and  has 
allowed  8()-nii  1 1  ion-plus  people  to  access  the  Web.  Java  is  the  first  language  that  allows 
a  single  application  to  run  on  any  platform  (write  once,  run  anywhere"). 

This  can  speed  the  application  development  process  -  since  you  don't  have 
to  create  a  different  version  ol  your  software  for  every  client,  every  server  and  every 
browser.  And  since  most  business  environments  contain  a  wide  variety  of  computing 
platforms.  Java  is  just  common  sense.  So  is  the  idea  of  100%  Pure  Java  -  a  Java  that 
is  not  corrupted  by  ollshoots  and  ( )S  dependencies.  (We  support  Sun™ on  this  issue.) 

Is  Java  perfect?  No.  Not  yet.  Like  any  new  technology,  it  needs  refinement.  But 
it's  maturing  faster  than  any  other  language  in  history  and  IBM  is  working  to  make  it 
real.  Currently,  we  have  more  people  working  on  Java  than  any  other  company  - 
creating  real-world  applications  in  finance,  manufacturing  and  distribution  (to  name 
a  lew).  And  we  re  putting  Java  to  work  to  soke  real  business  problems. 

Were  also  creating  award-winning  tools  Like  Visual  Age"  software  and  Lotus 
Bean  Machine!"  These  are  powerful,  flexible  programming  tools  that  make  it  easier 
for  all  kinds  of  companies  to  build  customized  solutions  (everything  from  interactive 
customer  service  Web  sites  to  collaborative  intranets). 

To  learn  more  about  how  IBM  and  Java  can  help  your  business  become  an 
e-business  (and  enjoy  one  or  two  fresh  coffee  puns),  we  invite  you  to  check  out  our 
Web  site  at  www.ibm.com/java  or  call  us  at  I  800  IBM  7080,  ext.  NC39. 
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The  U.S.,  Japan,  and  Europe  must 
coordinate  a  coherent  response.  First 
priority:  An  emergency  plan  to  halt  the 
currency  slides.  Next,  air  all  the  bad 
news — no  more  shockers.  The  banks  will 
need  billions  more  as  short-tenn  debt  is 
restructured.  Most  important,  the  public 
on  all  three  continents  must  be  sold  on 
the  urgency  of  implementing  the  plan 
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-WAY  PATROL 


COMPAQ  ABANDONS  THE  COUCH  POTATOES 


IT  S    FADE   TO    BLACK  FOR 

Compaq  Computer's  pc-tv 
combo.  Just  eight  months 
after  the  computer  maker 
launched  its  lavishly  outfited 
pc  Theatre  into  consumer 
electronics  stores  to  corn- 


TV  OR  NOT  TV?  Market  confusion 


pete  against  Gateway  2000's 
Destination  pc-tv,  weak 
sales  have  prompted  the 
company  to  pull  the  plug. 

Compaq  jointly  developed 
the  $5,000-and-up  device  with 
Thomson  Consumer  Elec- 
tronics, maker  of  RCA  and 
other  tv  brands.  The  two 


companies  developed  special 
hardware  and  software  that 
let  the  tv  do  double  duty  as 
a  computer  display.  A  cord- 
less keyboard  lets  customers 
write  E-mail  or  cruise  the  In- 
ternet while  watching  TV  in  a 
window  on  the  screen. 

Production  of  new 
units  has  been  halted, 
and  the  remaining  PC 
Theatre  9100s  have 
been  sold  to  a  mail-or- 
der company,  says  a 
Compaq  spokesman.  It 
wasn't  just  customer 
resistance  to  the  price, 
either,  that  did  in  the 
"  pc  Theatre.  According 
to  the  spokesman,  retailers 
weren't  sure  whether  to  mar- 
ket the  device  alongside  PCs 
or  big-screen  TVs.  Meanwhile, 
rival  Gateway  is  doing  bet- 
ter by  selling  its  Destination 
PC  TV  for  less  money — as  low 
as  $2,500— and  through  the 
mail.         Gary  McWilliams 


THE  FUND  FRONT 

WHEN  BIG  DEALS 
DON'T  HAPPEN 

MUTUAL-FUND  INVESTORS 
would  do  well  to  check  their 
holdings  when  a  big  merger 
falls  through.  Wall  Street 
arbs  aren't  the  only  ones 
who  can  be  left  holding  the 
bag  when  a  deal  fizzles. 

When  PhyCor  ditched  a 
proposed  merger  with  Med- 
Partners  on  Jan.  7,  shares  of 
both  companies  plunged,  tak- 
ing a  bite  out  of  some  Put- 
nam and  aim  mutual  funds. 

According  to  a  study  of 
federal  filings  by  AMG 
Data  Services,  Putnam 
funds,  including  New 
Opportunities  and  Voy- 
ager, has  lost  $N1  million 
on  its  MedPartners  hold- 
ings since  the  beginning 
of  the  year.  The  fund 


family  also  reported  holding 
more  than  6  million  PhyCor 
shares,  for  an  indicated  loss 
of  $55  million  on  them.  Mean- 
while  amg  says  that  aim's  Val- 
ue, Charter,  and  Constellation 
funds  held  most  of  its  13.2 
million  MedPartners  shares 
for  an  indicated  paper  loss  of 
nearly  $185  million. 

amg  says  the  filings  on 
these  funds  lag  behind  the 
merger  events  by  months,  so 
fund  managers  may  have 
changed  their  holdings  be- 
fore the  falloff.  Neither  Put- 
nam nor  aim  would  comment 
on  their  stakes  in  the  two 
companies.     Robert  Barker 


MERGER  FALLOUT 

COMPANY            JAN.  2  JAN.  14 

PHYCOR          $27.00  $20.31 

MEDPARTNERS    $21.63  $8.25 

SOURCE  BLOOMBERG  FINANCIAL  MARKETS 


HY-BOULAIS:  Rough  rally 


TALK  SHOW  "The  word  aggressive  has  now  been  replace1 
by  the  word  reckless." 

— NBC  Sports  Presiden  t  Dick  Ebersol,  after  losing  high  -stakes  I 
bidding  war for  Monday  Night  Football  to  ABC 

SPORTS  BIZ 


DISORDER 
ON  THE  COURT 

ON  THE  COURT,  THE  RIVALRY 

between  top  tennis  pros 
Martina  Hingis  and  Steffi 
Graf  presages  an  upcoming 
season  full  of  fireworks.  But 
behind  the  scenes  of  the 
Women's  Tennis  Association, 
equally  intense  rivalries 
threaten  to  tear  apart  this 
year's  tour  as  it  faces  the  loss 
of  a  critical  sponsor  and  a 
civil  war  among  its  players. 

Central  to  the  mess  is  Pa- 
tricia Hy-Boulais,  ranked  64th 
by  the  wta  and  elected  presi- 
dent of  its  Players'  Assn.  last 
fall.  She  wants  lower  ranked 
wta  players  to  have  a  bigger 
cut  of  the  tour's  $40  million 
piize  pool.  Her  first  move  was 
to  fire  several  Association 
business  advisers. 

Rebellion  ensued.  Top  play- 
ers paraded  at  one  tourna- 
ment wealing  T-shirts  saying: 
"If  you  want  to  win,  practice 

SLUGFESTS 


harder."  Meanwhile,  Corefc 
Canadian  software  comp; 
that  is  the  title  sponsor  of 
wta  tour,  said  it  wouldn't 
new  its  sponsorship  in  1!> 
A  new  WTA  CEO  brought 
to  make  peace  left  before  i 
first  day  at  work.  And  1 
Boulais  is  now  in  a  legal  It 
tie  to  stay  head  of  the  un  r 
She  declined  to  comment. 

Now  it's  up  to  the  r| 
wta  president.  Bail  MeGuf 
former  outside  counsel  for  i 
wta,  to  resolve  the  chaos.!; 
next  season,  a  hard-foui 
baseline  rally  may  str 
tame.  Brad  Wolvew 




WHAT'S  IN  A  NAME?  ASK  3COM 


IS  MICROSOFT  FACING 
charges  of  being  the  bad  boy 
of  technology  yet  again?  Yep. 
But  this  time,  3Com's  the  one 
crying  foul. 

3Com  wasn't  upset  on  Jan. 
7  when  Microsoft,  introduced 
a  handheld  PC 
modeled  on 
its  best-selling 
PalmPilot.  The 
entry  of  a  big 
company  like 
Microsoft,  it 
said,  meant  con- 
sumers would 
be  reassured  ~ 
about  the  still-fledgling  cate- 
gory of  pocket-size  computers. 
The  new  models  use  Windows 
ce  software  and  will  be  sold 
by  such  companies  as  Philips, 
Samsung,  and  Casio,  which 
makes  the  Cassiopeia. 

But  3Com,  whose  version 
uses  its  own  PalmOS  soft- 


PALM  PILOT  vs.  CASSIOPEIA 


ware,  was  furious  wl 
Microsoft  decided  to  call|t 
design  the  "Palm  PC."  3Cp 
has  already  trademark 
"Palm  Computing"  and  "Pc 
Pilot."  "Microsoft  should! 
ashamed  of  itself,"  sv\ 
Donna  Duln 
sky,  presida 
of  3Com's  Pfa 
Computing  sjb 
sidiary.  'I 
bad  enoir] 
that  they  hfi 
to  copy  evag 
body's  prfl 
"  ucts,  but  fi 
they  have  to  copy  the  nanf 
The  company  says  it  li 
go  ahead  and  sue  Microsp 
Meanwhile,  Microsoft  ex<U 
tive  Roger  Gulrajani  pch 
poohs  the  problem.  "Pal,1 
he  says,  is  simply  a  genii 
term  for  a  device  heldjii 
one's  hand.  Steve  Wildstm 


A  World  Of  Free  Travel 
Now  Comes  With  A  Rare  Offer. 


Double  Points  Until  March  31. 

Hilton  and  you'll  discover  that  the  world  is  not  only  your  oyster,  it's  yours  free.  Now  Hilton 
HHonors*  members,  who  stay  at  a  business  rate  between  January  5  and  March  31  and 
Double  Dip®  to  earn  both  airline  miles  and  hotel  points,  will  also  earn  double  HHonors  Base 
points  for  the  same  qualifying  stay.  Points  you  can  redeem  for  free  nights  at  more  than 
400  Hilton,  Conrad  International  and  Vista  hotels  around  the  world.  If  you're  not  already  an 
HHonors  member,  enroll  today.  For  reservations,  call  your  professional  travel  agent.  You 
can  also  make  reservations  or  enroll  online  at  www.hilton.com  or  by  calling  1-800-HILTONS. 

Membership,  earning  and  redemption  of  points  are  subject  to  HHonors  terms  and  conditions.  Normal  rules  for  earning  HHonors  points 
and  miles  apply.  Refer  to  your  Hilton  HHonors  program  membership  materials  for  rate  and  other  restrictions.  ©1998  Hilton  Hotels. 
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Up  Front 


REALITY  BYTES 

ANOTHER  MOUSE  HUNT  FROM  THE  RIGHT 


DISNEY-BASHING    IS  FAST 

becoming  a  cottage  industry. 
Disney  is  already  under  fire 
from  the  Southern  Baptists 
for,  among  other  things,  air- 
ing the  out-of-the-closet 
sitcom  Ellen  over  its  ABC 
network.  The  House  of 
the  Mouse  is  now  being 
attacked  by  some  evan- 
gelical Christian  and 
conservative  group 
upset  by  its  plan  tc 
open  a  virtual-reality 
entertainment  center, 
DisneyQuest — the 
first  of  20  such 
centers.  Walt 
Disney  plans  to 
open  the  100,000- 
square-foot  game  complex  at 
Orlando's  Pleasure  Island 
this  summer,  with  attractions 
that  will  let  participants 
experience,  say,  a  simulated 


fight  with  space  aliens. 

Critics  such  as  Tal  Brooke 
are  already  talking  about  the 
potential  evil  of  horn's  of  mind- 
less VR  games  at  DisneyQuest, 
and  anti-VR  spots 
have  shown  up 
on  Christian  TV. 
Brooke,  head 
of  spc,  a 
think  tank 
in  Berkeley, 
Calif.,  compares  Disney- 
Quest to  the  dystopian 
Brave  New  World:  "Vir- 
tual reality  is  a  power- 
ful high-tech  instrument 
that  can  put  teenagers 
out  of  touch  with  reality." 
Disney,  naturally,  disagrees. 
Art  Levitt,  president  of  Dis- 
ney Regional  Entertainment, 
says  that  Disney  is  turning 
fantasy  into  reality  in  a 
harmless  way.  Dennis  Blank 


l-WAY  PATROL 

NO  PRIVACY 
FOR  PUBLIC  PCs? 

THE   COOKIE   MAN  COMETH. 

And  if  he  gets  what  he  wants, 
he  may  establish  legal  prece- 
dent that  could  scare  govern- 
ment bureaucrats  for  years  to 
come.  Geoffrey  Davidian, 


publisher  of  The  Putnam  Pit, 
a  Tennessee  newspaper,  is 
suing  the  town  of  Cookeville 
for  not  sharing  its  "cookies," 
the  electronic  markers  that  a 
Web  site  deposits  on  your 
computer's  hard  drive  when 
you  surf  the  Internet.  David- 
ian wants  the  info  as  part  of  a 


long-running  battle  with 
Cookeville  that  began  with 
attempts  to  see  some  city 
personnel  records.  He  has 
since  expanded  his  investiga- 
tions to  see  if  city  officials  are 
wasting  time  cruising  the 
Internet. 

Davidian  is  suing  for  access 
to  the  cookies  under  federal 
civil  rights  laws,  claiming  his 
rights  have  been  violated.  He 
says  if  city  officials  lose, 
they'll  have  to  pay  out  of 
their  own  pockets.  The 
case  raises  big  legal 
questions.  What  data  on 
civic  pes  are  public?  And 
who  owns  the  cookies — the 
that  sends  them  or  the 
one  that  gets  them? 
Cookeville  says  cookies 
§  are  privileged.  But  that 
may  not  be  so  says  Stanton 
McCandlish  of  the  Electronic 
Frontier  Foundation.  The  case 
has  yet  to  go  to  trial,  though 
courts  have  ruled  that  most 
government-created  paper 
documents  are  in  the  public 
domain.  Which  means  Davidi- 
an may  yet  get  his  hands  in 
the  cookie  jar.  Roy  Furchgott 


DRAWN  &  QUARTERED 


AFTERLIVES 

FROMTRUSTBUSTER 
TO  BELL-RINGER 

ANNE   BINGAMAN   TOOK  ON 

Microsoft  in  1995  as  the  Jus- 
tice Dept.'s  top  trustbuster. 
Now,  she's  going  after  the 
Baby  Bells.  Not  as  a  prose- 
cutor, but  as  a  rival  corporate 
executive. 

Bingaman,  54,  is 
marking  her  first 
anniversary  in  the 
private  sector  as  lci 
International's  pres- 
ident of  local  tele- 
communications. She 
is  helping  the  na- 
tion's No.  6  long-dis- 
tance company  set 
up  local-calling  ser-  ~ 
vice  in  31  U.  S.  markets. 

Bingaman's  background  in 
the  law  and  in  Washington 
has  proved  useful.  She  does 
everything  from  negotiating 
resale  pacts  with  the  Bells  to 


BINGAMAN:  Feisty 


filing  petitions  with  the! 
to  prod  local  phone  com 
nies  into  opening  up  tl 
systems.  And  her  style  ii 
feisty  as  ever.  The  Be 
claim  that  local  markets 
readv  are  open,  she  says,lfci 
"bluff."  Under  the  1996  k 
com  deregulation  act,  I 
Bells   must   show  thew 
eased  local  access  before 

can  get  into  1(1 
distance.  A  fed'a 
court  struck  dm 
that  mandate  $ 
Dec.  31.  She  chafe 
es  the  Bells  b 
backing  passage 
the  act  and  tsi 
challenging  it  ii 
court.  She  calls  is 
"dirty  pool." 
Bingaman  di 
have  to  move  for  her  newi 
since  lci  is  based  in  the  If 
suburb  of  McLean,  Va. 
husband,  Jeff,  works  nea 
as  New  Mexico's  Democii 
U.  S.  senator.  Catheiine  l| 


THE  BIG  PICTURE 


CALL  IN  THE  CONSULTANTS  Companies  high  tech 
needs,  particularly  the  Year  2000  problem,  plus 
industry  consolidations  and  global  expansion,^ 
will  more  than  triple  consulting  firms' 
growth  this  decade,  says  a  new 
study.  Consulting  has  lured  ^^^1  I 
many  newcomers  such  •  *  XJC^xal 

as  IBM. 


FOOTNOTES  Cell-phone  users  who  say  driving  while  calling  is  dangerous:  84%;  those  who  drive  and  call:  61  % 
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AS  STORMS  GATHERED  IN  ASIA 


Good  journalists  try  to  "smell" 
a  problem  before  they  can 
prove  it — and  send  up  warn- 
ing flags  well  before  they  know 
what  it  all  means,  business  week 
certainly  didn't  predict  the  Asian 
crisis,  but  14  months  ago,  senior  cor 
respondent  Pete  Engar- 
dio did  get  a  whiff  of 
something  very  wrong. 
His  Cover  Story  for  Dec. 
2,  1996,  "Asia:  What's 
Behind  the  Slump," 
sounded  the  alarm.  Pete 
saw  falling  exports,  ris- 
ing labor  costs,  white- 
elephant  construction 
projects,  a  bribe-based 
business  ethic,  and  way 
too  much  capacity  in  too 
many  industries  upset- 
ting Asia's  dreams  of 
growth.  He  noted  that 
there  seemed  to  be  lots 
of  easy  money  making 
Indonesians,  Malaysians, 
and  Thais  seem  richer 
than  their  economies 
warranted. 

Unfortunately,  this 
"excess  liquidity"  theory 
was  easier  to  describe 
than  prove.  That's  be- 
cause, as  we  now  know, 
senior  Asian  officials 
were  cooking  the  books. 
Debts  that  countries  and 
businesses  reported  were  a  fraction 
of  what  they  really  borrowed. 

As  our  correspondents  in  Hong 
Kong,  London,  New  York,  Singa- 
pore, Tokyo,  and  Washington  dug 
into  the  story,  it  became  obvious 
that  Japan's  familiar  banking  prob- 
lems were  only  the  tip  of  the  ice- 
berg. In  February,  Tokyo  bureau 
chief  Brian  Bremner  and  Asian  fi- 
nance specialist  Mark  L.  Clifford  es 
timated  that  $660  billion  in  rotten 


BusinessWeek 


Dec.  2,  1996 


BusinessWeek 


THE  $100  BILLION 
BAILOUT  IN 


Nov.  17,  199 


loans  was  piling  up  across  the  re- 
gion and  called  Thailand  a  "first- 
class  banking  disaster" — five  month; 
before  it  actually  collapsed. 

Yet  many  saw  Thailand  only  as  a| 
one-country  bust.  Hong  Kong-based» 
Bruce  Einhom,  teaming  up  again 
with  Clifford,  Bremner, 
and  Singapore  bureau 
chief  Michael  Shari,  ar- 
gued the  opposite.  In 
"The  Currency  Crisis 
Sweeping  Southeast 
Asia"  (July  28),  they 
predicted  that  destruc- 
tive devaluations  would 
sweep  across  Asia. 
Even  so,  a  lot  of  official 
dom  was  still  in  denial. 
When  the  U.  S.  Trea- 
sury came  up  with  a  $3 
billion  bailout  for  In- 
donesia in  late  October, 
our  Cover  Story  on  res- 
cuing Asia  (Nov.  17)  es- 
timated that  an  Asia- 
wide  bailout  of  $100 
billion  might  be  needed. 
At  the  time  it  seemed 
extreme,  but  today  it 
may  well  be  double  that 
number. 

Did  our  Asian  team 
do  its  job?  business 
week  readers  got  pre- 
dictive, analytical  storie 
early  and  often.  This 
week's  Cover  Story  is  in  that  tradi-i 
tion.  It  offers  a  way  to  fix  the  mess 
before  it  takes  down  global  market 
While  that  possibility  is  now  widely 
accepted,  this  time  we  fervently 
hope  it  turns  out  to  be  wrong. 


Managing  Editor,  Internationa 
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waders  Report 


ING:  WE  VALUE  ALL 
iTORS,  GREAT  AND  SMALL 


'Don't  squelch  the  small  share- 
f  (News:  Analysis  &  Commen- 
)ec.  29/Jan.  5),  I  hope  it  was  clear 
it  Fleming,  we  value  the  views 
shareholders — as  well  as  those  of 
■  customers,  large  and  small, 
point  was  that  health,  environ- 
L  and  human  rights  activists  and 
are  known  to  take  small  stakes  in 
companies  as  a  way  of  advancing 
agenda.  In  a  similar  manner,  it 
be  evident  that  when  the  Team- 
mion,  which  has  a  number  of  col- 
li bargaining  agreements  with 
lg,  holds  a  nominal  number  of  our 
,  their  primary  agenda  is  certain- 
lething  other  than  the  altruistic 
t  of  good  corporate  governance, 
challenge  facing  Corporate  Amer- 
nd  facing  all  shareholders,  large 
nail — is  how  to  deal  with  the  ac- 
of  shareholders  whose  purpose 
ling  a  limited  number  of  shares  is 
tely  aimed  at  objectives  that  can 
ve\y  affect  the  economic  health  of 
impany  and  the  interests  of  all 
olders.  However  much  some  may 
id  what  the  Teamsters  accom- 
1  from  their  base  of  65  shares,  no 
lould  mistake  their  principal  in- 
is — which  we  believe  involve  an 
r  motive  that  has  nothing  to  do 
hareholders'  rights. 

Robert  E.  Stauth 
Chairman  &  ceo 
Fleming  Cos. 
Oklahoma  City 

AREA'S  TROUBLES 

HEIR  COURSE  

r  interview  with  Michel  Cam- 
,  managing  director  of  the  Inter- 
al  Monetary  Fund,  highlights 
problems  that  many  Americans 
tfith  the  current  imf  activity  in 
:'A  chat  with  Camdessus,"  Inter- 
al  Business,  Dec.  29/Jan.  5). 
it,  however  well-intentioned  they 
e,  interventionist  activities  worsen 
evitable.  There  is  no  way  to  tell 
the  Korean/IMF  exercise  will  lead, 
is  by  no  means  guaranteed  that  a 
er  Korea  will  emerge  from  this 
ence.  This  is  not  science,  and  the 
election  of  a  perennial  opposition 
as  President  throws  a  wild  card 
le  equation. 

}nd,  isn't  the  IMF  action,  in  effect, 
I  ensuring  that  lenders  will  be 
likely  to  make  risky  loans?  What 
revent  lenders  in  the  future  from 
iting  imf  "insurance"  in  their  de- 


cisions? The  imf  action  protects  lenders 
who  made  bad  decisions. 

Finally,  Camdessus  says:  "IMF  money 
is  not  taxpayers'  money;  it's  [from]  the 
central  banks  of  our  members."  With 
all  due  respect,  it  is  our  money. 

I  am  heartbroken  when  I  think  of  the 
difficulties  that  many  Korean  families  are 
facing.  But  the  IMF  action  may  simply  en- 
sure that  more  people  have  to  put  up 


with  these  hardships  for  a  longer  time. 

Dave  Moody 
Spencerport,  N.  Y. 

GETTING  ALL  MIXED  UP 
AT  VIACOM'S  THEME  STORE 

Your  article  on  Viacom  Inc.'s  flagship 
theme  store  correctly  reported  the  com- 
pany's problems  with  its  new  theme 


"Frankly,  Bob,  your  karma  gives  us  pause. 
However,  your  advocacy  of  that  Williams  network 
option  over  Qwest  soothes  us." 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Beyond  a  shadow  of  doubt,  you'll  find  soothing  telecom  solutions  at  vww.wilttales.com  or  1-80O-W1LLIAMS.  ©1998  The  Williams  Companies,  Inc. 
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store,  but  it  misdiagnosed  the  ailment 
("Hardly  a  household  name,"  News: 
Analysis  &  Commentary,  Dee.  22).  Via- 
com is  playing  catch-up  with  Walt  Dis- 
ney Co.  and  Time  Wamer  Inc.,  and  it 
has  a  long  way  to  go  before  the  name 
Viacom  is  a  household  name. 

But  that's  not  the  real  problem.  Tine, 
Viacom  owns  some  of  the  best  enter- 
tainment brands  in  the  business,  in- 
cluding mtv,  Nickelodeon,  VH-1,  and 
Paramount.  The  seeds  of  retail  disas- 
ter were  sown  when  Viacom  put  all 
those  strong  brands  under  one  roof. 

Strong  brands  focus  on  customer  seg- 
ments with  distinct  identities  and  needs. 
When  retailers  appeal  to  multiple  seg- 
ments under  one  roof,  they  often  lose. 
It  happened  to  Taco  Bell  when  it  mar- 
keted a  line  of  "healthy"  fast  foods 
(Border  Lites)  in  restaurants  aimed  at 
kids.  It  happened  to  Levi  Strauss  & 
Co.  when  Dockers  became  such  a  hit 
with  middle-age  boomers  that  the  com- 
pany lost  credibility  with  its  core  youth 
market. 

Viacom's  problem  isn't  its  lack  of  a 
good  corporate  brand,  but  management's 
lack  of  insight  into  what  makes  its  ex- 
isting brands  so  valuable. 

Jeffrey  F.  Rayport 
Associate  Professor 
Graduate  School  of 
Business  Administration 
Harvard  University 
Boston 

MORE  YEAR-2000 

LAND  MINES  TO  WATCH  FOR 

I  would  like  to  comment  on  your  ex- 
cellent article  "Year  2000:  The  meter's 
running"  (News:  Analysis  &  Commen- 
tary, Dec.  29/Jan.  5).  Directors  and  offi- 
cers of  publicly  traded  corporations 
must  be  especially  vigilant  in  their  at- 
tention to  Y2K  issues.  They  may  be  on 
the  wrong  end  of  a  class  action  if  their 
company  has  not  successfully  converted. 
Also,  I  expect  to  see  increased  acquisi- 
tion activity  in  1999  of  smaller  compa- 
nies that  have  not  taken  the  proper  Y2K 
steps  and  must  be  acquired  (maybe  in  a 
fire  sale)  to  make  the  conversion  to  sys- 
tems that  will  not  crash  on  Jan.  1,  2000. 

Richard  Raysman 
Brown  Raysman  Millstein  Felder 
&  Steiner  LLP 
New  York 

WHY  THERE'S  NO  ACTION 
IN  LOCAL  PHONE  MARKETS 

The  commentary  by  Catherine  Yang 
misses  the  point  ("Telecom:  Congress 
should  refonn  its  reform,"  News:  Analy- 


sis &  Commentary,  Jan.  12).  Although 
Congress  may  indeed  revisit  the 
Telecommunications  Act  of  1996,  it 
needs  to  do  so  with  an  eye  toward  un- 
derstanding why  this  situation  exists. 

The  lack  of  competition  in  local  tele- 
phone markets  is  due  to  the  lack  of 
profits  in  those  markets  when  compared 
with  long  distance.  Profits  in  the  local 
telecom  markets  are  restricted  to  busi- 
nesses in  high-density  business  dis- 
tricts— this  is  where  the  new  telecom 
carriers  are  entering  the  markets. 

Peter  Geiler 
Indetec  International 
San  Francisco 

A  23%  SALES  TAX 

IS  AN  INVITATION  TO  FRAUD 

After  reading  "Ready  for  a  23%  sales 
tax?"  (News:  Analysis  &  Commentary, 
Dec.  29),  I  can  unequivocally  state  that 
a  sales  tax  that  exempts  business  pur- 
chases will  result  in  more  tax  fraud, 
more  reporting  requirements  imposed 
on  business,  and  less  revenue  than  the 
current  income  tax.  People  will  be  pur- 
chasing any  item  they  can  "for  the  busi- 
ness," and  businesses  will  be  in  the  po- 
sition of  having  to  maintain  artificially 
high  prices  to  reduce  their  exposure  to 
a  sales  tax  audit. 

My  18  years'  experience  with  the 
sales  and  use  tax  leads  me  to  believe 
that  the  sales  tax  is  the  one  area  that 
invites  cheating,  tax-avoidance  schemes, 
misuse,  and  lying  by  our  customers 
about  exemptions  or  competitors. 

The  problem  with  the  tax  code  is  not 
the  Internal  Revenue  Service.  It  is  the 
President  and  the  U.  S.  Congress,  who 
can't  keep  their  hands  out  of  the  pot. 

David  Siringer 
Doylestown,  Ohio 

REVAMP  THE  MEASURING  STICK 
FOR  CONSUMER  DEBT  

Michael  Mandel's  claim  that  official 
economic  statistics  are  mismeasuring 
key  trends  is  right  on  ("Vital  statistics 
for  the  real-life  economy,"  News:  Analy- 
sis &  Commentary,  Dec.  29/Jan.  5).  The 
new  industry  classification  system  he 
describes  will  provide  more  useful  data 
on  an  industry-by-industry  basis. 

There  are,  however,  many  other  sta- 
tistics that  need  revision.  One  example 
is  the  data  on  consumer  debt  published 
by  the  Federal  Reserve.  Doom-and- 
gloomers,  who  have  been  predicting  an 
economic  downturn  and  a  return  to  the 
severe  banking  problems  of  the  late 
1980s — because  consumers  are  allegedly 
overburdened  with  debt,  especially  cred- 


it-card debt — have  been  consisteil 
wrong.  That's  because  the  data  hi 
become  increasingly  inaccurate. 

The  huge  rise  in  reported  credit-cl 
debt  partly  reflects  the  growing  usi 
credit  cards  in  place  of  cash  and  chel 
as  a  method  of  payment.  Such  tranl 
tions  do  not  incur  interest  and  shcl 
not  be  lumped  in  with  real  borrowm 

In  addition,  credit  cards  are  bm 
used  more  by  small  businesses  in  pi 
of  loans,  so  that  some  of  the  repoii 
rise  in  consumer  debt  is  really  busii 
debt.  These  and  other  changes  h 
made  the  consumer  debt  statistics 
solete.  The  Federal  Reserve  should 
ganize  a  task  force  to  develop  a  i 
way  of  measuring  consumer  debt  1 
would  be  more  reliable  and  useful  t 
what  is  now  available. 

Lawrence  Chime: 
Economic  Strategy  Instil 
Washing 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Wet 
Daily  Briefing,  and  six  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 


www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  BusinessWeek. 
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Shopping  for  computer  equipment?  Visit  Maven,  ( 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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THE  ERGOTRAC. 


THE  MOST  CONVENIENT 

POINTING  DEVICE 
SINCE  YOUR  FINGER. 


Humans  love  to  point  fingers.  And  who  can  blame  us?  It's 
the  quickest  and  easiest  way  to  get  what  we  want.  And  that's 
the  simple  principle  behind  the  ErgoTrac  pointing  device.  A 
remarkably  natural  way  to  move  a  cursor  around  a  screen.  It 
zooms.  It  glides.  It  stops  on  a  dime  (or  on  a  pixel).  It  eliminates 
all  the  fiddling  and  fumbling,  so  often  the  complaint  of  other 
notebook  owners.  All  by  gently  rocking  your  finger  in  the 
direction  you  want  to  go. 

It's  just  one  of  the  human-friendly  features  you'll  find  in 
the  LifeBook '  700  and  900  Series.  Notebooks  quickly  gaining 
a  reputation  for  comfort  and  convenience  as  well  as  for  leading- 
edge  performance. 

See,  we  build  notebooks  for  the  way  people  like  to  do 
things.  That's  why  we  developed  the  ErgoTrac  pointing  device. 
It's  got  the  kind  of  control  you're  looking  for.  The  kind  you  can 
put  your  finger  on. 

Built    for  Humans. 
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THE  PROFIT  ZONE 

How  Strategic  Business  Design  Will  Lead  You  to  Tomorrow's  Profits 

By  Adrian  J.  Slywotzky  and  David  J.  Morrison  with  Bob  Andelman 
Times  Business  •  342pp  •  $25 


GOING  WHERE 
THE  MONEY  IS 


A couple  of  years  ago,  top  man- 
agers rediscovered  strategic  busi- 
ness planning — this  after  a 
decade  in  which  they  were  content  to 
allow  severe  downsizing  to  produce 
huge  gains.  Not  missing  a  beat,  the 
book  publishers  have  risen  to  the  chal- 
lenge, pushing  out  an  ever-increasing 
stream  of  strategy  titles.  Most  of  these 
dreary  tomes  serve  little  purpose  other 
than  to  cure  insomnia.  Far  too  often, 
authors  belabor  the  obvious  while  un- 
abashedly stroking  the  egos  of  their 
consultancy  clients. 

The  Profit  Zone,  by  Adrian  J.  Sly- 
wotzky and  David  J.  Morrison  with  Bob 
Andelman,  is  a  welcome  exception.  The 
authors'  premise:  "No-profit  zones"  are 
everywhere  in  the  economy,  and  they 
are  growing  as  products  and  markets 
become  more  commodity-like.  These 
zones  take  the  form  of  unprofitable  cus- 
tomers or  products,  or  entire  business 
models,  such  as  integrated  steel  mills 
or  hub-and-spoke  airlines.  High  market 
share  cannot,  the  authors  maintain,  pro- 
tect a  company  from  profitability  prob- 
lems. It  failed  to  prevent  the  huge  loss- 
es at  IBM,  Digital  Equipment,  General 
Motors,  U.S.  Steel,  or  Sears.  Indeed, 
they  argue,  many  corporations  are  chas- 
ing market  share  in  yesterday's  product 
opportunities  using  yesterday's  business 
design. 

The  new  rules  of  competition,  ac- 
cording to  Slywotzky  and  Morrison,  re- 
quire managers  to  start  by  asking 
what's  important  to  then-  customers  and 
where  the  company  can  make  new  mon- 
ey. Then,  they  need  to  "reinvent"  their 
businesses  to  create  the  next  profit 
zones. 

Sound  like  a  lot  of  consultant-speak? 
Surely,  we've  heard  versions  of  this  be- 
fore by  any  number  of  advisers  eager  to 
sell  their  way  into  your  company.  And 
in  this  book,  consultants  Slywotzky  and 
Morrison,  partners  at  Boston's  Mercer 


Management  Consulting  Inc.,  make  their 
case  through  a  series  of  12  awfully  fa- 
miliar case  studies. 

Who,  after  all,  hasn't  already  read 
about  every  twist  and  turn  by  Mi- 
crosoft's Bill  Gates,  General  Electric's 
Jack  Welch,  Walt  Disney's  Michael  Eis- 
ner, or  Intel's  Andy  Grove?  What  could 
there  possibly  be  left  to  say  about  these 
giants  of  the  business  world? 

Surprise:  Rarely — if  ever — have  any 
observers  so  skillfully  dissected  these 
executives'  strategies  to  create  lessons 
that  can  be  taught  to  any- 
body. Rather  than  a  mere 
recitation  uf  decisions  made, 
every  case  study  includes  an 
astute  analysis  of  how  each 
company  has  outthought  and 
outmaneuvered  the  competi- 
tion, regularly  reinventing 
its  business. 

When  ge  Chairman  Jack 
Welch  foresaw  that  the  prof- 
itability of  aircraft  engines 
and  appliances  was  falling, 
he  moved  the  company  into 
a  new  profit  zone — the  financing,  ser- 
vicing, and  maintenance  of  those  prod- 
ucts. As  the  value  moved  from  prod- 
ucts to  services,  ge  was  there  to 
capture  it.  Less  discerning  managers 
might  have  tried  simply  to  sell  more 
aircraft  engines  or  appliances  in  an  ef- 
fort to  make  up  for  lower  profit  mar- 
gins. "Welch  saw  that,  for  any  product 
on  the  market,  there  exists  a  larger 
economic  content  or  equation,  of  which 
the  product  itself  is  only  a  subset,"  the 
authors  write. 

The  same  is  tine  of  Disney's  Eisner. 
A  decade  ago,  Disney  captured  less  than 
20%  of  what  a  family  spent  on  its  visit 
to  Disney  World.  Today,  by  deftly  mov- 
ing the  company  into  theme-park  ho- 
tels and  restaurants  and  by  more  ag- 
gressively retailing  toys  and  other 
products  based  on  its  animated  charac- 


PROFIT 

ZONE 


ADRIAN  J.  SLYWOTZKY 
&  DAVID  J  MORRISON 


ters,  Disney  can  rake  in  nearly  75c, 
the  outlay.  No  longer  merely  a  thei 
park  operator,  Disney  today  prov 
complete  vacation  packages. 

In  Disney's  other  major  busin 
moviemaking,  Eisner  created  a  n 
larger  profit  zone  from  existing  ass 
by  more  fully  exploiting  the  value 
Mickey  Mouse  or  a  Simba,  the  I 
King.  Every  new  Disney  movie  now 
comes  a  merchandising  event,  capabl 
generating  a  soundtrack  CD,  a  h 
video,  a  Broadway  theatrical  pro* 
tion,  a  theme-park  ride,  and  a  hos 
toys  and  souvenirs,  all  retailed  thrc 
Disney's  own  stores.  Not  surprish 
perhaps,  Disney  has  a  vice-president 
corporate  synergy  whose  job  it  i 
maximize  the  value  from  the  compa 
tore  products. 

The  authors  also  show  how  entre 
neur  Nicolas  G.  Hayek  brought  wa 
making  back  to  Switzerland  by  chur 
out  low-cost  plastic  Swatch  watches 
are  fashion  statements  as  much  as  t 
are  timepieces.  Hayek's 
innovation,  the  authors 
lieve,  is  his  creation  < 
"product  pyramid"  with, 
example.  Swatch  at  the 
end,  Pierre  Balmain  in 
middle,  and  Longines  at 
top.  Swatch  serves  as 
"firewall  brand,"  makini 
more  difficult  for  comj 
tors  to  get  a  toehold  and) 
it  to  take  away  poter 
buyers  of  his  more  ex] 
sive  offerings.  That  pre 
tion  was  overlooked  by  Detroit 
makers  who  ceded  the  low-end,  en 
model  car  market  to  the  Japanese, 
later  moved  up  the  product  pyrami 
capture  many  luxury-car  buyers. 

For  all  managers,  The  Profit  2. 
provides  insights  and  lessons  aplt 
It  even  offers  ways  to  trim  consul 
fees:  Rather  than  hire  a  slew  of 
skiers,  it  suggests  companies  asser 
their  brainiest  players  into  teams 
can  work  through  a  step-by-step  pro 
included  in  the  book's  helpful,  15-i 
"Profit  Zone  Handbook."  It  makes  p 
tical  and  usable  some  compelling  1 
ries  for  how  to  win  in  today's  mar 
place.  Your  eyes  won't  glaze  over 
this  title. 

BY  JOHN  A.  BY 

Senior  Writer  Byrne  co 
managem 


TO  WIN,  A  COMPANY  MUST  REINVENT  ITSELF 


REGULARLY,  ARGUES  THIS  ASTUTE  TOME 


Switching  Jobs  Can  Have 
An  Unfortunate  Effect  On 
Your  Retirement  Savings. 


\0*  EARl_y 
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Don't  Lose  40%  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


If  you've  switched  jobs,  the  way  you  handle  the 
payout  from  your  former  employer's  retirement 
plan  is  very  important.  This  may  be  one  of  the 
largest  sums  you'll  ever  receive.  And, 
depending  on  what  you  choose  to  do,  you 
could  lose  40%  or  more  of  it  to  federal,  state,  and  local 
taxes  as  well  as  early  withdrawal  penalties.  It  makes 
sense  to  know  the  facts  before  you  act. 

T.  Rowe  Price  can  help.  We  offer  a  free  kit  that 
clearly  explains  the  options  in  plain,  straightforward 
language.  You'll  learn  the  pros  and  cons  of  each 
distribution  option  and  how  to 
avoid  the  potential  taxes  and 


1-800-541-5853 


penalties.  And  if  you  choose  a  rollover  IRA  from 
T.  Rowe  Price,  you'll  have  access  to  our  know- 
ledgeable customer  representatives,  who  can 
help  make  the  rollover  process  as  easy  and 
hassle-free  as  possible. 

Request  your  free  kit  today.  Call  us  and  we'll  send 
you  our  free  kit  on  managing  your  retirement  plan 
distribution,  which  includes  the  tools  you  need  to  help 
you  decide  what's  best  for  you.  We'll  also  include 
information  about  our  broad  range  of  no-load  mutual 
funds.  Call  our  toll-free  number  today.  Because  we'd 
hate  to  see  your  retirement 


plan  go  all  to  pieces. 


Invest  With  Confidence"' 

T.RoweRice 


•Ik 


Request  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and  expenses.  Read  it  carefully  before  you  invest  or  send 
money.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  iraro39958 


I  According  to  legend,  a  little  child 

I  had  a  dream  about  the  best  way  to 

|  harvest  and  prepare  wild  rice.  That  ii 

i  should  be  knocked  from  the  stalks 

f\  -■fc^'WJ  with  blessed  sticks,  then  parched  in 

;^4iMl .,  ,,  ,  .,„ 

I 


the  sun  and  danced  on  to  remove  the 
I  husks.  The  people  did  this  and  they 
made  it  through  the  winter  with 


enough  to  eat.  "Manomin"  was  the 
word  the  child  dreamed,  and  that  be 
B|  came  the  word  for  rice.  "Menominee 
is  the  name  of  the  tribe,  and  it  meam 
"Keepers  of  the  Rice."  These  words 
and  traditions  came  from  the  dream 
of  a  child.  Which  is  just  one  reason  th 
Menominee  have  always  made  it  a  poii 
to  talk  to  their  children.  And  to  listen. 


AMERICAN 
INDIAN 

COLLEGE 
FUND 


Help  save  a  culture  that  could  save  ours 
by  supporting  the  29  American  Indian  colleges.  1 
American  Indian  College  Fund, 
mi  Osage  St.,  Bids;.  D,  Suite205-A,  Denver,  CO  8020l> 
1-800-776-FUND. 

Special  thanks  to  the  US  West  Foundation  for 
underwriting  production  costs  for  this  advertisement 


What  an 
energy  company 

looks  like  when 
it  doubles 
in  size. 

FE 

(NYSE  Symbol) 


Presenting  the  new  stock  market 
trading  symbol  for  FirstEnergy  Corp. 

Formed  by  the  merger  of  Ohio  Edison 
Company  and  Centerior  Energy 
Corporation,  we've  doubled  our  size, 
making  our  new  holding  company  the 
nation's  12th  largest  investor-owned  electric 
system. 

With  greater  financial  resources  -  nearly 
twice  the  revenues  and  cash  flow  -  reliable 
power  supplies  and  a  stronger  transmission 
network,  we  have  more  opportunities  for 


off-system  electric  sales,  including  growing 
markets  in  Canada  and  the  eastern  U.S. 

Headquartered  in  Akron,  Ohio, 
FirstEnergy  is  a  larger,  stronger  company  - 
better  positioned  to  enhance  the  value  of 
our  shareholders'  investment  and  offer  our 
customers  better  service  at  lower  prices  and 
a  wider  range  of  energy-related  products 
and  services. 

For  more  information  about  our  new 
company,  please  contact  us  at 
1-800-736-3401. 


FirstEnergy 


You  can  also  contact  us  at  www.FirstEnergycorp.com 


CPAs  I 


mow  a 


lot  about 


success. 


Y 


ours. 

In  business,  insight,  perception,  and  knowledge 
can  be  powerful  tools. 

But  only  if  you  know  how  to  harness  them. 

Across  California,  business  owners  and  managers 
are  recognizing  that  their  CPAs  have  tremendous  -- 
sometimes  untapped  --  reservoirs  of  understanding 
about  the  clients  they  serve. 

In  fact,  your  CPA  is  ready  and  able  to  contribute  to  your 
company's  success  in  more  ways  than  you  might  imagine. 


A  lot 


more. 


Consider  the  Santa  Ana  manufacturer,  installing  a  new 
computer  system  to  handle  financial  management.  He  asked 
his  accountant  to  look  into  how  best  to  set  up  the  software  to 
manage  tax  reporting  --  and  ended  up  learning  how  vulnerable 
the  company  was  to  unauthorized  online  access  through  the 
Internet.  The  CPA,  it  turned  out,  had  another  expertise  to  offer, 
this  one  in  systems  security. 

Or  ask  the  Oakland  real  estate  firm  that  brought  a  lawsuit 
against  a  contractor.  To  support  its  damage  claims,  the 
realtor's  CPA  prepared  a  thorough  study  of  the  issues  involved. 
In  court,  the  detailed  work  proved  persuasive,  and  the  rea 
estate  firm  won  its  full  damage  claim. 

Or  put  yourself  in  the  place  of  the  small,  independent  film 
production  company  based  in  Burbank.  Lacking  knowledge 
and  experience  in  cash  management,  accounting  systems, 
and  payroll  matters,  the  company  relies  on  its  CPA  as  its 
outside  controller.  Her  consulting  experience  with  other 
clients  makes  her  a  valuable  source  for  solving  a  range 
of  other  management  problems. 


Computer  data  protection? 
Litigation  support? 
Strategic  advice? 

From  a  CPA? 

YOU  BET. 

Today's  CPAs  are  proficient  in  a  diversity  of  business 
and  management  fields.  From  long-range  planning  to 
making  sense  of  the  Internet  to  managing  a  company's 
day-to-day  financial  health. 

California  CPAs  have  branched  out  into  new  areas  of 
expertise,  but  with  the  same  objectivity,  independence, 
and  principle-based  decision-making  for  which  they  have 
long  been  admired. 

So  when  you  need  advice  on  any  number  of  business 
issues,  look  to  the  professional  who  already  knows  you: 
Your  California  CPA. 

Because  these  days,  your  CPA  knows  a  lot  about  success 

Yours. 


You  see  numbers. 
We  see  opportunities,  cpa 


California  Certified  Public 
WZ$    Society  Accountants 


visit  us  at  www.calcpa.org  or  call  1 -800-9CALCPA 


chnology  &  You 


EPHEN  H.  WILDSTROM 

EB  SITES 
4DE  SIMPLER 


ix  isn't  perfect, 
t  means  online 
;eurs  can  create 
own  pages 

he  World  Wide  Web  is 
a  powerful  tool  for 
business  communica- 
-a  great  way  to  get  in- 
ion  to  customers  or  to 
kers.  But  the  teehnolo- 
3  one  huge  drawback: 
ig  and  maintaining  a 
site  still  requires  the 
)f  an  expert  . 

of  the  pioneers 
sonal-comput- 
'tware  aims  a 
ange    that.  1  y 

S.  Bricklin 
I  launch  the  \ 
'olution  by  co-  \ 
'ing    the  first 
sheet,  VisiCalc  for 
Me  II,  in  1979.  To- 
|  has  turned  liis  at-  I 
i  to  the  clunky  tools 

0  create  Web  sites.  5 
it  choices  are  Web-  w 
magement  programs 
mplex  for  ordinary 

br  word  processors  | 
were  designed  for 

1  documents. 

TOOL?  Bricklin,  who  is 
technology  officer  for 
:  Corp.,  says  his  new 
im  eases  Web  site  cre- 
;he  way  using  VisiCalc 
,n  improvement  over 
£>•  a  basic  program — at 
ne,  about  the  only  way 
any  numerical  manipu- 

on  a  PC.  "basic  was 
ut  too  cumbersome  for 
he,"  he  says.  "In  Visi- 
you  could  do  in  a  few 
5s  what  took  hours  in 

and  you  could  do  it 
1  thinking  about  it.  We 
to  do  the  same  thing 
rrellix:  Make  the  tool 


disappear,  so  you  can  concen- 
trate on  the  writing." 

Trellix  ($99,  trial  version 
downloadable  from  www. 
trellix.com)  isn't  in  the  Visi- 
Calc class  of  breakthroughs, 
but  it  makes  assembling  on- 
line documents  a  lot  easier. 
The  power  of  a  Web  site, 
whether  it  holds  product  in- 
formation for  customers  or 
training  materials  for  employ- 
ees, is  the  ability  to  use  hy- 
pertext links  to  jump  around 
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at  will.  Setting  up  those  links, 
however,  is  anything  but  intu- 
itive. And  maintaining  the 
links  when  a  page  is  moved  or 
deleted  can  be  a  mind-numb- 
ing chore. 

Strictly  speaking,  Trellix 
doesn't  create  tine  Web  pages 
but  instead  produces  docu- 
ments in  its  own  formatting 
system.  The  results  can  be 
displayed  on  a  Windows  95 
or  nt  computer  using  a  free 
Trellix  viewer.  Or  the  creator 
of  the  file  can,  with  a  single 
mouse  click,  convert  the 
pages  to  the  Web-standard 
html  to  be  uploaded  to  a  site 


and  read  by  any  browser. 

The  key  to  Trellix'  simplici- 
ty, both  for  creatore  and  usere, 
is  the  "map,"  a  chart  at  the 
top  of  each  page  that  shows 
all  of  the  site's  pages  and  the 
links  among  them.  To  open  a 
page,  click  on  the  square  rep- 
resenting it.  The  program  also 
makes  it  simple  to  arrange 
logical  paths  through  groups 
of  pages,  called  sequences, 
which  readers  can  follow  sim- 
ply by  clicking  "next"  and 
"back"  buttons.  You  can  create 
links  and  sequences  simply  by 
clicking  on  the  map.  And  you 
can  move  pages  around  just 
by  dragging  them  from  one 
place  on  the  map  to  another. 
All  of  the  links  are  automati- 
cally updated. 

BUG  PATROL.  Trellix'  graphics 
capabilities  are  limited.  You 
can't,  for  example,  wrap  text 
around  an  illustration 
v    on  a  page,  as  you 
can   with  simple 
Web  page  editors 
V»,  %     such    as  Adobe 
PageMill.  You  can, 
^     however,  place  a 
picture  between  two 
blocks  of  text.  A 
more  serious  failing 
is  that  Trellix  can't 
handle  tables.  While 
it  retains  most  format- 
ting when  importing 
text    from  Microsoft 
Word,  it  ignores  embed- 
ded tables.  Trellix  says 
it  will  fix  the  deficiency 
in  the  next  version. 
What  Trellix  does  best  is 
business  communications  that 
are  mostly  text.  The  pro- 
gram is  ideally  suited  for 
many  of  the  uses  of  internal 
corporate  networks,  such  as 
training  materials  and  hu- 
man-resources information. 
It  would  be  a  great  way,  for 
example,  to  create  a  hyper- 
linked  employment  manual 
with  much  less  effort  and 
better  results  than  using  tra- 
ditional Web  tools. 

The  full  power  of  the  Web 
will  only  be  unleashed  when 
it's  as  easy  to  post  informa- 
tion online  as  it  is  to  write  a 
memo.  Trellix  is  a  welcome 
step  in  that  direction. 


BULLETIN  BOARD 


MONITORS 
EYESTRAIN?  TRY  THIS  . . . 

A  number  of  readers  replied 
to  my  Jan.  12  column  on  dis- 
play technology,  wondering 
why  they  developed  head- 
aches after  a  few  minutes  of 
using  a  new  computer  or 
monitor.  The  likeliest  cause  is 
screen  flicker,  and  the  cure 
involves  increasing  the  "ver- 
tical refresh  rate,"  the  speed 


at  which  your  display  adapter 
redraws  your  screen.  Flicker 
is  most  often  a  problem  at 
refresh  rates  below  75  hertz. 
Some  Windows  95  video 
adapters  let  you  set  the 
refresh  rate  directly  from  the 
"Settings"  page  of  the  dis- 
play control  panel.  Others  try 
to  pick  the  best  speed  for 
your  monitor,  but  you  can 
trick  them  by  changing  the 
monitor  type.  Either  way,  it 
may  take  some  experimenta- 
tion to  get  the  settings  right. 

...  OR  GET  HELP 

Sometimes,  you  should  blame 
your  eyes  rather  than  your 
hardware  for  display  prob- 
lems. Baby  boomers,  in  par- 
ticular, are  at  the  age  where 
their  eyes  need  help  for  close 
work.  And  a  computer  screen 
is  usually  located  at  a  diffi- 
cult distance,  especially  for 
bifocal  wearers.  If  your  eyes 
tire  quickly  while  working  at 
the  computer,  a  visit  to  an 
optometrist  or  ophthalmolo- 
gist who  has  studied  comput- 
er-related vision  problems  can 
work  wonders.  And  pay  close 
attention  to  recommendations 
on  placing  the  monitor  for 
best  results. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


BUSINESS  WEEK  /  JANUARY  26,  1998  15 


i  i-nn 

■uu 





Sparky's  Pet  Store 


Care  to  see  that  again? 

Considering  how  time-consuming  cross-media  publishing 
can  be,  you  may  not  believe  the  speed  of  Adobe'  PageMaker' 
6.5  software.  Fast.  Easy.  Intuitive.  From  paper  to  HTML. 


0  O  O  ft 

««■      SMS  m/Ml 


To  Acrobat  PDF.  To  CD.  It  runs  across  media  like  a  puppy 
across  a  playground.  End  result, you  fetch  more  results. 
Contracts.  Profits.  So  blow  your  dog  whistle  and  call  us. 
1-800-422-3623  orwww.adobe.com. 
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Economic  Viewpoint 


BY  PAUL  CRAIG  ROBERTS 


CONGRESS  SHOULD  GRAB  BACK 
THE  REINS  OF  POWER 


USURPED: 

Judges  and 
federal 
agencies  now 
make  laws 
-and  levy 
taxes.  This 
violates  the 
Constitution 
and  subverts 
democracy 


Paul  Craig  Robets  is  John  M.  Olin 
Fellow  at  the  Instit  ute  for  Political 
Economy  in  Washington,  D.C.,  and 
Research  Fellow  at  The  Independent 
Institute  in  Oakland,  Calif. 


The  U.  S.  Congress  in  the  20th  century 
has  not  been  jealous  of  its  powers.  Un- 
der pressure  from  President  Franklin 
Delano  Roosevelt  and  the  New  Deal,  Con- 
gress delegated  to  federal  agencies  the  law- 
making powers  expressly  reserved  to  Con- 
gress by  the  Constitution.  As  a  result,  the 
American  people  are  no  longer  governed  by 
statutory  law  from  bodies  accountable  to 
them.  Both  Theodore  J.  Lowi  in  the  1960s 
at  the  University  of  Chicago  and,  more  re- 
cently, Yale  University  law  professor  David  S. 
Schoenbrod  have  made  the  same  point:  The 
requirement  in  Article  I  of  the  Constitution 
that  Congress  make  all  laws  has  been  ig- 
nored for  the  greater  part  of  the  20th  centu- 
ry. The  country  has  become  accustomed  to 
legislation  enacted  by  regulators  guided  by  lit- 
tle more  than  their  interpretation  of  congres- 
sional intent.  The  federal  judiciary  still  gives 
occasional  Up  service  to  the  prohibition  against 
delegated  powers,  but  it  never  finds  any  spe- 
cific delegated  power  to  be  unconstitutional. 

Since  Congress  has  given  away  so  much  of 
its  power  to  the  regulatory  agencies,  one 
might  expect  that  it  would  especially  guard 
its  power  of  the  purse.  Under  our  constitu- 
tional system,  the  elected  legislature  alone 
has  the  authority  to  tax.  But  Congress  has  re- 
mained silent  in  recent  years  while  federal 
judges  usurped  the  power  of  the  purse  from 
state  and  local  democratic  bodies.  To  equalize 
payments  to  public  schools,  federal  judges 
have  raised  taxes  in  Yonkers,  N.  Y.,  and 
Kansas  City,  Mo.  Just  the  other  day,  a  feder- 
al judge  ordered  a  tax  hike  in  Rockford,  111. 
DISGUISED.  The  federal  judiciary  is  gaining 
the  power  of  the  purse  simply  by  exercising 
it.  Therefore  it  is  little  wonder  that  agencies 
of  the  executive  branch  are  starting  to  do 
the  same  thing.  The  Federal  Communications 
Commission  has  imposed  a  tax  on  telephone 
companies,  beginning  this  month,  in  order  to 
finance  Internet  services  for  public  schools 
and  libraries.  The  fcc  wants  the  phone  com- 
panies to  pass  the  tax  on  to  customers  in  the 
form  of  higher  charges. 

The  phone  companies  balked.  They  wanted 
to  itemize  the  charge  on  their  bills  to  cus- 
tomers as  a  tax — but  they  caved  in  to  the 
FCC.  MCI  Communications  Corp.  had  the  im- 
portant regulatory  matter  of  its  WorldCom 
Inc.  mergei-  before  the  Fee  and  the  Justice 
Dept.,  and  AT&T  hopes  the  Fee  will  keep  the 
Baby  Bells  out  of  the  long-distance  market. 


Now,  an  agreement  has  been  reached:  B 
ness  customers,  but  not  residential  custon 
are  going  to  be  told  that  the  FCC  has 
posed  a  tax. 

The  rate-making  authority  of  regulal 
agencies  is  supposed  to  apply  to  the  pr 
that  regulated  monopolies  charge  their 
tomers.  This  power  is  not  supposed  tc 
used  to  enact  revenue  measures  in  order  t 
nance  educational  expenditures.  Congress  < 
not  have  the  Constitutional  authority  to 
egate  the  power  of  the  purse  to  the 
Certainly  this  is  not  a  time  of  national  er 
gency  that  would  justify  violating  the  si 
ration  of  powers.  The  fcc  may  argue  j 
there  is  language  in  the  1996  Telecom 
that  permits  it  to  assess  "fees."  But  a  c 
gated  power  cannot  itself  be  delegated. 
fcc  shouldn't  be  taxing  anyone. 
THIN  VEIL.  The  vast  delegation  of  legisla 
power  to  executive  agencies  that  we  see 
day  stems  from  the  temporary  expedienc 
the  1930s'  national  emergency — and  sh< 
be  ended.  The  reason  is  that  the  execu 
branch  cannot  indefinitely  function  as 
maker  without  becoming  lawmaker  in  n 
as  well  as  fact.  The  veil  provided  by  the 
egation  doctrine  has  worn  thin  when  the 
imposes  through  regulation  a  tax  on  t 
phone  customers.  What  is  at  stake  is 
good  or  bad  policy,  but  self-rule — which 
been  achieved  by  a  1,000-y ear-long  strug 

Democracy  in  America  is  being  hollo 
out,  not  because  of  organized  interest  grc 
or  the  way  campaigns  are  financed.  Der 
racy  has  become  the  exercise  of  holdin 
plebiscite  on  the  economy  every  four  ye 
We  the  People  cannot  rule  ourselves  w 
our  elected  representatives  do  not  make 
laws  or  impose  the  taxes.  The  unravelin 
the  separation  of  powers  is  leaving  po 
unrestrained.  This  is  the  opposite  of  libera 
and  repudiates  its  historic  achievement. 

Congress  is  empowered  to  make  laws, 
not  empowered  to  make  other  legislators 
placing  its  lawmaking  mandate  in  other  ha 
Political  clout  is  up  for  grabs  when  the  I 
Supreme  Court  reads  into  the  Constitutioi 
manner  of  rights  nowhere  mentioned  i; 
but  does  not  enforce  the  right  to  self-] 
and  the  separation  of  powers  that  are  ex] 
itly  stated  in  the  document's  main  arti( 
Eventually,  unrestrained  force  becomes 
Lenin's  words,  "unlimited  power,  resting 
rectly  on  force.  Nothing  else  but  that." 
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SAS*  Software... #1  in  Decision  Support 
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Data  Mining 
The  World  Wide  Web 
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.More  than  3.5  million  decision 
makers  around  the  world  trust 
SAS  software  to  deliver  reliable, 
timely,  and  consistent  information 
to  drive  their  businesses  forward. 
No  wonder  Software  Magazine 
chose  SAS  Institute  as  the  Best 
Decision  Support  Tools  Company. 
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Economic  Trends 


BY  GENE  KORETZ   

PEERING  INTO  A 
NEW  MILLENNIUM 

More  jobs,  trade,  and  productivity 

In  the  decade  from  1986  to  1996,  the 
U.  S.  economy  grew  at  an  average 
2.3%  annual  rate,  and  employment  grew 
19%,  adding  21  million  jobs.  Will  the 
next  decade  see  similar  gains? 

According  to  new  Labor  Dept.  pro- 
jections, the  answer  appears  to  be  yes 
on  a  number  of  fronts.  Slowing  labor- 
force  growth  (1.1%  a  year,  vs.  1.3%  in 
the  previous  decade),  will  dampen  eco- 
nomic growth  a  bit  and  will  hold  the 
decade's  employment  gains  to  19  mil- 
lion jobs.  But  the  department's  experts 
see  a  10%  rise  in  the  pace  of  productiv- 
ity advances,  with  real  output  per  em- 

AMERICA'S  JOB  GROWTH: 
THE  DECADE  AHEAD 
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OCCUPATIONS 

ADDING  THE  MOST  POSITIONS 

GAIN  1996-2006 

CASHIERS 

530,000 

SYSTEMS  ANALYSTS 

520,000 

GENERAL  MANAGERS 

AND  TOP  EXECUTIVES 

467,000 

REGISTERED  NURSES 

411,000 

RETAIL  SALESPERSONS 

408,000 

TRUCK  DRIVERS 

404,000 

HOME  HEALTH  AIDES 

378,000 

TEACHER  AIDES 

370,000 

TOTAL  U.S.  NET  INCREASE 

18,574,000 

DATA:  LABOR  DEPT. 

ployee  growing  at  a  1.1%  annual  rate, 
compared  with  0.9%  in  the  prior  decade. 

What's  more,  the  productivity  pickup 
will  be  fueled  by  an  acceleration  in  pri- 
vate investment.  Business  outlays  for 
equipment — particularly  on  computers 
and  communications  technology — will 
shine,  and  nonresidential  construction 
will  stage  a  comeback.  By  200(5,  gross 
private  domestic  investment  is  expected 
to  account  for  17.2%  of  gross  domestic 
product,  up  from  15.3%  in  1996. 

Labor  Dept.  economists  also  foresee  a 
dramatic  increase  in  the  globalization 
of  the  economy.  Over  the  decade,  ex- 
ports are  projected  to  surge  from  12% 
to  19.7%  of  gup,  and  imports  from  13.7%. 
to  20.5%.  With  exports,  particularly  of 
high-tech  products,  growing  faster  than 
imports,  the  trade  deficit  will  contract 
by  about  44%  in  real  terms. 

At  the  same  time,  real  federal  outlays 


for  goods  and  services  are  expected  to 
decline  in  both  defense  and  nondefense 
areas.  And  while  Social  Security  and 
other  transfer  payments  by  Washing- 
ton will  continue  to  rise,  the  experts 
project  a  balanced  federal  budget  for, 
the  year  2006  (five  years  before  baby 
boomers  start  to  retire  in  force). 

Looking  at  employment  trends,  the 
department  notes  that  services  will  ac- 
count for  almost  all  the  job  growth. 
Manufacturing  is  expected  to  shed  some 
35,000  jobs  a  year,  with  only  construc- 
tion boosting  employment  among  the 
goods-producing  industries.  State  and 
local  government  payrolls  will  rise  about 
1%  a  year,  but  the  federal  government's 
job  rolls  will  continue  to  shrink. 

Perhaps  predictably,  in  light  of  the 
aging  population  and  heavy  business 
and  consumer  investment  in  computers, 
many  of  the  fastest-growing  occupations 
are  related  to  health  care  or  computers. 

How  good  are  Labor  Dept.  projec- 
tions? The  agency's  predictions  for  the 
1984-95  period  were  surprisingly  accu- 
rate in  many  respects,  but  they  under- 
projected  employment  by  6.6  million 
jobs — mainly  because  the  experts  failed 
to  anticipate  a  pickup  in  labor-force 
growth  and  in  dual  jobholders.  Judging 
by  last  year's  3.2  million  surge  in  payroll 
jobs,  Labor's  latest  projections  could  fall 
short  of  the  mark  again. 


FIZZY  FIGURES 
ON  HEALTH  COSTS 

Many  researchers  don't  have  a  clue 

The  new  economics  of  medicine  has 
put  the  heat  on  providers  to  find 
the  most  cost-effective  forms  of  care. 
But  the  research  that  doctors  and  man- 
aged-care companies  use  to  weigh  which 
treatments  work  best  and  cost  least  suf- 
fers from  something  approaching  finan- 
cial illiteracy,  according  to  an  article  in 
the  current  Journal  of  the  American 
Medical  Assn. 

A  team  of  medical-  and  business-school 
researchers  reviewed  reports  on  181  clin- 
ical trials  that  made  claims  about  costs  of 
treatments.  These  are  "the  gold  stan- 
dard for  studies  of  clinical  effectiveness" 
of  new  drugs,  surgeries,  or  approaches  to 
care,  says  lead  author  E.  Andrew  Balas 
of  the  University  of  Missouri  School  of 
Medicine.  But  while  all  181  reports  made 
cost  claims,  nearly  half  gave  no  actual  fig- 
ures on  costs.  Even  among  the  97  studies 
with  cost  data,  the  figures  "were  very 
vague  and  incomplete,"  says  Balas: 
Eighty-three  studies  omitted  startup 


costs,  66  didn't  report  on  the  cost  of  s 
plies,  and  56  studies  failed  to  include 
bor  costs  in  their  analysis. 

Using  such  studies  to  cut  medic 
costs  "is  almost  like  a  blindfolded  si 
geon  doing  an  amputation,"  Balas  sai 
His  group's  prescription  for  the  proble 
Agencies  that  fund  medical  resear 
and  journals  that  publish  should  ins: 
that  researchers  build  financial  contn 
and  analysis  into  their  studies  befo 
they're  allowed  to  make  any  clan 
about  a  treatment's  cost-effectivenesi 
By  Mike  McNamee  in  Washingt 

MATERIALS  PRICE: 
STIR  IIP  ANXIETY 

Some  fret  about  a  global  recessiof 

hen  materials  prices  were  A 
moved  from  the  index  of  leadiw 
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indicators  last  year,  economists 
plauded  the  move.  With  the  shift 
U.  S.  economic  output  toward  servi 
and  high-tech  items,  it  was  clear  ti 
the  link  between  commodities  and 
mestic  economic  activity  had  weake 
considerably  in  the  1990s. 

The  recent  plunge  in  industrial  coj-J 
modify  prices  is  making  a  number 
economists  anxious,  however — not 
cause  it  bodes  trouble  for  the  U.  S 
rectly,  but  because  shifts  in  common 
prices  remain  important  indicators 
economic  activity  in  Europe,  Japan,  a 
developing  nations  in  Asia  and  La1 
America.  The  commodity  meltdo 
says  Ed  Hyman  of  International  Str; 
egy  &  Investment  Group,  suggests  til 
the  Pacific  Rim  may  be  entering  sonk 
thing  approaching  a  depression.  Edwa 
Yardeni  of  Deutsche  Morgan  Gren: 
talks  of  a  global  growth  recession. 

When  materials  prices  tumbled  in 
past,    says  Ed 


t 

COMMODITIES 
ARE  TANKING 


Hyman,  economic 
policymakers  usu- 
ally responded 
with  substantial 
stimulus.  This 
time  around,  how- 
ever, neither  the 
Bed  nor  Europe, 
nor  the  Inter-na- 
tional Monetary 
Fund,  nor-  Japan 
seems  ready  or 
willing  to  act  de- 
cisively. Indeed, 
Hyman  notes  that 
Pacific  Rim  short- 
term  interest  rates  have  risen  800  b; 
points  in  the  past  nine  months 
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HY  THIS  EXPANSION 

IULD  STEAM  PAST  ASIAN  SHOALS 

gaining  power  from  low  rates  and  a  strong  labor  market 


LS.  ECONOMY 


IRY  EMPLOYEES  LOG 
CORD  WORKWEEK 


MANUFACTURING 


i  ■  1 1  111  II 1 1 1 1 1 1 1 1  M I II I M  1 1  M  J 

'95  DEC.  '97 

iS  PER  WEEK 

DATA'  LABOR  DEPT 


As  the  expansion  steams  to- 
ward its  seven-year  anniver- 
iome  pundits  are  using  words  like  "unstoppable" 
insinkable."  But  will  Asia  prove  to  be  the  iceberg 
ps  a  hole  in  this  economic  Titanic?  The  turmoil  in 
sian  financial  markets  is  just  a  tip  covering  deep- 
;ional  troubles,  including  imploding  banking  sys- 
coiruption,  and  potential  social  unrest.  Correcting 
problems  will  take  time  (page  26). 

Despite  this  new  uncertain- 
ty, the  U.  S.  economy  still 
looks  watertight.  If  anything, 
the  chaos  is  pushing  down  in- 
terest rates,  partly  reflecting  a 
flight  to  safe  U.  S.  Treasury 
securities.  The  drop  is  caus- 
ing a  new  round  of  mortgage 
refinancings  that  is  adding 
several  knots  to  the  economy's 
already  rapid  speed.  This  mo- 
mentum was  evident  in  the 
reports  on  jobs  and  retail  sales.  Those  data  point 
iming  domestic  demand  that  has  given  the  man- 
ring  sector  a  full  head  of  steam  (chart),  even  as 
b  demand  slows. 

hit  now,  the  key  danger  from  Asia  is  a  possible  se- 
pullback  in  the  U.  S.  stock  market  caused  by 
ng  worries  about  profits.  That's  because  the  hit 
k.sia  to  overseas  earnings  will  come  just  as  prof- 
•gins  will  face  domestic  pressures  from  rising  la- 
)sts.  A  correction  in  stock  prices  might  derail 
business  investments  and  rattle  confidence  among 
Tiers  who  have  known  only  a  bull  market. 

DECEMBER  JOB  DATA  highlighted  the  economy's 
ngly  irrepressible  strength  as  well  as  worries 
the  coming  squeeze  on  profits:  Vigorous  demand 
)rkers  is  lifting  wages. 

lfarm  payrolls  jumped  an  unexpectedly  large 
i0  last  month,  and  both  October  and  November 
were  revised  higher.  Businesses  added  an  average 
1,000  workers  a  month  in  the  fourth  quarter,  the 
t  hiring  pace  in  3V>  years.  Total  hours  worked 
at  an  annual  rate  of  4.4%  last  quarter,  a  good  in- 
r  that  real  gross  domestic  product  continued  to 
d  at  an  annual  rate  greater  than  3%. 
ing  was  especially  robust  among  manufacturers, 
p^ew  by  39,000  in  December.  And  for  the  quarter, 
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factories  added  an  average  of  42,000  jobs  a  month.  That 
three-month  rate  surpassed  the  boomlet  of  1994,  be- 
coming the  strongest  factory-job  pace  in  10  years. 

And  those  workers  were  extremely  busy.  The  facto- 
ry workweek  lengthened  by  12  minutes,  to  42.3  hours — 
the  longest  on  record.  More  jobs  and  longer  hours 
mean  that  factory  output  last  quarter  easily  grew 
faster  than  the  third  quarter's  6.3%  gain.  Moreover, 
the  longer  workweek  suggests  continued  momentum  in 
manufacturing  hiring  in  the  new  year. 

In  the  service  sector,  pri- 
vate industries  added  259,000  THE  BUYING  POWER 
new  jobs,  led  by  an  81,000 
gain  in  business  services.  The 
Labor  Dept.  confirmed  that 
high  tech  is  where  the  jobs 
are.  It  said  that  computer  ser- 
vices, which  employ  about  1% 
of  all  workers,  accounted  for 
5%  of  the  3.2  million  jobs  cre- 
ated in  1997. 

Labor  also  said  that  a 
record  64.1%  of  the  population  was  employed  in  De- 
cember. And  with  job  growth  surpassing  hikes  in  the  la- 
bor force,  the  unemployment  rate  is  sure  to  drop  further 
in  early  1998  from  December's  already  low  rate  of  4.7%. 

THE  DEMAND  FOR  WORKERS  is  boosting  pay.  Hourly 
wages  for  all  production  workers  rose  only  a  penny  in 
December,  to  $12.48,  but  that  followed  a  large  70  rise  in 
November.  For  the  quarter,  average  hourly  wages 
grew  at  a  5%  annual  rate  from  the  third  quarter,  the 
biggest  quarterly  gain  in  14  years.  Pay  in  both  manu- 
facturing and  services  saw  huge  increases.  After  ad- 
justing for  inflation,  real  wages  rose  2.1%  from  a  year 
ago,  the  largest  yearly  increase  since  1976  (chart). 

Fatter  pay  raises,  coupled  with  reports  of  bigger 
premiums  for  health  insurance,  mean  that  businesses 
are  spending  more  for  labor.  The  fourth-quarter  em- 
ployment-cost index,  due  out  on  Jan.  27,  should  detail 
which  industries  are  facing  the  tightest  labor-cost 
squeeze.  And  the  jump  in  total  hours  worked  last  quar- 
ter suggests  that  productivity  fell,  implying  that  effi- 
ciency gains  in  the  past  year  have  not  been  sufficient  to 
offset  labor's  higher  price  tag.  The  likely  casualty  in 
that  imbalance  is  profit  margins. 

At  the  same  time,  though,  rising  incomes  in  the 
U.  S.  explain  why  domestic  demand  remains  a  jugger- 
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naut.  Consumers  ended  1997  with  a  flourish,  boosting 
retail  sales  by  0.7%  in  December.  The  advance  indicates 
that  real  consumer  spending  for  goods  and  services 
rose  at  an  annual  rate  of  about  3%  last  quarter — not 
bad  following  a  5.6%  surge  in  the  third  quarter.  Bigger 
paychecks,  along  with  a  windfall  of  refi  money,  suggest 
that  spending  will  rise  this  quarter  as  well. 

Car  dealers  did  extremely  well  in  December.  Unit 
sales  of  new  cars  and  light  trucks  jumped  to  an  annu- 
al rate  of  16  million,  the  best  for  the  year  (chart). 
However,  there  is  speculation  that  dealers  included 
some  of  their  early-January  sales  in  the  December 
number  because  New  Year's  Day  delayed  reporting.  If 
so,  then  this  month's  sales  rate  may  look  weak. 

That  may  not  be  the  case,  though,  if  homeowners  use 
the  extra  cash  from  mortgage  refinancings  to  purchase 
durable  goods,  including  motor  vehicles.  The  volume  of 
refis  jumped  30%  in  the  last  week  of  December,  says 
the  Mortgage  Bankers  Assn.  And  with  30-year  mort- 
gages now  below  7%,  mortgage  refinancings  should  in- 
crease further. 

CHEAPER  LONG-TERM  RATES  are  only  one  conse- 
quence of  the  Asian  crisis.  Another  upshot  is  continued 
low  inflation  as  Asian  imports  fall  in  price. 

The  consumer  price  index  for  all  goods  and  services 
rose  just  0.1%  in  December.  That  means  the  cpi  rose 
1.7%  for  all  of  1997 — the  lowest  inflation  rate  since 


SPAIN 


VEHICLE  SALES 
JUMPED  IN  DECEMBER 


the  oil-price  collapse  of  1986.  Excluding  food  and  en 
gy,  core  prices  inched  up  0.2%  last  month  and  2.2% 
1997.  That's  the  lowest  rate  in  32  years. 

Core  service  prices  rose  3%  last  year,  compared  w 
3.3%  in  1996.  Goods  inflation  slowed  more  dramatica 
Prices  for  core  goods  were  up  only  0.4%>  in  1997,  mi 
lower  than  the  1.1%  pace  in  1996. 

Looking  ahead,  prices  for 
goods  will  probably  be  flat  at 
least  for  the  early  part  of  this 
year  because  of  cheaper  Asian 
imports.  Import  prices  are  al- 
ready in  a  steep  decline.  In  De- 
cember, prices  of  nonoil  imports 
fell  0.2%.  For  the  year,  they 
dropped  a  stunning  2.5%,  and 
they  are  down  4.5%  since  mid 
1995.  The  places  to  watch  for 
any  inflation  pickup  are  medical 
care  and  housing,  which  are  nearly  half  of  the  cpi. 

To  be  sure,  the  impact  of  the  Asian  crisis  will  not 
negligible,  but  it  is  hitting  at  the  very  time  when  t 
expansion  is  at  its  strongest.  Low  inflation  and  bigj 
pay  gains  are  boosting  consumer  buying  power  witl 
force  not  seen  before  in  this  expansion.  And  solid 
mestic  demand  will  fuel  further  gains  in  both  jobs  a 
industrial  output.  This  expansion  may  not  be  invincit 
but  Asian  woes  are  highly  unlikely  to  sink  it. 
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THE  TURNAROUND  HAS  ROOM  TO  RUN 


Spain's  stunning  transformation 
from  a  euro  wannabe  to  an  in- 
disputable first-round  candidate 
for  Europe's  single  currency  is  set 
to  continue  in  1998. 

Powered  by  falling  interest 
rates  and  improving 
labor  markets,  strong 
domestic  demand  has 
pushed  Spain's  annual 
growth  rate  to  nearly 
4%  through  the  third 
quarter  of  1997,  and 
that  pace  should  pre- 
vail in  1998.  Consumer 
spending,  construction, 
and  outlays  for  busi- 
ness equipment  will 
lead  the  way.  Also,  Spain's  expo- 
sure to  fallout  from  Asian  turmoil 
is  one  of  the  smallest  in  Europe. 

The  consumer  outlook  is  espe- 
cially bright.  At  yearend,  retailers 
reported  strong  holiday  sales,  up 


STRONG  DEMAND 
IS  FUELING  OUTPUT 
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some  25%  from  a  year  ago,  while 
both  car  sales  and  consumer  confi- 
dence were  near  the  record  levels 
of  the  late-1980s  boom.  Also,  in- 
dustrial output  is  climbing  (chart). 
Stronger  labor  markets  are  a 
big  plus.  In  fact,  in 
1997,  Spain  created 
half  of  the  European 
Union's  projected 
700,000  new  jobs.  But 
as  payrolls  grow,  bet- 
ter job  opportunities 
are  pulling  more  peo- 
ple into  the  labor 
force,  keeping  the  job- 
less rate  at  20%,  dou- 
ble Europe's  average. 
Spain's  other  boost  is  from  low 
interest  rates.  The  Bank  of  Spain 
cut  official  rates  six  times  in  1997, 
to  4.75%'  currently,  nearly  half  of 
their  9.25%  level  of  two  years  ago. 
The  bos  says  rates  will  fall  further, 


perhaps  to  4%  by  yearend  1998,  a 
Spanish  rates  converge  with  Ger- 
man rates  prior  to  monetary  unioi 

The  timing  of  further  cuts  will 
depend  on  inflation,  which  is  like! 
to  rise  at  least  slightly  in  early 
1998,  reflecting  strong  domestic 
demand.  Surveys  show  that  more 
manufacturers  intend  to  raise 
prices.  However,  lower  import 
prices  for  oil  and  other  commodi- 
ties— a  result  of  the  Asian  crisis- 
will  partly  offset  higher  domestic 
inflation.  December  producer  prk 
inflation  was  only  1.2%. 

Given  strong  growth  and  low 
interest  rates,  Spain's  1997  publi< 
deficit  will  fall  just  below  the 
Maastricht  Treaty  target  of  3%  o 
gross  domestic  product.  And  for 
1998,  the  government's  2.5%  tar- 
get appears  eminently  doable — a 
result  that  both  Germany  and 
France  would  envy. 
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Wouldn't  yOU  like  some  free 

time  to  build  your  business: 
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Call  to  get: 

Free  domestic 
long  distance  calls 

Free  local  toll  calls" 

Free  incoming 
toll-free  calls  " 

Free  long  distance 
faxes 

Free  calling 
card  calls  " 


Sprint  gives  your  small  business 
free  domestic  long  distance,  and 
more,  every  Friday  until  the  year  2000* 

The    exclusive  Fridays 


Free  program  from  Sprint 
lets  yon  calJ  anywhere  in 
the  country  free  on  Fridays  — 
until  the  year  2000.  You  can  call 
from  your  desk  or  from  the  road, 
fax  or  take  inbound  toll -free- 
calls  all  day.  And  whether  they're 
domestic  long  distance  or  local 
toll,  your  calls  are  free  on  Fridays. 


So  you  can  be  more  productive  and  innovative 
with  your  new  free  time,  for  a  whole  lot  less. 

You'll  do  more  business  and 
get  more  savings  the  rest  of  the 

week,  too.  With  Fridays  Free,  you  can  explore  new 
business  strategies  that  can  generate  more  opportunities  all 
week.  And  Friday  isn't  the  only  day  Sprint  can  help  your 
business.  The  rest  of  the  week,  our  competitive,  flat  per-minute 
rates  help  you  manage  your  bottom  line  So  sign  up  today  for 
the  free  time  to  build  your  business 

Call  to  get  Fridays  Free 

1-800-477-1406 

www.sprint.com/fridays-free 


Sprint 


We  help  your  business  do  more  business 


For  $50  monthly  commitment  level,  minimum  of  $50  required  on  days  other  than  Fridays  Customers  who  do  not  meet  rhe  minimum  requirement  will  be  billed  the  difference  to  equal  the  minimum  Maximum  of  $1,000  in  free  local  toll  and  long  distance  calling 
on  Fridays  per  month,  per  customer  [$4,000  commitment  level  maximum  of  $2.0001  Fridays  Free  local  toll  calling  expires  concurrent  with  your  existing  Fridays  Free  promotion  Offer  good  for  up  to  110  consecutive  Fridays  total  Excludes  SprintFAX"  and  Sprint 
Conference  Line*  services  Certain  restrictions  apply  Domestic  calls  and  commercial  use  only  Limited-time  offer  Not  valid  with  any  other  offer  Promotion  suh|ect  to  change  "Local  toll  service  from  Sprint  may  require  dialing  an  access  code  in  certain  areas 

"'Calls  made  from  pay  phones  will  be  charged  a  $0  30  connection  fee  ©  1998  Sprint  Communications  Company  L  P 


OR   RIICIMFQQ  \MPPK  /    IAMIIARV  3fi     1  QQR 


Cover  Story 


It  was  the  budget  speech  heard  around  the  world.  In 
early  January,  Indonesian  President  Suharto  outlined 
ambitious  spending  plans  that  defied  moves  demanded 
by  the  International  Monetary  Fund  in  return  for  a  $43 
billion  bailout  loan.  To  panicked  financial  markets,  it 
seemed  Suharto  and  other  Asian  leaders  were  losing 
the  will  to  tackle  their  countries'  urgent  problems.  Frantic 
calls  from  Bill  Clinton,  Helmut  Kohl,  and  Ryutaro  Hashimo- 
to ensued.  Then  came  a  diplomatic  swat  team  from  Wash- 
ington, followed 
by  the  head  of 
the  IMF  to  talk 
sense  into  an 
aging  dictator. 

The  wild  episode  in  Jakarta  shows  how,  in  short  order, 
a  seemingly  isolated  financial  bust  that  started  last  sum- 
mer in  Bangkok  has  escalated  into  the  biggest  threat  to 
global  prosperity  since  the  oil  shocks  of  the  1970s.  Unless 
the  U.  S.,  Europe,  and  Japan  organize  a  much  more  co- 
herent, high-profile  response,  the  damage  to  the  global 
economy  could  be  deep  and  long-lasting. 

For  now,  the  world  is  breathing  a  bit  easier.  By  mid- 
January,  the  South  Korean 
crisis  seemed  to  stabilize, 
Suharto  was  making  concilia- 
tory  gestures   to  foreign 
banker's,  and  Asian  stocks  and 
currencies  were  starting  to 
bounce  back.  But  the  region's 
once-booming  economies  re- 
main fragile,  and  the  debt  cri- 
sis far  from  solved.  Curren- 
cies are  still  half  what  they 
were  worth  seven  months 
ago.  Liquidity  problems  are 
crippling  regional  trade  as 
companies  in  Southeast  Asia 
can't  pay  Korean  suppliers. 
Currency  losses  from  Asian 
investments  are  pummeling 
profits  in  Japan.  And  now 
Hong  Kong,  which  not  long 
ago  seemed  rock  solid,  is  get- 
ting sucked  into  the  whirlpool: 
The  city's  leading  investment 
bank,  Peregrine  Investment 
Holdings,  has  collapsed  in  a 
heap  of  unpaid  debt. 
So  far,  economists  have  shaved  one  percentage  point  off 
their  estimates  for  global  growth  in  1998,  blaming  Asia. 
The  Dow  Jones  industrial  average  remains  well  off  its  highs 
and  continues  to  gyrate  as  news  of  lower  corporate  earnings 
rolls  in.  Still,  most  Americans  and  Europeans  are  surprisingly 
sanguine  about  Asia's  turmoil.  President  Clinton  has  de- 
scribed it  as  a  "glitch  in  the  road,"  while  a  move  is  under- 
way in  Congress  to  oppose  U.  S.  help.  Optimists  figure  that 
the  ongoing  surge  in  U.  S.  production,  employment,  and  ex- 
ports to  other-  regions  will  largely  offset  trade  with  Indone- 
sia or-  Thailand. 

Such  complacency  is  dangerous.  The  cold  reality  is  that  the 
world's  industries  and  financial  systems  are  inextricably  in- 
tertwined. Just  as  no  one  anticipated  how  swiftly  a  local 
panic  in  Thailand  would  bring  down  an  entire  region,  no 
one  really  understands  how  the  the  collapse  of  the  world's 
biggest  growth  zone  will  ripple  through  the  West.  At  this 
point,  confidence  has  become  so  shaky  that  one  more  big 
shock — a  currency  devaluation  by  China,  another  plunge  in 


The  global 
economy 
may  take  a 
major  hit 
unless  the 
U.S.,  Japan, 
and  Europe 
coordinate 
a  coherent 
response 
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Japan's  Nikkei  average,  or  a  key  Asian  borrower  reneging  on 
its  imf  terms — could  well  trigger  reverberations  that  will 
rock  the  globe.  Eisuke  Sakakibara,  Japan's  vice-minister  for 
international  finance,  is  even  more  alarmist.  "This  isn't  an 
Asian  crisis,"  he  says.  "It's  a  crisis  of  global  capitalism." 

Exaggerated?  Per- 
haps. But  another 
round  of  deep  devalua- 
tions in  Asia  could 
force  Latin  America  to  follow  suit.  That  would  deliver  a  sec- 
ond whammy  to  U.  S.  exports,  corporate  profits,  and  stocks. 
Capital  investment  would  drop,  and  consumers — seeing 
much  of  their  mutual-fund  wealth  disappear — would  spend 
less.  The  West  could  slip  into  economic  stagnation,  Asia 
into  a  long  recession.  With  "globalization"  no  longer  deliv- 
ering the  goods  and  social  turmoil  breaking  out,  big  devel- 
oping countries  such  as 

LAST  LOOK:  HONG  KONG'S 
LEADING  INVESTMENT  BANK, 
PEREGRINE,  CLOSES  SHOP 


One  more  big 
shock-a  Chinese 
devaluation, 
another  Nikkei 
plunge-could 
clobber  world 
trade  for  years 


China  might  postpone 
free-market  reforms  for 
years. 

IN  DENIAL.  That's  why 
halting  the  Asian  conta- 
gion now  is  essential.  The 
IMF  has  been  trying,  but 
so  far  with  little  success. 
Why  not?  It  has  taken 
months  to  gauge  the  mag- 
nitude of  the  problem  in 
the  face  of  Asia's  opaque 
accounting  and  financial 
secrecy,  compounded  by  a 
crazy  quilt  of  currency 
regimes  and  financial  sys- 
tems in  the  region.  Coor- 
dination between  Asian  and  Western  leaders  and  banks  has 
yet  to  materialize,  largely  because  Asian  leaders  have  spent 
weeks  denying  the  obvious.  And  no  Western  leader  has  spo- 
ken openly  and  publicly  about  the  gravity  of  the  crisis  and 
how  it  could  endanger  global  prosperity. 

What's  needed  is  a  comprehensive  plan  of  action,  one  that 
would  focus  the  world's  attention  on  Asia.  It  would  entail  not 
only  short-term  fixes  but  also  measures  to  help  shape  up  the 
Tigers  for  a  global  economy.  The  plan  would  include  new  in- 
stitutions to  establish  regionwide  rules  that  recognize  just 
how  closely  Asia's  economies  are  interlinked. 

First,  global  leaders  should  appoint  an  emergency  task 
force  that  would  have  real  clout  to  deal  with  the  problem  on 
a  regional  basis.  It  would  include  leaders  of  the  lending 
banks,  accounting  firms,  Asian  finance  ministers,  and  central 
bankers  who  would  work  with  the  IMF.  At  some  point,  a 


ASIA'S  TURMOIL 
HAS  DESTROYED  WEALTH... 

DROP  IN  MARKET  VALUE  OF  ASIAN  STOCKS 
BETWEEN  6/30/97  AND  12/31/97 


meeting  of  global  leaders  may  be  necessary  to  ratify  tl 
task  force's  mandate. 

The  next  step  would  be  to  expose  all  of  the  bad  dep: 
that  remains  hidden.  Lenders  need  a  firm  idea  on  how  mm 
more  is  needed  to  fix  the  problem. 

Then,  stabilize  the  currencies  fast  before  hyperinflatiui 
hits.  That  means  setting  interest  rates  as  high  as  it  takes  1 
halt  capital  flight  and  put  a  floor  under  the  currencies.  ThcS  t 
moves  could  bring  on  a  short-term  recession,  but  plungp 
currencies  would  create  a  depression. 

Once  the  true  costs  are  known,  liquidity  flows  back 
the  system.  Many  of  Asia's  banks  cannot  meet  their  sho 
term  commitments  to  overseas  lenders  or  extend  credit 
needy  local  borrowers.  To  keep  core  banks  from  collapsil 
new  repayment  schedules  are  a  necessity.  The  solutio? 
would  include  converting  much  of  the  debt  into  private  ^ 
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THE  PLAN    H°w  *°  sf,°P     currency  crisis 


and  get  Asia  growing  again 


entities  and  government  bonds. 
Some  governments  may  also 
want  to  guarantee  only  inter- 
est payments  on  short-term  pri- 
vate paper  to  avoid  expanding 
their  national  debt.  Foreign 
lenders  will  have  to  settle  for 
less  than  full  payment.  Rich 
Asian  and  Group  of  Eight  na- 
tions may  have  to  pony  up  an 
additional  $100  billion  to  cover 
any  acute  liquidity  shortfalls. 
Once  the  rollovers  restore  some 
calm,  Western  lenders  can  tack- 
le the  corporations  that  can't 
pay.  They  will  probably  have  to 
swap  debt  for  equity. 

As  the  task  force  nears  the 
end  of  its  life  it  will  probably 
want  to  create  some  pemianent 
agency,  perhaps  under  the  aegis 
of  the  Asia  Pacific  Economic  Co- 
operation fonim  to  enforce  the 
agreed  upon  rules.  Longer-term, 
an  Asian  Reconstruction  Fund 
could  also  help  settle  any  re- 
maining bad  debts  and  sell  non- 
performing  assets,  from  office 
towers  to  factories.  That  means 
finding  buyers  around  the  world 
and  within  the  region  to  pick 
up  these  assets  at  discount 
prices.  That  would  also  help 
channel  investment  back  to 
Another  agency  must  devise  uniform  rules  of  disclosure 
pervision  of  the  region's  banking  and  corporate  sectors, 
any  of  this  to  work,  however,  a  tremendous  amount  of 
J  salesmanship  is  ahead.  Asian  leaders  have  to  convince 
>opulations  that  there  is  no  way  to  avoid  a  wrenching 
lp.  And  with  congressional  critics  on  the  right  and 
:*eady  gearing  up  to  take  aim  at  the  imf,  Clinton  will 
,o  explain  why  more  American  funds  should  be  sunk 
e  Asian  money  pit.  To  date,  he  hasn't  started.  Says  for- 
iecretary  of  State  James  A.  Baker  III  of  the  Clin- 
i:  "They  haven't  made  any  effort  to  build  public  support 
i  rescue  plan,  even  though  the  situation  has  some  sys- 
risk."  But  before  Congress  and  other  Western  gov- 
nts  sign  on,  there  must  be  clear  evidence  Asian  aid 
simply  end  up  in  the  pockets  of  the  old-guard  political 
5  or  the  irresponsible  industrialists, 
course,  all  these  measures  will  be  meaningless  unless 
also  makes  some  serious  commitments.  So  far,  Tokyo 
ood  out  as  one  of  the  chief  villains  in  the  crisis.  It  has 
yen  slide  to  boost  its  own  exports  at  the  expense  of  its 
tors.  And  it  has  clamped  down  on  its  domestic  growth, 
ig  pleas  to  import  more  Asian  goods.  That  leaves  only 
.  S.  to  absorb  East  Asia's  exports.  Corralling  Japan 
le  effort  will  be  a  major  challenge. 
:  recoveiy  plan  is  a  tall  order,  to  be  sure.  But  even  this 
;  the  beginning.  After  the  financial  crisis  is  resolved, 
r  has  to  be  pumped  back  into  Asia's  economies.  Di- 
jreign  investment  will  play  the  key  role  in  Asia's  re- 
liction. But  instead  of  these  funds  going  to  the  same  oli- 
y  of  crony  capitalists  and  conglomerates  currently 
ating  the  scene,  it  must  flow  to  a  new  breed  of  dynamic, 
globally-oriented  entrepreneurs. 

■  this  to  happen,  Asian  governments  must  dismantle  the 


1.  A  NEW  TEAM 


Create  a  task  force  of  top  private  bankers,  IMF  offi- 
cials, accountants,  and  central  bankers  from  the  G-8 
nations  and  Asia.  Their  mandate:  hammer  out  a 
regionwide  solution.  An  Asian  heads  the  team.  The 
task  force  would  work  in  tandem  with  the  IMF,  and,  if 
necessary,  supersede  it. 


2.  COME  CLEAN 


The  task  force's  first  job  is  to  get  all  the  bad  news  out 
on  hidden  debts  and  corporate  basket  cases  in  all  of 
Asia's  trouble  spots. 


3.  TRIAGE 


The  task  force  moves  fast  to  stabilize  the  currencies. 
Steps  include: 

►  Coordinating  a  regional  policy  of  punishingly  high 
interest  rates  to  stop  capital  flight.  This  is  a  short- 
term  policy  only. 

►  Restoring  confidence  and  liquidity  fast.  The  main 
step  here  is  to  roll  over  the  short-term  debt  of  core 
banks  in  Korea,  Indonesia,  Malaysia,  Thailand,  and 
the  Philippines.  This  debt  could  be  securitized 
through  bonds  with  longer  repayment  schedules. 
Interest  payments  might  be  guaranteed  by  govern- 
ments themselves,  or  an  outside  institution  such  as 
the  IMF.  The  workout  must  inflict  a  cost  on  the  for- 
eign lenders. 

►  Encouraging  a  swift  private  workout  between  out- 
side lenders  and  the  region's  corporations  and  finance 
companies.  Western  banks  can  swap  debt  for  equity 
or  grant  easier  repayment  terms.  The  emphasis  is  on 
speed — everyone  takes  losses. 

►  Establishing  an  additional  stabilization  fund  of 
about  $100  billion.  This  money  would  help  meet 
emergency  liquidity  needs.  G-8  nations  and  rich 
Asian  countries  would  chip  in. 


4.  NEW  FRAMEWORK 


Western  and  Asian  leaders  will  agree  to  an  Asian 
agency  to  prevent  similar  crises.  Among  its  features: 

►  An  Asian  Reconstruction  Fund  staffed  by  top 
technocrats  that  would  sell  bad  assets  in  the  region 
and  rebuild  liquidity  when  private  workouts  need 
assistance.  The  fund  would  speed  up  workouts  to 
strengthen  corporate  balance  sheets  and  restart 
capital  flows. 

►  A  new  regulatory  authority  to  introduce  uniform 
regional  rules  that  insure  full  disclosure  in  central 
bank  accounts,  update  bankruptcy  laws,  introduce 
real  supervision  of  banks,  and  improve  local  account- 
ing systems  and  securities  laws. 


5.  NEW  COOPERATION 


At  an  APEC  meeting  later  this  year,  the  world's  lead- 
ers publicly  endorse  the  workout.  In  return,  G-8 
nations  (especially  Japan)  pledge  to  maintain  growth 
and  preserve  open  markets  for  Asia. 
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corrupt  nexus  among  bureaucracies,  banks,  and  big  busi- 
ness. The  IMF  workouts  will  serve  as  an  enormous  cleansing 
exercise.  In  return  for  new  money,  overstretched  conglom- 
erates would  be  broken  up.  Many  subsidiaries  could  be  spun 
off  to  professional  managers  or  sold  to  Western  investors. 

At  the  same  time,  a  massive  investment  in  training  must 
raise  the  army  of  bankers,  securities  regulators,  and  corpo- 
rate accountants  Asia  will  need  to  manage  in  today's  global 
economy.  Western  banks,  accounting  firms,  and  governments 
can  supply  much  of  the  training.  And  finally,  since  few  Asian 
countries  have  a  social  safety  net  to  help  the  millions  of 
worker's  laid  off  as  a  result  of  IMF  terms,  the  World  Bank  and 
industrial  countries  will  have  to  step  up  aid  programs. 

Building  and  holding  together  a  political  consensus  for 
bailing  out  Asia  will  likely  be  the  biggest  and  most  complex 
foreign-policy  challenge  facing  Clinton  in  the  remainder  of 

his  term.  In  the  U.  S., 
conservative  Republi- 
cans and  union  leaders 
will  rightly  fume  about 
spending  taxpayer  money  to  help  corrupt  governments  and 
reckless  capitalists.  At  the  same  time,  the  U.  S.  will  have  to 
keep  the  pressure  on  Asian  leaders  to  follow  through  with  a 
structural  overhaul  of  then-  economic  models  as  South  Ko- 
rean workers  take  to  the  streets  and  rioters  spill  out  of 
Jakarta's  slums. 

WIDE  RIPPLES.  But  the  truth  is  that  the  U.  S.  has  no  choice 
but  to  step  up  to  the  challenge.  Whether  Asia's  immediate 
impact  on  the  U.  S.  is  severe  or  mild,  America's  industries 
are  inextricably  linked  to  Asia,  which  now  accounts  for  one- 
third  of  global  trade  and,  by  any  calculation,  an  enormous 
share  of  future  world  growth. 

Companies  from  General  Electric  to  Boeing  are  counting 
heavily  on  the  $1  trillion  the  World  Bank  estimates  Asia 
will  need  to  invest  over  the  next  decade  on  power  plants, 
telecom,  transportation,  and  other  infrastructure.  "It's  simply 
not  credible  that  a  third  of  the  world  can  suddenly  go  from 
dynamic  growth  to  widespread  recession  without  affecting  our 
own  economy,"  says  Jeffrey  E.  Garten,  a  former  U.  S.  Com- 
merce Dept.  official. 

There  also  are  important  geopolitical  stakes.  A  prosperous 


Indonesia  has  been  tlj 
bulwark  of  regional  st| 
bility  and  remains 
check  against  possib 
Chinese  adventurisr 
Longtime  ally  Sout 
Korea,  still  hostir 
37,000  U.  S.  troops,  hi 
been  a  deterrent  to  e: 
pansion  from  the  nort 
And  if  North  Korea  cc 
lapses  and  unifies,  tl 
cost  to  the  U.  S. 
keeping  the  peninsu 
stable  would  be  staj 
gering  if  Seoul  we: 
greatly  weakened.  "Ii 
important  the  U.  S.  1 
more  than  Mr.  Observi 
in  this  thing,"  says  Ma 
rice  R.  Greenber 
chairman  of  Amerie 
Inter-national  Group  Ir 
Then  there  is  tl 
much  larger  question 
America's  ability  to  co 
tinue  promoting  tl 
ideals  of  democracy  at 
free  trade,  the  pillars 
U.  S.  policy  since  tl 
end  of  the  cold  W£ 
South  Korea,  the  Phili 
pines,  and  Thailar 
have  ousted  militar, 
backed  authoritarian 
And  while  their-  tram 
tion  to  market  eco 
omies  and  democracii 
was  far  from  complet 
there's  no  disputin 
that  they've  mat 
tremendous  strides  in  liberalizing  trade  and  opening  the 
markets.  Now,  investors  seem  ready  to  abandon  them. 

Many  Asians  believe  the  West  also  has  a  moral  obligate 
to  help  clean  up  the  mess.  That's  debatable.  Asian  gover 
ments  welcomed  the  money  at  first  and  squandered  much 
the  foreign  investment  on  ill-conceived  property  and  indu 
trial  projects.  But  Asian  governments  also  caved  into  U. 
and  IMF  pressure  to  dismantle  capital  and  currency  contrc 
even  before  they  had  created  the  institutions  needed 
oversee  the  risk.  Says  Park  Yung  Chul,  president  of  the  K 
rea  Institute  of  Finance:  "The  West  pushed  us  to  open  o 
markets,  but  what  are  we  getting  in  return?  Through  glo 
alization  we  have  created  a  monster." 

If  Asia  now  acts  in  good  faith,  and  the  West  still  turns 
back,  America  credibility  will  suffer.  The  U.S.  sees  the  ne 
century  as  the  age  of  globalization,  free  markets  and  i 
creasing  prosperity.  It's  a  beautiful  vision.  A  devastah 
Asia  will  make  a  mockery  of  it. 

By  Brian  Bremner  in  Tokyo  and  Pete  Engardio 
New  York,  with  Dean  Foust  in  Washington,  Kerry  Capt 
in  New  York,  Bruce  Einhorn  in  Hong  Kong,  and  buret 
reports 


MESSENGERS  OF  GLOOM: 
SOUTH  KOREAN  AND  IMF 
OFFICIALS  BRIEF  THE  PRESS 

Intense  political 
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is  required  in 
the  U.S.-and 
Clinton  hasn't 
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For  more  information  on  t 
Asia  crisis,  go  to  www. 
businessweek.com  or  American  Online  (Keyword:  BW). 
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COMMENTARY 

By  Joyce  Barnathan  &  Bruce  Einhorn 

A  CHINESE  DEVALUATION?  DON'T  DET  ON  IT 


t  was  an  unusually  strong  plea 
for  such  a  staid  diplomatic  gath- 
ering. At  last  month's  asean 
eeting  in  Kuala  Lumpur,  Chinese 
resident  Jiang  Zemin  suddenly 
und  himself  approached  by  other 
sian  leaders.  They  urged  him  not 
devalue  China's  renminbi.  Doing 
I  they  said,  would  collapse  Asia's 
her  currencies  once  more  and 
unge  the  region  into  its  deepest 
icession  in  decades. 
Asia  is  haunted  by  the  specter  of 
cheapened  currency.  Pessimists  ar- 
te that  China  has  no  choice,  as  its 
;porters  lose  orders  to  Thai,  In- 
mesian,  and  Malaysian  rivals  who 
n  profit  from 
wer  currencies 
sell  goods  to 
e  West  at  rock- 
)ttom  prices, 
hina  grabbed 
isiness  from  ri- 
ils,  they  say,  by 
lifying  its  cur- 
ncy  in  1994  at 
lower  rate, 
lat  helped  lay 
e  groundwork 
r  today's  crisis, 
itics  insist,  and 
■oves  that  Chi- 
i's  leaders  look 
it  for  China, 
)t  Asia. 
But  these  ar- 
iments  ignore 
:e  compelling 
idence  that 
hina,  out  of  self-interest,  may  not 
;value  anytime  soon.  In  fact,  by 
ting  in  its  own  interest,  China 
ay  end  up  stabilizing  the  region. 
ili'S  VOW.  Certainly,  China  is 
•acing  for  tough  times,  with  unem- 
oyment  expected  to  rise  and  for- 
gn  investment  and  exports  to  dip. 
st  top  Chinese  leaders  do  not  see 
devaluation  as  the  best  way  to 
;ep  exports  strong  and  attract  for- 
gn  investors.  "I  can  solemnly  de- 
are  that  the  Chinese  renminbi  will 
)t  be  devalued,"  China's  economic 
;ar,  Zhu  Rongji,  promised  Singa- 
)rean  Senior  Minister  Lee  Kuan 
sw  last  month. 

A  key  argument  against  devalua- 
m  is  the  devastating  impact  it 


would  have  on  Hong  Kong.  Should 
Beijing  engineer  a  dramatic  weak- 
ening of  the  renminbi,  pressure 
would  build  on  Hong  Kong  to  break 
its  dollar's  long-standing  peg  to  the 
U.  S.  dollar.  Hong  Kong  monetary 
officials  deem  that  link  essential  to 
confidence.  "There's  a  high  probabil- 
ity [devaluation]  would  crash  the 
peg  and  damage  the  Hong  Kong 
economy,"  says  Dong  Tao,  China  an- 
alyst at  Schroder  Securities  in 
Hong  Kong. 

Devaluation  also  would  hinder 
China's  ability  to  raise  hard  curren- 
cy. One  of  Zhu's  priorities  this  year 
is  to  strengthen  ailing  state  enter- 


A  CHEAPENED  RENMINBI  COULD 
PANIC  INVESTORS,  WORSENING 
CHINA'S  ECONOMIC  STRAITS 

prises,  which  hope  to  use  Hong 
Kong  capital  markets  to  raise  cash. 
If  the  Hong  Kong  dollar's  peg  dis- 
appeared, international  investors 
would  shun  new  Chinese  securities, 
which  would  lose  their  value. 

A  weaker  currency  could  even 
destroy  confidence  inside  China.  Or- 
dinary Chinese  hold  around  8  tril- 
lion renminbi,  worth  about  $1  tril- 
lion, in  deposits  at  local  banks,  but 
many  would  yank  their  funds  and 
buy  black  market  dollars  if  the  cur- 
rency tumbled.  China  "can't  afford 
a  run  on  the  banks,"  says  William 
H.  Overholt,  managing  director  of 


Asia  research  at  Bankers  Trust  Co. 
in  Hong  Kong.  A  run  would  destroy 
Beijing's  ability  to  extend  credit  to 
businesses  and  projects  that  help 
keep  the  economy  growing. 

China  has  some  strengths  that 
Thailand,  South  Korea,  and  Indone- 
sia do  not.  Its  trade  surplus,  for 
one,  is  buoying  the  currency.  In 
1997,  exports  were  an  impressive 
$182  billion,  $40  billion  more  than 
imports.  China  also  boasts  $140  bil- 
lion in  foreign  currency  reserves, 
which  easily  cover  its  $119  billion  in 
foreign  debt. 

That  doesn't  mean  China  can  af- 
ford to  stand  still.  The  Year  of  the 
Tiger  will  see  a 
marked  rise  in 
unemployment 
as  Beijing  press- 
es reforms  on 
its  state  sector. 
As  a  result, 
many  analysts 
predict  that 
growth  will  slow 
to  at  best  7.5% 
in  1998,  perhaps 
even  6%,  from 
nearly  9%  in 
1997.  But  it's 
doubtful  that 
China  could  ex- 
port its  way  out 
of  a  slowdown 
even  if  it  want- 
ed to.  Consumer 
demand  in  hard- 
hit  Asia  is  dry- 
ing up,  and  demand  in  the  U.  S. 
probably  won't  strengthen.  Beijing 
is  more  likely  to  stimulate  domestic 
demand  by  spending  big  on  infra- 
structure, particularly  in  the  power 
sector,  as  well  as  housing. 

Some  analysts  do  believe  that 
China  will  weaken  its  currency  by 
5%  to  10%  in  the  second  half  of  the 
year,  particularly  if  its  economy 
slows  too  dramatically.  But  at  this 
point,  Beijing  can  afford  to  hold 
fast.  The  longer  it  holds  the  line 
against  devaluation,  the  better  off 
Asia — and  the  world — will  be. 

Asian  Regional  Editor  Bar- 
nathan and  Correspondent  Einhorn 
cover  Asia  from  Hong  Kong. 
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THERE  ARE  NOW  OPEN 
CALLS  FOR  SUHARTO  TO 
RESIGN— AND  THEY  HAVE 
NOT  PROMPTED  ARRESTS 


'HE  NO  LONGER  HAS 
HEAVEN  S  BLESSING' 

Amid  economic  disarray,  Suharto's  power  base  crumbles 

It  will  be  remembered  as  the  day  Indonesia  panicked.  On 
the  bare  store  shelves  of  Jakarta,  all  that  remained  on 
Jan.  8  were  fingernail  scratch  marks  after  millions  of 
terrified  Indonesians  tried  to  dump  their  depreciating  rupiah 
and  hoard  all  the  rice,  sugar,  and  cooking  oil  they  could  car- 
ry. In  just  three  days,  the  currency  had  halved  in  value 
from  5,600  to  more  than  11,000  rupiah  to  the  dollar.  Com- 
merce, except  for  the  hoarding  of  goods,  had  virtually  halt- 
ed. "This  is  a  state  of 
war,"  declared  a  Jakar- 
ta housewife  who  wres- 
tled with  shoppers  for 
the  sacks  of  food  that  she  took  home  and  stacked  to  the 
ceiling. 

While  the  situation  has  since  calmed,  the  reasons  behind 
the  panic  remain:  Indonesians  have  lost  confidence  in  Pres- 
ident Suharto's  ability  to  run  the  economy.  The  aging 
leader,  76,  has  been  tiying  to  assure  the  world  community 
in  recent  days  that  his  auto- 
cratic regime  is  finally  com- 
mitted to  reforms — after  first 
rejecting  tough  measures  re- 
quired by  a  $43  billion  Inter- 
national   Monetary  Fund 
bailout. 

But  even  with  Suharto's 
new  pledges,  analysts  say,  the 
austerity  measures  demand- 
ed by  the  IMF  are  likely  to 
inflict  such  pain  that  Suharto's 
days  are  still  numbered — 
whether  or  not  he  can  stabi- 
lize the  crisis.  The  question 
is  not  whether  his  32-year 
regime  will  survive  but 
whether  there  will  be  a  vio- 
lent or  smooth  transition  to  a 
successor.  "It  would  appear 
he  no  longer  has  Heaven's 
blessing,"  says  Greg  Barton, 
an  expert  on  Islam  at  Aus- 
tralia's Deakin  University. 
pass  THE  MANTLE.  The  trou- 
ble is  that  the  President,  the 
ruling  party,  and  the  army 
cannot  agree  on  whom  to 
nominate  as  Suharto's  suc- 
cessor. Suharto  has  not  made 
a  firm  choice,  and  he  appears 
unwilling  to  resign  and  pass 
the  mantle  to  his  constitu- 
tional successor,  Vice-Presi- 
dent Try  Sutrisno,  a  former 
army  chief.  Indonesia's  four 
most  powei  'ul  generals  can- 
not agree  on  a  candidate, 
even  Try  Sutrisno,  whom  the 


army  itself  installed  five  years  a 
So  in  the  midst  of  chaos,  there  are  oj 
calls  for  Suharto's  resignation.  In  what  \ 
previously  unimaginable,  the  appeals 
loudest  from  the  elite,  the  Islamic  lead 
ship,  the  local  press,  and  an  opposition  po 
cian  who  has  openly  declared  her  candidt 
That  the  clamor  is  public  and  doesn't 
suit  in  arrests  suggests  that  Suharto's 
ponents  "have  the  green  light  from  the  r 
itary,"  says  Harold  Crouch,  an  Indonesia  expert 
Australian  National  University  in  Canberra.  The  pol 
cian,  Megawati  Sukarnoputri,  is  the  daughter  of  forn 
Indonesian  leader  Sukarno,  who  was  deposed  in  1965. 
analysts  doubt  she  has  the  critical  support  she  would  n< 
to  come  to  power. 

Economic  hardship  has  increased  dissatisfaction  w 
Suharto,  and  the  situation  is  likely  to  get  worse.  The 
lapse  of  the  rupiah  and  a  50%  hike  in  interest  rates  h 
left  22  of  the  282  companies  listed  on  the  Jakarta  Stock  ] 
change  viable.  A  distributor  of  IBM  computers  in  Indone 
cannot  sell  a  warehouse  full  of  inventory,  since  prices  in 
piah  have  become  phenomenal.  "Business  is  frozen  now," 
laments,  fearing  bankruptcy.  In  addition,  IMF  auster 
measures  could  knock  out  a  pillar  of  the  Suharto  regir 
subsidies  that  kept  the  prices  of  rice  and  cooking  oil  low 
the  middle  class.  "This  is  a  situation  where  the  pain  is 
ing  felt  by  everyone,"  says  Laksamana  Sukardi,  ceo 
Reform  Consulting  in  Jakarta. 

Restoring  confidence  with  Suharto  still  in  power  will 
difficult.  The  President  destabilized  his  own  economic  pi 
cy  by  sacking  four  central  bank  directors,  arresting  three 

them  on  corruption  charg 
and  making  it  known  tl 
Bank  Indonesia  Governor 
Soedradjat  Djiwandono  £ 
Finance  Minister  Mai 
Muhammad  would  be  fii 
when  their  terms  expire 
March.  And  even  if  Suha 
adheres  to  the  letter  of  1 
IMF  proposals,  a  quick  rec< 
ery  is  unlikely.  "Even  if 
government  makes  soi 
great  announcement,  it's 
going  to  bring  the  rupi 
back  to  4,000,"  says  JonatI 
Harris,  director  of  reseai 
at  hsbc  Securities  Inc. 
Jakarta. 

Suharto  seems  to  be  to 
ing  to  stay  in  charge  at  le; 
through  March,  when  Pari 
ment  is  scheduled  to  gri 
him  a  seventh  consecuti 
five-year  term.  In  the  me; 
time,  there  is  enormous 
tential  for  violence  as  layc 
mount.  "We're  in  for  a  vc 
hot  two  months,"  says  Jo 
Bresnan,  head  of  Southe; 
Asia  Studies  at  Colum) 
University  in  New  York.  A 
anti-Suharto  tensions  ji 
may  reach  the  boiling  poir 
By  Michael  Sh 
in  Jaka. 


IE  BATTLE  FOR  KIM  S 
IONOMIC  SOUL 

isers  from  the  old  guard  may  blunt  reform 

ver  sashimi  and  noodles  in  a  Seoul  restaurant,  former 
jconomics  professor  You  Jong  Keun  wonders  aloud 
low  much  say  he  will  have  in  helping  reform  South 
a's  economy.  You,  52,  who  taught  for  more  than  a 
le  at  New  Jersey's  Rutgers  University,  is  now  the 

economic  adviser  to  South  Korean  President-elect 
Dae  Jung — his  first  major  appointee.  "I  think  reforms 
be  painful  enough  that  there  will  be  resistance  for 
"  he  says.  "We  can  become  a  true  eco- 
z  power  based  on  sound  economic  struc- 

and  institutions,  but  if  we  refuse,  then 
»ain  will  be  prolonged." 
iforms  and  Korea's  resistance  to  them 
he  main  topics  of  discussion  in  the  back 
s  of  Seoul  these  days.  And  as  Kim  Dae 

prepares  to  take  office  on  Feb.  25,  a 
e  is  shaping  up  for  his  economic  soul — 
een  rapid  reformers  such  as  You  and 
nore  conservative  old  guard  with  whom 

must  share  power.  At  stake  is  the 
;e  Kim  will  choose  as  he  tries  to  steer 
sconomy  out  of  its  worst  economic  crisis 
:arly  two  decades. 

>PHONY.  Kim  is  finding  himself  tugged 

myriad  of  special  interests:  Korea's  elite  wants  to 
;rve  as  much  government  control  and  chaebol  influence 
Dssible,  while  labor  leaders  from  Kim's  populist  past 

his  sympathy  for  workers  who  face  unprecedented  lay- 
And  not  least,  the  International  Monetary  Fund  and 
gn  lenders  want  Kim  to  maintain  his  commitment  to 
tping  economic  reforms  as  Korea  carries  out  austerity 
>ures  mandated  by  a  nearly  $60  billion  bailout  package. 


Kim  must  now 
work  closely 
with  longtime 
members  of  the 
Establishment 
that  once  tried 
to  kill  him 


FAMILIAR  FACE:  KIM  DAE 
JUNG'S  POPULIST  PAST 
MAY  COMPLICATE  THINGS  .. 

Part  of  the  reason  for  the 
competing  clamor  is  that 
Kim  assembled  an  odd  col- 
lection of  bedfellows  to  win 
the  election  in  December. 
Most  of  them  are  anything 
but  reformers:  They're  long- 
time members  of  Korea 
Inc.,  an  Establishment  that 
repeatedly  locked  up  and 
even  tried  to  assassinate 
Kim  while  he  was  Korea's 
leading  human  rights  cam- 
paigner. His  partner  in  the 
ruling  coalition  and  expect- 
ed Prime  Minister  is  Kim 
Jong  Pil,  who  was  once  a 
bitter  enemy  and  is  one  of 
Korea's  most  conservative 
political  figures.  Kim  Jong 
Pil  played  a  pivotal  role  in 
helping  Park  Chung  Hee 
stage  a  1961  military  coup  and  founded  the 
brutal  Korean  Central  Intelligence  Agency, 
an  organization  that  later  kidnapped  and 
tried  to  murder  Kim  Dae  Jung.  The  Kim- 
Kim  alliance  is  certain  to  lead  to  bickering. 

One  reason  for  potential  conflicts  is  that 
both  Kims  get  to  appoint  their  own  Cabinet 
ministers.  If  their  choices  for  an  interim 
economic  crisis  team  are  an  indication,  there 

  may  well  be  opposing  sides  in  the  Cabinet. 

Kim  Jong  Pil's  crisis  team  picks  included  Kim  Yong  Hwan, 
who  was  a  key  economic  adviser  in  the  1970s  to  autocratic 
leader  Park  Chung  Hee — the  implementer  of  many  of  the 
dirigiste  economic  policies  leading  to  Korea's  current 
predicament. 

MORE  THAN  REQUIRED.  Yet  Kim  Yong  Hwan  insists  there  is 
"no  difference  in  opinion"  among  the  members  of  the  eco- 
nomic crisis  team.  "We  are  doing  what  is  called  IMF-plus, 
carrying  out  related,  supplementary  reforms 
that  we  need  but  which  are  not  required 
by  the  IMF,"  he  says.  They  include  allowing 
100%  foreign  ownership  of  Korean  listed 
companies  by  the  end  of  1998.  The  imf  had 
asked  for  55%  ownership. 

One  economic  adviser  who  walks  a  middle 
line  is  Park  Tae  Joon.  Park  was  a  junior 
participant  in  the  1961  coup  and  is  the 
founder  of  Pohang  Iron  &  Steel  Co.  (posco), 
one  of  the  world's  largest  and  most  prof- 
itable steelmakers.  Politically,  Park  is  allied 
with  Kim  Jong  Pil,  but  the  President-elect 
will  need  to  call  on  his  business  experience 
and  authority  with  the  chaebol.  While  Park 
takes  a  tough  line  on  labor,  he  has  urged  the 
chaebol  to  slim  clown  and  shape  up. 

Although  Kim  Dae  Jung  has  run  for  President  four 
times  and  been  a  major  figure  in  Korean  politics  for  more 
than  30  years,  he  remains  a  relatively  untested  leader. 
That's  why  the  men  he  chooses  to  bend  his  ear  may  end  up 
with  more  sway  over  Kim  than  any  advisers  in  modern  Ko- 
rean history. 

By  Mark  L.  Clifford,  with  Moon  Ihlwan,  in  Seoul 
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AEROSPACE 


A  FIERCE  DOWNDRAFT 
AT  BOEING 

As  troubles  mount,  it's  clear  that  record  orders  won't  bring  fat  profits 


There  were  already  thousands  of 
new  faces  at  Boeing  Co.'s  plants  in 
Wichita  and  suburban  Seattle,  as 
the  company  ramped  up  for  record 
production.  Then  on  Jan.  12,  a  smaller 
and  far  less  welcome  group  appeared — 
Federal  Aviation  Administration  in- 
spectors. Prompted  by  the  unexplained 
Dec.  19  crash  in  Indonesia  of  a  10- 
month-old  737-300,  which  killed  all  104 
aboard,  the  faa  dispatched  a  team  for 
an  unscheduled  review  of  quality-con- 
trol procedures  at  the  737  factories. 

Their  weeklong  visit — and  the  planned 
Jan.  21  release  of  a  safety  audit — caps  a 
tumultuous  half-year  for  the  aerospace 
giant.  Just  when  Boeing  should  be  on  a 


path  to  record  profits,  its  production  sys- 
tem has  spun  out  of  control,  and  costs 
are  spiraling.  If  it  turns  out  that  sloppy 
work  caused  the  crash  of  the  Singapore 
SilkAir  jet — which  no  officials  have  yet 
suggested — Boeing  could  be  in  for  far 
worse  problems  ahead.  As  of  Jan.  14, 
faa  inspectors  had  turned  up  19  cases  of 
loose  or  missing  tail-section  screws  in 
737s  built  since  September,  1995. 

Boeing  has  also  been  hit  with  the  first 
flack  from  the  crisis  in  Asia,  where  it 
has  35%  of  its  backlogged  orders.  On 
Jan.  14,  Philippine  Airlines  canceled  de- 
livery of  four  747s.  Up  till  then,  Boeing 
had  been  saying  that  its  orders — which 
are  placed  years  in  advance — were  hold- 


FACTORY  BOTTLENECK 

Cranking  out  43  plane 
a  month  to  meet  ordei 
entailed  costly  change 

ing.  "Asia  is  going  to  be 
problem,"  says  Peter  Jacc 
of  Ragen  Mackenzie 
Seattle. 

SLx  months  ago,  analy; 
were  saying  that  Boei 
would  earn  $2.6  billion 
sales  of  $47  billion  in  191 
For  1998,  they  expected 
surge  to  $3.8  billion  in  call- 
ings. Now,  the  math  m 
changed.  After  $1.6  billk 
in  charges  to  cover  c( 
overruns  on  new  737s,  B< 
ing  v/ill  probably  show 
$384  million  loss  for  19! 
Profit  estimates  for  19 
were  trimmed  to  just  $:l 
billion  after  Boeing  warn 
that  it  would  take  $1  I 
lion  in  additional  charges 
cover  higher-than-expect 
production  costs.  "We  a 
ticipate   continued  we 
margins  in  1998,"  says  Ps 
H.  Nisbet  of  jsa  Reseai 
in  Newport,  R.  I. 
AMBITIOUS.     What  W( 
wrong?     While  booki, 
record  orders  for  717  plai 
in  1996,  the  company  l;i 
plans  to  more  than  dou) 
output  by  April  of  this  year,  from  I 
planes  a  month  to  43.  Meanwhile,  it  <  e 
prices  and  counted  on  manufacturing  i* 
ficiencies  to  make  up  the  slack.  Boei  . 
remodeled  its  Renton  (Wash.)  facto 
streamlined  assembly  steps,  and  instal: 
new  computer  systems. 

By  mid-year,  however,  it  was  cl<  ft 
that  the  plan  was  too  ambitious.  To  ca 
up  with  deadlines  for  new  737  and  '  t 
orders,  the  company  scrambled  to  h 
and  train  41,000  workers,  recruiting 
desperation  from  its  suppliers — a  mov<t 
would  regret  when  parts  shipments  we 
delayed.  As  early  as  May,  the  faa  raiil 
a  warning  flag,  telling  Boeing  that 
procedures  for  filing  paperwork  on  in 


A  ROUGH 


AT  THE 
PLANT 


DATA-  COMPANY  REPOfflj* 
BUSINESS  WEEK 


1996  Boeing  continues  to 
increase  production  rates,  to  hit 
43  planes  per  month  by  1998. 

MAY,  1997  In  a  letter  to  the 
company,  FAA  inspector  Vi  Lipski 
describes  Boeing's  paperwork  as 
"out  of  control." 

JUNE,  1997  Suppliers  report 


that  they  are  unable  to  keep  up 
with  Boeing  orders. 

AUGUST,  1997  Boeing  puts 
finishing  touches  on  its  merger 
with  rival  McDonnell  Douglas. 

OCTOBER,  1997  Production  of 
747s  and  737s  is  halted  to  clear 
manufacturing  bottlenecks.  Boe- 


ing takes  a  $1.6  billion  cUti 
to  cover  the  cost  of  incree 
output  and  warns  of  $1  b 
more  in  1998  write-offs 


NOVEMBER,  1997  Boein 
with  shareholder  suits  accS 
of  hiding  problems  duringf 
McDonnell  merger. 


1 
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lodifications  to  787s  were  "out  of 
%"  This  wasn't  a  safety  issue  but 
;ed  chaos  on  the  plant  floor, 
fall,  things  were  so  bad  that  the 
iny  shut  down  its  747  and  737 
so  workers  could  catch  up  with 
-sequence  work  and  back-ordered 
could  arrive.  That  delayed  deliv- 
to  airlines — and  forced  Boeing  to 
rhat  analysts  estimate  were  $300 
i  in  penalties  to  customers, 
tead  of  trimming  costs  on  its  new 
the  company  managed  to  inflate 
"It  was  aggressive  planning,  and 
nissed,"  says  Goldman  Sachs  ana- 
loward  Rubel.  Bottom  line:  The 
my  will  record  zero  profit  on  the 

00  of  its  newest  737  models. 

(EN  UTTLE."  Boeing  hasn't  seen  any 
lations  in  the  U.S. — for  production 
or  any  other  reasons.  "We  have  no 
issues  with  Boeing,"  says  Gordon 
thune,  ceo  of  Continental  Airlines 
even  though  at  least  one  of  his 
.ad  missing  screws.  "This  is  no  rea- 
r  Chicken  Little  to  come  through 
ills."  Continental  expects  to  re- 
54  Boeing  planes  this  year  and  a 
r  100  over  the  next  few  years. 

1  analysts  are  concerned  about 
By  2000,  says  Steve  Binder, 
ilyst  at  Bear,  Stearns  &  Co., 

orders  from  the  region 
cut  production  revenues  by 

0  15%  a  year.  That  doesn't 
in  further  canceled  orders, 
mwhile,  Boeing  faces  stiffer 

1  from  Airbus  Industrie.  The 
iean  jetmaker's  market  share 

up  to  around  45%,  as  it 
d  record  1997  orders  and  cut 

m  if  the  Asian  market  holds  and 
s  does  not  grab  more  business, 
g  has  missed  the  chance  to  maxi- 
arofits  in  the  current  boom.  Most 
rs  have  already  placed  orders  to 
d  their  fleets,  and  analysts  expect 
te  of  new  orders  to  drop  by  2000. 
er  words,  by  the  time  Boeing  gets 
ase  in  order,  the  window  will  have 
.  "Traditionally,  Boeing  has  blown 
>eriods  of  prosperity,"  sighs  Wolf- 
Demisch  of  bt  Alex.  Brown.  It's  a 
ion  that  should  be  abandoned. 
Seanna  Browder  in  Seattle  and 
Reinhardt  in  San  Mateo,  Calif., 
mreau  reports 

ER,  1997  A  10-month-old  737 
nvestigators  discover  that  26 

2  missing  from  the  tail. 

1 1998  FAA  orders  inspections 
elivered  after  September, 
possible  missing  screws.  The 
initiates  inspections  of  two 
ere  the  737  is  produced. 


SCIENCE 


MORE  SOUND  AND  FURY 
OVER  CELL  PHONES 

Do  they  cause  brain  tumors?  An  exhaustive  study  is  on  the  way 


Remember  the  great  cell-phone  scare? 
In  1993,  a  Florida  man,  David  Rey- 
nard, filed  a  lawsuit  alleging  that 
his  wife's  fatal  brain  tumor  had  been 
caused  by  using  a  cell  phone.  Reynard 
aired  his  allegation  on  the  Larry  King 
Live  TV  show.  Others  filed  similar  suits, 
cellular-phone  sales  slid,  and  Represen- 
tative Edward  J.  Markey  (D-Mass.)  held 
hearings  on  the  issue. 

Five  years  later,  none  of  the  suits  has 
gone  anywhere.  But  mobile-phone  alarms 
are  sounding  again.  A  new  study  sug- 


gesting a  link  between  cell  phones  and 
cancer  was  published  in  spring  of  1997  in 
Radiation  Research,  and  on  Jan.  5  an 
oncologist  speculated  in  the  Medical 
Journal  of  Australia  that  a  50%  jump  in 
brain  tumors  in  Western  Australia  from 
1982  to  1992  may  have  been  caused  by 
cell-phone  use.  On  Jan.  16,  a  unit  of  the 
World  Health  Organization  plans  to  for- 
mally announce  an  eight-country  study  on 
whether  there  is  any  link  between  mo- 
bile-phone use  and  brain  tumors. 
FACT  FINDING.  The  Canadian  epidemiolo- 
gist leading  the  effort,  Dr.  Elisabeth  M. 
Cardis,  says  most  of  the  evidence  to  date 
shows  what  many  people  assumed  after 
the  first  scare  died  down:  Wireless 
phones  don't  pose  a  major  health  haz- 
ard. Certainly  Motorola,  Ericsson,  Nokia, 
and  othere  in  the  $37  billion  mobile-phone 
business,  which  has  spent  millions  to  un- 
derwrite research  into  the  subject  since 
1993,  are  hopeful  that  the  project  and 
other  research  now  under  way  can  put  to 


rest  the  issue  of  cell-phone  safety.  "You 
can't  have  too  many  facts  in  front  of 
you,"  says  Norman  D.  Sandler,  Motorola's 
director  of  global  strategic  issues. 

With  an  estimated  195  million  cell 
phones  in  use  today  and  as  many  as  460 
million  expected  by  2001,  according  to 
projections  by  Gartner  Group  Inc.,  the 
who  wants  to  make  sure,  too.  Says 
Cardis:  "We  felt  that  as  a  public-health 
agency  it  was  important  to  assess 
whether  any  risk  exists  at  all." 

Cardis  is  attempting  what  may  be  the 
most  comprehensive  study  yet  to  deter- 
mine whether  a  link  exists  between  cell- 
phone use  and  brain  illnesses.  With 
initial  funding  of  $250,000  from 
the  European  Union,  research- 
ers in  France,  Britain,  Italy, 
Sweden,  Israel,  Canada,  Den- 
mark, and  Australia  will 
study  phone  use  of  peo- 
ple   suffering  from 
brain  disorders  and 
others  in  areas  of 
heavy  cell-phone 
use. 

Existing  re- 
search is  too  in- 
conclusive "to  rule 
out  risk,"  Cardis 
says.  A  study  pub- 
lished in  1996  showed 
that  when  rats  were  ex- 
posed to  levels  of  microwave 
radiation  similar  to  those  found  in  digi- 
tal cell  phones,  there  was  a  30%  jump 
in  breaks  in  the  rats'  dna,  which  could 
possibly  lead  to  cancer.  Last  spring's 
study  found  that  mice  exposed  over  18 
months  to  low-level  radio  waves  similar 
to  those  from  mobile  phones  were  twice 
as  likely  to  develop  cancer  as  those  not 
exposed.  Other  studies,  however, 
showed  no  link  between  cell-phone  ra- 
diation and  illness. 

The  upshot?  Don't  chuck  your  cell 
phone  just  yet.  But  do  take  care;  there 
are  other  risks.  The  most  definitive  study 
so  far  on  health  risks  from  cell  phones, 
published  in  1997  in  the  New  England 
Journal  of  Medicine,  showed  that  dri- 
vers using  cell  phones  have  about  the 
same  risk  of  crashing  as  they  would 
while  driving  with  then-  blood  alcohol  at 
the  legal  limit. 

By  Julia  Flynn  in  London,  with 
John  Carey  in  Washington  and  Roger 
Crockett  in  Chicago 
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COMMENTARY 

By  Amy  Cortese 


THERE'S  MORE  THAN  ONE  WAY  TO  PLAY  MONOPOLY 


For  years,  Microsoft  Chairman 
William  H.  Gates  III  has  had  a 
simple  answer  for  trustbusters 
who  accused  his  company  of  acting 
like  an  old-fashioned  monopoly: 
Unlike  the  railroads  and  oil  compa- 
nies that  inspired  the  Sherman  Act  a 
century  ago,  Microsoft  Corp.  doesn't 
jack  up  prices  on  captive 
customers.  On  the  contrary, 
says  Gates:  "The  price  of 
software  has  come  down  in 
every  category  we  are  in, 
while  the  power  of  the  soft- 
ware has  improved." 

On  closer  inspection,  how- 
ever, Gates  may  be  protest- 
ing a  bit  too  much.  Sure, 
Microsoft  gives  away  Web 
browser  and  server  pro- 
grams, where  it  needs  to 
build  share.  But  in  markets  % 
where  it  has  a  commanding 
position,  it  seems  to  be  us- 
ing classic  monopoly  pricing. 
CAPTIVE  MARKET.  Con- 
sumers won't  notice:  Retail 
prices  for  Windows  and  Mi- 
crosoft's popular  Office 
package  have  dropped 
sharply  over  the  years,  even 
as  Microsoft  has  added 
features. 

But  behind  the  scenes  in 
the  computer  industry  and 
in  corporations,  there's  a  dif- 
ferent story.  Take  Windows. 
Without  it,  most  PC  makers 
would  be  out  of  business.  So 
they  pay  more  for  every 
new  version  of  Windows — around  $35 
for  Windows  3.1,  vs.  an  estimated  $40 
to  $60  for  Windows  95.  Windows  NT 
for  workstations,  Win95's  eventual 
successor,  costs  PC  makers  double 
that.  (Microsoft  is  not  alone.  PC  mak- 
ers now  pay,  on  average,  $216  for  a 
microprocessor,  up  from  $103  in  1990, 
mainly  enriching  Intel  Corp.,  the  oth- 
er half  of  the  "Wintel"  duopoly.)  And, 
to  be  fan-,  succeeding  versions  of  Win- 
dows add  lots  of  new  features.  "Win- 
dows costs  far  less  than  the  con- 
stituent parts,"  argues  Gates. 

A  more  dramatic  example  of  Mi- 
crosoft's pricing  power  is  in  corporate 
sales  of  Office,  a  "suite"  that  combines 
several  programs  including  the  Excel 


spreadsheet  and  Word  in  one  deeply 
discounted  bundle.  Now  that  Office 
has  87%  of  the  suite  market  and  thou- 
sands of  businesses  rely  on  it,  the  cost 
of  a  corporate  license  in  most  cases  is 
headed  up. 

Through  various  changes  in  pricing 
plans,  Microsoft  has  been  quietly 


boosting  the  annual  revenue  per  PC 
that  it  gets  from  Office.  For  example, 
last  year  Microsoft  stopped  corporate 
customers  from  using  the  software  at 
home  at  no  extra  charge.  In  Decem- 
ber, it  quietly  phased  out  "concurrent" 
licensing.  Under  that  policy,  a  compa- 
ny with  10,000  employees  could  buy  a 
license  for  just  2,000  suites  if  no  more 
than  2,000  employees  would  use  the 
software  simultaneously. 

Now,  customers  negotiating  new  li- 
censes will  have  to  pay  for  a  copy  of 
Office  for  each  employee.  The  price 
per  copy  might  be  lower,  but  the 
overall  cost  is  expected  to  soar.  Says 
Patrick  J.  Zilvitis,  vice-president  of 
corporate  information  technology  at 


Gillette  Co.:  "Twenty-thousand  times 
anything  is  expensive." 

Zilvitis  spends  10%  of  his  software 
budget  on  Microsoft  products,  and 
with  the  change,  that  will  go  up,  al- 
though he's  not  sure  how  much.  But 
he  has  little  choice.  Once  a  business 
commits  to  Office  and  builds  applica- 
tions with  it,  the  software 
"becomes  the  fabric  of  your 
whole  company,"  says 
Howard  Anderson,  presi- 
dent of  The  Yankee  Group. 
So  Zilvitis  is  unhappy,  but 
resigned.  "I  wish  we  had  a 
alternative,  but  we  really 
are  in  a  captive  position." 

Gartner  Group  Inc.  calcu 
lates  that  the  combination 
of  per-processor  licensing, 
no  home  use,  plus  changes 
Microsoft  has  made  to  its 
maintenance  plan  will  boost 
costs  significantly.  It  esti- 
mates a  company  with 
10,000  workers  that  today 
has  a  concurrent  license 
priced  for  2,000  could  see 
its  bill  for  Office  rise  more 
than  fivefold  over  5  years. 

For  its  part,  Microsoft 
says  it's  just  phasing  out  a 
license  option  that  few 
customers  use,  while  sim- 
plifying its  contracts. 
Mary  Welch,  a  Gartner  re- 
search director,  however, 
says  30%  of  Gartner's 
clients  have  concurrent 
Office  licenses. 
As  Microsoft  moves  into  core  com- 
puting jobs  with  programs  such  as 
Windows  NT  and  Back  Office,  a  suite 
of  server  programs,  Welsh  figures  it 
will  repeat  the  Office  pattern.  In  a  re- 
cent memo,  she  warns  clients:  "Mi- 
crosoft will  eliminate  concurrency 
rights  for  these  products  when  its 
market  position  strengthens." 

Microsoft  can't  be  accused  of  price 
gouging,  and  its  high-volume,  low-cosl 
model  has  indeed  been  a  boon  to  the 
entire  PC  industry.  Still,  it's  worth 
noting  the  laws  of  falling  technology 
prices  can  be  selective. 


Cortese  covers  the  computer  indus 
try  for  business  week. 
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ELECOMMUNICATIONS 


ileport  gives  AT&T  entry  to  local 
arkets,  and  big  access-charge  savings 


|  almost  any  yardstick,  at&t  is  pay- 
ng  an  astronomical  price  for  Tele- 
>ort  Communications  Group  Inc. 
ong-distance  giant  agreed  to  fork 
more  than  $11  billion  for  a  compa- 
ith  1997  revenues  just  shy  of  $500 
n.  That's  22  times  revenues  when 
erstat  places  the  average  deal  last 
at  1.5  times  revenues,  at&t  isn't 
g  earnings  either — Teleport  doesn't 
any. 

11,  news  of  the  acquisition  sent 
stock  soaring  4%  on  Jan.  8,  while 
Dow  Jones  industrial  average 
)ed  1%.  So  why  do  analysts  and 
tors  think  it's  a  good  deal? 
•st,  Teleport  gives  at&t  local  net- 
s  in  66  major  markets  to  serve 
rations — a  business  worth  an  esti- 
J  $21  billion.  Also,  because  it  can 
avoid  hundreds  of  millions  of  dol- 
t  year  in  local  access  charges,  at&t 
i  chance  to  compete  with  lower 
s.  And  it  gains  the  expertise  to 
le  the  larger  market  mmm  ibhibmb 
esidential  local  call- 
t  some  point.  This  is 
prompted  at&t  ceo 
ichael  Armstrong  to 
the   deal — after 
i  of  unconsummated 
tiations  between 
and  Teleport — nine 
s  after  taking  at&t's 
ab. 

TO  CABLE.  There's 
ler  immediate  bene- 
uying  Teleport  could 
:h  a  lucrative  rela- 
hip  between  at&t 
the  cable  industry. 
Communications,  Cox 


Communications,  and  Comcast,  majority 
owners  of  Teleport,  will  now  become 
big  shareholders  in  at&t,  since  Teleport 
owners  are  being  paid  with  10%  of  the 
phone  giant's  stock. 

Already,  at&t  is  negotiating  for  a 
stake  in  the  cable  venture  @Home, 
which  provides  high-speed  Internet  ac- 
cess through  cable  modems,  to  speed 
up  the  service  it  provides  through  its 
WorldNet  Internet  access  business,  at&t 
is  also  exploring  whether  it  can  use  the 
cable  infrastiucture  to  provide  local  tele- 
phone service.  "There's  more  to  the  ac- 
quisition than  just  buying  Teleport," 
says  Brian  Adamik,  a  vice-president  at 
Yankee  Group  Inc. 

Still,  AT&T  is  looking  for  bottom-line 
results — as  much  as  $2.5  billion  a  year 
in  cost  savings  and  additional  revenue 
by  2001  from  the  combination.  In  1999, 
the  first  full  year  after  the  deal  closes, 
the  company  expects  that  figure  to  total 
$1.1  billion  to  $1.5  billion,  eliminating 


How  Teleport  Will  Pay  Off 


1999 


MILLIONS  OF  DOLLARS 


Costs  avoided  by 
sharing  local  network 

Costs  avoided  by 
sharing  overhead 

Revenues  created  by 
operating  together 

TOTAL 


$500  to  $800 
$220  to  $300 
$330  to  $450 
$1,100  to  $1,500 

DATA:  AT&T 


ARMSTRONG  closed  the  deal 
just  nine  weeks  into  the  job 

the  dilutive  effects  of  the 
transaction.  In  fact,  at&t  Chief 
Financial  Officer  Daniel 
Somers  calculates  the  deal  will 
add  to  1999  earnings.  Analysts 
have  been  predicting  $3.62  per 
share  for  that  year. 
SOLID  STATS.  About  70%  of 
that  is  supposed  to  come  from 
cost  savings,  which  are  fairly 
easy  to  quantify.  By  originating 
and  terminating  its  customers' 
phone  calls  over  Teleport's  net- 
work instead  of  a  Bell  net- 
work, at&t  will  save  $500  mil- 
lion to  $800  million  in  access 
charges  in  1999.  AT&T  will  save 
an  additional  $220  million  to 
$300  million  in  1999  in  over- 
head expenses  by,  for  exam- 
ple, using  Teleport's  salespeople 
instead  of  hiring  its  own. 

The  calculations  become 
more  speculative  when  it 
comes  to  new  revenue  from  the  com- 
bined company,  at&t  is  betting  on  $330 
million  to  $450  million  in  1999  sales  that 
the  two  wouldn't  have  gotten  if  they 
were  operating  independently.  That  cal- 
culation is  much  more  art  than  science. 
When  WorldCom  Inc.  signed  its  deal 
to  buy  MCI  Communications  Corp.,  it 
didn't  factor  in  such  post-merger  wind- 
falls. "The  revenue  synergies  are  al- 
ways the  hardest  to  quantify,"  says  Tod 
A.  Jacobs,  a  Sanford  C.  Bernstein  & 
Co.  analyst. 

Still,  most  analysts — including  Ja- 
cobs— buy  at&t's  math.  "Those  are  pret- 
ty reasonable  numbers,"  says  James  H. 
Henry,  a  telecom  analyst  at  Bear 
Stearns  &  Co.  One  factor  is  the  mar- 
keting clout  at&t  gives  Teleport. 

Naturally,  Armstrong  is  effusive 
about  his  deal.  "The  opportunity  for 
the  AT&T-Teleport  merger  is  immense," 
the  ceo  says,  adding  that  at&t  ran 
several  scenarios  of  potential  payoffs 
■hmmmh  from  the  synergies.  And 
just  to  make  sure  no- 
body got  carried  away, 
Armstrong  instructed  his 
number-crunchers  that 
then1  compensation  would 
be  based  on  how  well 
the  company  was  able  to 
realize  whichever  sce- 
nario was  ultimately  put 
forward.  "They  are  all 
going  to  be  held  ac- 
countable," he  says. 
That's  one  way  to  help 
ensure  a  merger  lives  up 
to  its  potential. 

By  Peter  Elstrom 
in  New  York 


2002 


$1,100  to  $1,250 
$440  to  $500 
$660  to  $750 
$2,200  to  $2,500 
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News:  Analysis  &  Commentary 


SOCIAL  ISSUES 


NEW  DEAL: 

Weinberg  with 
employees 


WARM  AND  FUZZY, 
MEET  ROUGH  AND  TUMBLE 

A  takeover  puts  a  manufacturer's  generous  perks  to  the  test 

After  two  months  of  negotia- 
tions and  on  the  verge  of 
a  $720  million  acquisition, 
Federal-Mogul  Corp.  Chairman 
Richard  A.  Snell  found  himself 
facing  one  hell  of  a  deal-breaker. 
His  takeover  target,  Fel-Pro 
Inc.,  was  insisting  that  he  guar- 
antee the  continuation  of  a  com- 
pany-owned summer  camp  for 
children  of  its  employees.  When 
Snell  worried  aloud  that  some 
of  the  13,000  workers  in  his  oth- 
er operations  might  want  the 
same  benefit,  Fel-Pro  Co-Chair- 
man  Kenneth  A.  Lehman  was 
blunt:  "Go  figure  it  out." 

The  summer  camp  will  stay — 
at  least  for  two  more  years. 
And  Fel-Pro,  a  family-built,  $500 
million   auto-parts   maker  in 
Skokie,  111.,  will  become  a  divi- 
sion of  publicly  held  Federal- 
Mogul,  in  a  deal  announced  on  Jan.  12. 
It  will  prove  an  unusual  marriage. 
Southfield  (Mich.)-based  Federal-Mogul, 
a  collection  of  gritty,  union-dominated 
auto-parts  operations,  is  in  the  midst  of 
radical  restructuring  and  rapid  growth. 
Although  a  much  smaller  player,  Fel- 
Pro  has  made  a  name  for  itself  as  an 
unlikely  innovator  in  the  world  of  hu- 
man resources. 

TEAMWORK.  Indeed,  Fel-Pro  "isn't  just 
another  private  company.  It  was  created 
by  a  family  with  a  particular  vision," 
says  Bradley  K.  Googins,  director  of  the 
Center  for  Corporate  Community  Rela- 
tions at  Boston  College.  Besides  the 
220-acre  summer  camp  outside  Chica- 
go, Fel-Pro  for  decades  has 
sent  employees  Treasury 
bonds,  now  $1,000,  for  new 
babies  and  funded  scholar- 
ships, now  worth  $3,500  a 
year,  for  children's  college 
tuition.  There's  an  on-site 
fitness  center,  above-market 
wages,  and  profit-sharing 
for  all. 

The  progressive  environ- 
ment has  fostered  team- 
work and  unusually  low  em- 
ployee turnover.  It  has  also 
helped  the  company  thrive. 
Pretax  profits  have  grown 


at  an  18%  annual  clip  since  1992, 
and  margins  are  40%  above  in- 
dustry norms,  says  analyst  Scott 
Merlis  of  Merlis  Automotive  In- 
ternational Inc. 

Ultimately,  though,  Fel-Pro  manage- 
ment concluded  that  it  had  to  adapt  to  a 
more  demanding  business  climate.  To 
keep  growing,  Fel-Pro  must  expand  its 
core  gasket  line  beyond  the  U.  S.  while 
developing  a  wider  range  of  engine-sys- 
tem components  to  win  big  contracts. 
It's  too  small  to  do  so  alone.  "I  don't 
think  a  family-owned  company  can  last 
if  they're  under  $1  billion  in  sales,"  says 
industry  consultant  Donna  Parolini. 

Can  Fel-Pro's  family-friendliness  sur- 
vive beyond  family  ownership?  In  ne- 
gotiations with  12  suitors,  Lehman  and 
Co-Chairman  David  A.  Weinberg,  who 
will  both  leave  day-to-day  management, 


Can  This  Marriage  Work? 


SALES 
EMPLOYEES 
OWNERSHIP 
UNIONS 

CLIMATE 


FEL-PRO 

$500  million 
2,700 

Family-held 

None;  last  organizing 
attempt  was  in  1961 

Remarkably  stable; 
consistently  profitable 


FEDERAL-MOGUL 

$2  billion 
13,000 
Public 

United  Auto  Workers, 
United  Steel  Workers 

Broad  restructuring  and 
several  acquisitions 


DATA  COMPANY  RtPDh'T:, 


insisted  that  the  company's  unique  ct 
ture  be  preserved.  And  Federal-Mog 
knows  there's  good  reason  to  do  so.  j 
1993  study  of  Fel-Pro  by  University  j 
Chicago  researcher  Susan  J.  Lambe  i 
found  that  workers  who  took  advantajj 
of  family-friendly  programs — which  co  \ 
the  company  just  57(2  per  worker-hour-  ( 
were  more  likely  to  participate  in  tea  il 
problem-solving  and  far  likelier  to  su  I 
gest  operational  improvement  ► 

"SAD  AND  OPTIMISTIC."  "We  doi  jl 

intend  to  dismantle  somethiii 
that's  been  good  for  business  | 
says  Snell.  Addressing  a  room!  ii 
of  Fel-  Pro  workers  at  7:30  a.:  i 
,  on  Jan.  12,  he  won  warm  a| 
£j  plause  by  announcing  his  col 
viction  that  Fel-Pro's  benefi  - 
contributed  to  its  success.  Fe  I 
eral-Mogul's  values,  he  sai  I 
"may  not  be  as  you  write  the  I 
down  at  Fel-Pro,  but  they  I 
with  your  values.  I  hope  yl 
believe  that."  Federal-Mogul,  1 
fact,  will  offer  Fel-Pro  workel 
better  health  and  retiremej 
benefits.  And  Snell  held  out  1 1 
prospect  that  Federal-Mog  I 
may  draw  on  Fel-Pro's  innovations  as  j 
restructures. 

Yet  Snell  made  no  long-term  gus 
antees.  The  scholarships  will  be  fund! 
for  five  years  by  the  three  foundi 
families,  but  could  disappear  after  th 
As  he  walked  the  shop  floor,  chatti 
with  employees,  Lehman  admitted  fe| 
ing  both  "sad  and  optimistic."  Wo: 
ers,  too,  expressed  uncertainty.  Ma| 
echoed  the  sentiments  of  rubber  re 
cler  Edgar  Diaz:  "This  is  like  losing 
uncle.  It's  been  like  a  family  here.  N 
I  don't  know." 

They  worry  about  the  erosion  of  F 
Pro's  open-door,  first-name-only  enviri 
ment.  While  aware  that  job  security 
an  independent  Fel-Pro  would  be  thri 
ened,  too,  they  fret  about  prospects 
der  new  management.  A  first  round 
up  to  2,000  layoffs,  including  some 
t&n  PLC,  another  recen 
announced  Federal-Mo 
acquisition,  likely  won't 
Skokie.  Yet  Elliot  Lehm, 
Kenneth's  79-year-old  fat] 
and  co-chairman  emerit 
knows  the  future  is  not 
sured.  "I  thought  Snell  difi 
great  job"  at  the  employ 
meeting,  he  says.  "Bula 
wonderful  guy  like  Snell 
14  layers  of  biu'eaucracy 
neath  him.  So,  I'm  prayin" 
By  Richard  A.  MelcA 
in  Skokie,  III.,  with  burk 
reports 
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MOST  MEETINGS  ARE  SAVED  BY  SOMEBODY  PULLING  SOMETHING  FROM 
THEIR  BACK  POCKET.  LIKE  A  COLOR  PRESENTATION. 

With  its  640  x  240  pixel  color  screen,  the  new  HP  620LX  lets  you  do  everything  in  color: 
send  e-mail,  surf  the  net,  create  spreadsheets,  give  compelling  presentations.  Wherever, 
whenever,  www. hp. com/handheld 


THE  NEW  HP  620LX  COLOR  PALMTOP  PC 


Extra-wide  256  color  display 


Powered  by 


Pocket  PowerPoint'  with  SVGA  PC-card* 
16MB  memory 

i/oice  recorder  with  closed-case  recording 
Month-at-a-Glance  (exclusively  from  HP) 
E-mail  &  Internet  access  via  Type  II  PC  card  modem* 

'SVGA  PC-card  and  modem  are  optional  Microsoft,  Windows  and  the  Windows  CE  logo  are 
Jither  registered  trademarks  of  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or 
)ther  countries  Screen  is  simulated  (^1998  Hewlett-Packard  Company  PPG489 


Microsoft' 
Windows'CE 


HEWLETT 
PACKARD 


INTRODUCING  THE  NEW  JEER  GRAND 
CHEROKEE  5.9  LIMITED,  THE  WORLD'S 
FASTEST  SPORT  UTILITY  VEHICLE  * 

When  you  think  about  four-wheel  drive 
capability,  speed  isn't  the  first  thing  that  usually  comes 
to  mind.  Unless,  of  course,  you're  being  chased  across 
the  Serengeti  by  a  herd  of  hostile  wildebeest.  Then 
you'll  want  the  exceptional  speed  and  capability  of 
the  new  1998  Jeep  Grand  Cherokee  5.9  Limited. 

Never  before  has  a  Jeep  vehicle  offered  so  much 
power  in  such  an  attractive  package.  Its  massive 
5.9  litre  245  horsepower  V8  engine  takes  you 
from  0  to  60  mph  in  just  7.0  seconds.  Couple  that 
with  5.9  Limited's  exclusive  Quadra-Trac®  four- 
wheel  drive  system,  and  you'll  have  the  confidence 


and  ability  to  outrun  the  fastest  beasts,  no 
mention  every  other  SUV  in  the  world. 

Perhaps  that's  why  5.9  Limited  was  nam 
4x4  of  the  Year  by  Petersen's  4 -Wheel  cv  Ofj-Ro 
magazine — an  honor  Jeep  vehicles  have  ea 
more  times  than  any  other  4x4  vehicle  on  eart 

Lor  more  information  about  our  newest 
most  powerful  Jeep  vehicle,  call  1-800-925 -JEEP 
make  a  quick  visit  to  our  Web  site  at  www.jeep.ee 
The  new  Jeep  Grand  Cherokee  5.9  Limited.  It  r 
only  has  the  power  to  get  you  into  extraordim 
situations,  it  also  has  the  speed  to  get  you  out.  j 

Jeep  I 

There  s  Only  One 


COMMENTARY 

By  Peter  Coy 

SPEND  AND  GROW  RICH-IT'S  THE  AMERICAN  WAY 


mply  put,  the  Japanese  have  been 
vesting  in  their  future  while  we've 
en  mortgaging  ours.  They  made 
rsighted  choices  while  we  blithely 
sumed  that  tomorrow  would  take 
re  of  itself. 

— Former  Commerce  Secretary 
iter  G.  Peterson,  quoted  in  Har- 
rd  Business  Review,  May,  1984 

Remember  those  jeremiads  about 
b  low  U.  S.  savings  rate?  Thrifty 
pan  would  trounce  the  overspend- 
l  U.  S.  Americans  weren't  saving 
ough  to  fund  investment.  We  could 
rrow  from  abroad,  but  eventually 
ase  I.O.U.s  would  come  due.  Then 
:'d  have  to  jack  our  interest  rates 
to  the  stratosphere  to  keep  for- 
m  funds  flowing  in  and  choke  con- 
niption so  we  could  generate  a 
ide  surplus  and  pay  our  debts. 
It  was  the  conventional  wisdom  of 
b  past  20  years — a  retelling  of  the 
1  fable  of  the  industrious  ant  and 
b  devil-may-care  grasshopper. 
siness  week  and  many  other  busi- 
ss  publications  helped  pull  the 
bandwagon. 

Funny  thing, 
though:  The 
.  predictions 
of  doom 
and  gloom 
were  dead 
wrong.  The 
U.  S.  has 
grown  faster 
than  Ger- 
many and 
Japan  in 
"   the  1990s 
despite  a  na- 
•nal  savings  rate  that's  about  one- 
lf  Germany's  and  one-third  of 
pan's.  And  what  about  those  pre- 
2tions  of  stratospheric  U.  S.  inter- 
t  rates?  Hah!  Rates  on  long-term 
wis  are  the  lowest  they  have  been 
ice  the  early  1970s.  Global  capital 
l't  fleeing  the  U.  S.;  it's  banging  on 
e  door  to  get  in. 

The  first  mistake  we  doomsayers 
ade  was  to  believe  there  is  a  "cor- 
ct"  level  of  national  savings.  It's 
ne  that  if  Americans  save  less, 
ey  will  have  to  import  more  for- 
;m  capital,  thus  building  up  I.O.U.s 
foreign  creditors.  But  so  what?  If 
e  imported  capital  is  used  wisely,  it 
ould  earn  such  a  high  return  that 


Americans  will  be  wealthier 
for  it  even  after  paying  in- 
terest abroad. 

You  could  still  argue 
that  the  U.  S.  would  be 
better  off  in  50  years  if  we 
saved  enough  today  to  finance 
our  investment  without  for- 
eign borrowing.  Then,  the  fu- 
ture interest  payments  would 
go  to  us  instead  of  foreigners. 
That's  true.  But  it  appears 
that  Americans  won't  forgo 
much  current  consump- 
tion for  the  sake  of  fu- 
ture generations — say, 
by  embracing  a  tax  on 
consumption  instead  of 
income.  Selfish,  per- 
haps, but  that's  democra- 
cy. Those  who  feel  other- 
wise are  free  to  sock  away 
income  in  a  trust  for  their 
great-grandchildren. 
NO  STIMULUS.  Meanwhile,  as  the 
U.  S.  props  up  the  world  economy 
with  its  spending,  Japan's  national 
obsession  with  savings  has  left  it  in  a 
liquidity  trap.  Despite  near-zero  in- 
terest rates,  the  economy  is  flounder- 
ing because  businesses  don't  detect 
any  domestic  demand  for  their  prod- 
ucts. And  the  Japanese  government 
is  loath  to  apply  fiscal  stimulus  be- 
cause it  could  lead  to  a  trade  deficit 
that  would  erode  the  giant  balance- 
of-payments  surplus  planned  as  a 
cushion  for  the  aging  nation  in  the 
21st  century.  That's  dumb.  The  U.  S. 
is  aging,  too.  But  as  America's  expe- 
rience shows,  the  wealth  generated 
by  more  growth  outweighs  any  dis- 
advantages of  a  trade  deficit. 

Undersaving?  Underinvestment? 
Those  are  hardly  the  world's  biggest 
problems  these  days.  Asia's  financial 
crisis  is  the  hangover  from  mas- 
sive, often  government-orchestrated 


overinvest- 
ment— in  steel  mills, 
hotels,  auto  plants,  and  so  on.  The 
U.  S.,  with  its  efficient  and  mostly 
corruption-free  method  of  allocating 
capital,  tends  to  make  a  sensible 
amount  of  investment  without  guid- 
ance from  ex-government  officials, 
journalists,  or  anyone  else. 

The  pro-savings  argument  isn't  all 
wrong.  The  U.  S.  does  unduly  dis- 
courage savings  by  double-taxing 
much  of  investment  income  while 
permitting  tax  deductions  for  inter- 
est expenses.  And  the  problems  of 
slow-growing  countries  aren't  entire- 
ly the  result  of  Keynesian  undercon- 
sumption— Japan  and  Germany  also 
suffer  from  overregulation  and  labor- 
force  rigidities.  But  it's  also  true  that 
Japan  and  Germany  still  don't  grasp 
that  consumption  is  acceptable.  Even 
good.  In  the  real-life  version  of  the 
old  fable,  the  ants  lose. 

Coy  is  associate  economics  editor. 
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TELEVISION 


PRIME-TIME 
EMERGENCY 

After  losing  football,  NBC  acts 
fast  to  lock  in  No.  1  show  EE 

This  may  be  the  winter  of  discontent 
for  nbc.  Over  just  three  weeks,  the 
No.  1  network  grappled  with  the 
loss  of  both  Seinfeld  and  major-league 
football.  The  New  York  tabloids — and 
even  The  New  York  Times — kept  up  a 
steady  drumbeat  of  stories  that  nbc 
was  on  the  ropes. 

The  Peacock  net  work  broke  its  losing 
streak  on  Jan.  14  by  renewing  its  No.  1 
show,  ER,  for  three  more  seasons.  Now, 
NBC  stands  a  good  chance  of  retaining 
dominance  of  Thursday  night — the  most 
sought-after  night  by  advertisers. 
SHARP  PAIN.  But  even  NBC's  win  fore- 
shadows trouble  ahead.  At  $13  million 
an  episode,  er  has  easily  become  the 
most  expensive  series  in  television  his- 
tory, far  surpassing  the  more  than  $5 
million  nbc  agreed  to  pay  last  year  for 
Seinfeld.  All  told,  nbc  will  shell  out 
nearly  $900  million  for  the  show. 

The  er  deal  capped  a  week  of  stun- 
ningly expensive  TV  deals,  cbs,  ABC 
(with  its  corporate  cousin  espn),  and 
Fox  anted  up  a  staggering  total  of  $17.6 
billion  over  eight  years  for  the  right  to 
televise  National  Football  League 
games,  even  though  the  games'  ratings 
have  been  slipping  in  recent  years,  nbc's 
deal  for  er,  completed  with  a  preemp- 
tive, final  bid  to  producer  Wamer  Broth- 
ers Inc.  in  mid-January,  shows  how  bad- 
ly the  networks  fear  losing  the  few 
programs  that  guarantee  big  ratings — 
and  how  deeply  they  fear  reliving  the 
pain  cbs  suffered  after  it  let  football 
get  away  in  1993.  "There's  no  financial 
logic  here,"  says  Merrill  Lynch  &  Co. 
analyst  Jessica  Reif  Cohen.  "It's  all 
strategic."  But  will  it  ever  pay  off? 

By  Elizabeth  Lesly  Stevens  in  New 
York  and  Ronald  Gnwer  in  Los  Angeles 


HOLLYWOOD 

NOW  THAT'S 
FUNNY  MONEY 

Seinfeld  is  set  to  rake  in 
some  $1  billion  in  syndication 

In  a  classic  episode  of  Seinfeld,  Jerry, 
Elaine,  George,  and  Kramer  bet  one 
another  that  each  couldn't  be  master 
of  his  own  domain,  meaning  that  they 
must  resist  the  temptation  to  ...  anyway, 
each  character  loses  the  self-control  con- 
test. But  even  as  his  eponymous  pro- 
gram winds  down,  Jerry  Seinfeld  is 
about  to  prove  that  in  one  domain  he  is 
master — television. 

Reruns  of  Seinfeld, 
which  already  command 
among  the  highest  rates 
in  TV  history,  soon  will 
soon  be  launched  into 
the  syndication  stratos- 
phere. A  1995  deal  for 
the  lights  to  ah'  renins 
is  up  for  renewal,  and 
TV  stations  nationwide 
are  expected  to  ante  up 
$6  million  for  each  ag- 
ing episode.  That  adds 
up  to  a  cool  $1.1  billion 
for  the  five-year  deal 
now  being  shopped 
around  by  Seinfeld  dis- 
tributor Sony  Pictures' 
TV  unit.  It's  nearly  dou- 
ble the  previous  record 
of  $600  million  collected 
by  The  Cosby  Show  in 
1988.  Says  Bill  Carroll, 
vice-president  of  tv  sta- 
tions adviser  Katz  Tele- 
vision Group:  "We're 
telling  clients  to  go  into 
cash  reserves  if  they 
have  them." 
PROVEN  WINNER.  The 
bidding  will  begin  in  t\tt^ 
earnest  on  Jan.  19  at  LAUGH  LINE 


the  National  Associa-  As  producer,  Jerry  stands  to 
tion  of  Television  Pro-  coiiect  a  cool  $50  million  a 

gramming  Executives 

convention-the  annual  year-on  top  of  his  $1  million 

gathering  at  which  syn-  per  episode  for  starring 

dication  deals  are  made. 
With  network  viewership  sagging, 
breakout  shows  are  hard  to  find.  Among 
the  other  sitcoms  up  for  syndication  are 
such  ratings-underachievers  as  Sudden- 
ly Susan  and  Newsradio. 

But  the  160  Seinfelds  now  in  syndica- 
tion are  proven  winners,  boosting  rat- 


ings at  stations  such  as  Los  Angeas' 
ktla  and  New  York's  wpix.  In  hw 
York,  where  Seinfeld  episodes  are  bad. 
the  reruns  regularly  beat  the  new;  at 
11.  Little  wonder,  then,  that  wpix  o\{ 
Tribune  Co.  is  said  to  be  willing  to 
ble  the  $200,000  a  week  it  currently 
to  air  six  episodes  weekly.  Says  De:]a 
FitzSimons,  president  of  Tribune  Br<| 
casting  Co.:  "We're  going  to  find  a  "|y 
to  make  a  deal." 

The  money  will  go  to  Sony  anqfe) 
Seinfeld  production  company  Cajk 
Rock,  a  Time  Warner  unit.  But  J(» 
himself,  who  has  a  20%  stake  as  in- 
ducer and  creator,  stands  to  collect  dsn 
to  a  cool  $50  million  a  year  with  I 
new  deal.  He  is  currently  getting  allot 
half  that,  over  and  above  the  $1  m 
lion  an  episode  he  gets  for  starring 
this  year's  series. 

With  that  much  nn- 
ey  at  stake,  Hollyw&ti 
insiders  speculate  tfit 
Seinfeld  timed  his  Ipt 
24    announcement  si 
plans  to  end  the  slsw 
this  season  to  maxirre 
his  rerun  returns.  ■ 
news  prompted  a  deljje 
of  coverage — inclu 
Jerry  on  the  covers! 
Time  magazine  and 
pie — just  as  Sony  b 
shopping  a  new  d 
"If  you  could  sell  \ 
that  publicity  or  w[ 
out  it,  which  one  w(j 
you  take?"  asks  K; 
Carroll.    A  Sein 
spokesperson  denies 
manipulation,  but 
rerun  deal  may  hi 
made  it  easier  for  S 
feld  to  turn  down  w| 
industry  sources 
scribe  as  an  eleve 
hour  offer  to  stay  o 
million  per  episode 
1  million  shares  of  st 
from  nbc  parent  Gei 
al  Electric  Co. 

With  Seinfeld  in 
finals  weeks,  Sony  s 
the  calls  are  pourinj 
about  reruns.  Major 
station  owners,  sue! 
News  Corp.'s  Fox  u 
are  said  to  be  interi 
ed.  So,  too,  is  nbc,  which  has  its  ( 
stations.  And  with  each  call,  the  pric 
rising,  claim  industry  executives.  A 
as  Jerry  said,  in  another  memory 
episode:  "Not  that  there's  anytb 
wrong  with  that." 

By  Ronald  Grover  in  Los  Ang< 
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GOOD    NEWS:  INTEL 


sition  of  Chips  &  Technolo- 
gies. But  investigation  of  the 
buyout  will  be  rolled  into  a 
larger,  ongoing  ftc  probe  of 
Intel's  business  practices. 


Jan.  13.  Gannon  is  a  24-year 
veteran  of  General  Electric, 
where  he  led  various  overseas 
operations — experience  that 
could  strengthen  Zenith's 
relations  with  its  South 
Korea-based  majority  owner, 
lg  Electronics.  Gannon  is 
Zenith's  second  big  hire  in  as 
many  weeks.  It  tapped  turn- 
around artist  Robert  Dan- 
gremond  to  be  acting  cfo 
Jan.  6.  At  a  company  that 
hasn't  turned  a  profit  in  a 
decade,  Gannon  has  clear  pri- 
orities: secure  more  money 
for  cash-strapped  Zenith  and 
stop  the  losses. 


THE   CENSUS  BUREAU,  AL- 

ready  in  the  midst  of  an  ugly 
political  battle  over  the  2000 
census,  is  about  to  lose  its 
director.  Martha  Farnsworth 
Riche,  a  demographer  who 
has  run  the  office  since  1994, 
will  resign  on  Jan.  30.  She  has 


been  an  outspoken  supporter 
of  Census'  use  of  statistical 
sampling  to  supplement  tra- 
ditional headcounts.  But 
Republicans  oppose  sampling 
because  they  say  it  might  be 
manipulated  to  count  more 
urban  minority  residents  and 
lead  to  more  Democratic  con- 
gressional districts.  Adminis- 
tration officials  now  worry 
they'll  be  unable  to  find  a 
replacement  who  would  jump 
into  the  fray  and  who  could 
be  confirmed  by  the  GOP-con- 
trolled  Senate. 

ET  CETERA . . . 

a  Kohlberg  Kravis  Roberts 
is  preparing  to  unload  a  third 
of  its  6.8%  stake  in  Gillette. 

■  U.  S.  Office  Products  is 
splitting  in  five  and  buying 
back  28%  of  its  shares. 

■  Lucas Varity  inked  a  $3.3 
billion  deal  to  supply  parts 
for  Rolls-Royce  engines. 

a  Apple  earned  $47  million 
for  the  quarter  vs.  a  $120 
million  loss  a  year  earlier. 


CENSUS  LOSES 
ITS  TOP  COUNTER 


iew  revenue  and  profit 
•ds  for  1997.  The  chip 

announced  on  Jan.  13 
it  earned  $6.9  billion,  up 
from  1996,  on  revenues 
5.1  billion,  up  21%.  The 
lews:  Those  results  are 
ly  the  afterglow  of  a 
ig  first  half.  Fourth- 
:er  revenues  rose  only 
rom  1996  and  earnings 
)%.  And  in  a  sign  of 
ring  competition  and 

pressure  in  the  indus- 
[ntel  says  first-quarter 
revenues  will  be  flat  and 
;  margins  down.  Intel 
)ther  mixed  news  the 
day:  The  Federal  Trade 
nission  said  it  wouldn't 
;  Intel's  planned  acqui- 

WHIIMHIM 
E  WUZ  ROBBED 

sports  Authority  shares  got  a 
h  workout  on  Jan.  12,  plung- 
1%  to  11%  after  the  Fort 
erdale-based  retailer 
triced  that  lackluster  sales 
torts  equipment  and  athletic 
s  would  hurt  fourth-quarter 
ings.  Sports  Authority  says  it 
;arn  roughly  35?  a  share, 
l  from  500  a  year  earlier, 
take  a  $2.5  million  charge 
ase  three  stores.  CEO  Jack 
h  complains  Wall  Street 
eacted.  "Footwear  may  have 
ed  a  little,  but  that's  not  for- 
"  he  says.  Smith  figures 
ts  Authority  should  benefit 
:her  retailers  of  sporting 
s  consolidate  and  close 
is. 


1 1.  '97  JAN.  13, 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


A  BLOW  AGAINST 
THE  SIGNS  OF  AGING 

SCIENTISTS  ARE  CLOSING  IN 

on  the  fountain  of  youth — at 
least  for  cells.  The  Jan.  16 
issue  of  Science  reports  that 
scientists  at  Geron  Corp.  and 
the  University  of  Texas 
Southwestern  Medical  Cen- 
ter have  been  able  to  pre- 
vent the  loss  of  dna  at  the 
ends  of  chromosomes.  Nor- 
mally, every  time  a  cell 
divides,  it  loses  a  little  of  this 
dna — and  when  the  dna 
regions  shorten  enough,  they 
signal  a  cell  to  stop  dividing 
and  die.  It's  doubtful  that 
similar  treatment  could 
increase  people's  lifespans. 
But  researchers  hope  the 
idea  may  help  fight  such  rav- 
ages as  vision  loss,  skin 
aging,  and  heart  disease. 

FIREMAN  STAYS 
IN  HIS  SNEAKERS 

ON  SECOND  THOUGHT,  PAUL 

Fireman  won't  resign,  despite 
his  pledge  19  months  ago  to 
step  down  this  May  if  he 
didn't  turn  Reebok  around. 
On  Jan.  13,  the  chairman  also 
warned  that  1998  will  be  an- 
other tough  year  for  Reebok 
because  Nike  will  sell  an 
oversupply  of  sneakere  at  fire- 
sale  prices.  Fireman's  decision 
to  stay  comes  despite  weak 
performance.  Reebok  has 
steadily  lost  U.S.  share  to 
Nike  and  Adidas,  and  esti- 
mated 1997  profits  are  below 
1996  profits  of  $139  million— 
and  less  than  half  1994  profits. 

AILING  ZENITH 
FINALLY  GETS  A  CEO 

ENDING  A  FOUR-MONTH  HUNT, 

Zenith  Electronics  named 
Jeffrey  Gannon  as  ceo  on 


HEADLINER:  MIPS 


A  CHIP  ON  THE  OLD  BLOCK 


While  Silicon  Graphics  has 
faltered  in  the  workstation 
business — sales  are  off, 
earnings  are  disap- 
pointing, and  it  needs 
a  new  strategy  and 
CEO — the  Moun- 
tain View  (Calif.) 
company  has  one 
success  story: 
the  mips 
micro- 
processor 
division. 
Thanks  to  strong  sales 
of  mips  chips  for  Nintendo 
64  game  machines  and  oth- 
er noncomputer  uses,  mips 
has  nearly  half  the  market 
for  Rise  chips. 

Now,  SGI  is  preparing  to 
spin  off  mips  into  a  publicly 
traded  company.  In  coming 
months,  SGI  wants  to  sell  a 
20%  stake  of  mips  in  an  ipo 


and  ultimately  sell  the  rest 
in  hopes  of  raising  $500 
million,  say  insiders.  The 
move  may  be  best  for 
both  SGI  and  mips.  Ana- 
lysts say  SGI  can  no 
longer  justify  the  $60 
million  it  spends  year- 
ly to  fund  new 
mips  chips — giv- 
en the  ris- 
ing power  of 
Intel  tech- 
nology, on 
which  new  sgi 
machines  will  be  based. 
mips  can  focus  on  chips  for 
consumer  gizmos.  Says 
analyst  James  Turley  of 
MicroDesign  Resources: 
"mips  would  be  very  suc- 
cessful as  a  stand-alone 
company."  Can  SGI  say  the 
same? 

By  Peter  Burrows 
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FRANCE 


AN  ECONOMY 
RIPPED  IN  TWO 

As  the  split  between  rich  and  poor  widens,  unrest  swells 


Overnight,  France's  silent  masses  of 
unemployed  have  become  a  power- 
ful political  force.  Rallying  outside 
public  offices  by  day  and  setting  bonfires 
in  front  of  benefits  offices  by  night,  they 
are  riveting  international  attention  on 
the  growing  gap  between  France's  rich 
and  poor.  The  stark  reality  of  1  million 
long-teiTn  jobless  getting  a  paltry  $350  a 
month  in  benefits  has  jolted  a  nation 
that  prides  itself  on  compassion.  "While 
the  country  is  getting  richer  and  richer, 
insecurity  is  growing  wider  and  wider," 
says  Ahcen  Meharga,  a  29-year-old  so- 
cial worker  in  Paris  who  was  laid  off 
last  October. 

The  escalating  protests  forced  Prime 
Minister  Lionel  Jospin's  government  on 
Jan.  9  to  meet  with  associations  repre- 
senting the  jobless  and  to  pledge 
$166  million  in  emergency  aid  for 
the  most  desperate  cases.  It  was 
a  painful  moment  of  truth  for  the 
French,  whose  vaunted  mixed 
economic  model  looks  increasingly 
dysfunctional.  For  decades,  the 
combination  of  free-market  capi- 
talism and  state-directed  social- 
ism produced  widespread  pros- 


perity. Now,  with  the  ranks  of  the  dis- 
enfranchised growing,  pressure  is 
mounting  to  reform  the  system. 

In  contrast  to  the  strikes  and  road- 
blocks of  1996,  which  focused  on  wage 
increases  and  earlier  retirement,  the 
latest  wrave  of  protests  arises  from  a 
broad  sense  of  betrayal.  Evidence  of 
rents  in  France's  social  fabric  is  broad- 
cast daily  into  living  rooms  on  the 
evening  news.  The  country's  poorest 
neighborhoods  are  becoming  hotbeds  for 
violent  youth,  prompting  curfews  and 
higher  police  budgets.  And  mayhem 
erupted  on  New  Year's  Eve  in  Stras- 
bourg, a  traditional  flash  point,  where 
delinquents  torched  522  cars. 

Indeed,  France's  economy  has  been 
ripped  in  two.  On  one  side  is  a  private 


One  reason  for  the  wealth 
gap:  A  streamlined  private 
sector  vs.  clunky,  bloated 
state-owned  companies 


ANGER:  Many  of  the  unemplom 

have  taken  to  the  streets 

sector  that  is  mainly  lean,  p|f. 
itable,  and  competitive  in  w 
markets.  On  the  other  is  an  i 
cient  public  sector  that  saps 
nomic  growth  and  wastes  vita 
sources.    Take  France's 
industry,  which  has  downsized  f|ur 
163,000*  workers  to  40,000  sincef* 
late  1970s.  Its  largest  company, 
billion  Usinor,  has  become  on 
Europe's  most  competitive  s 
makers,  generating  $1.2  billio 
profits  since  its  privatizatio 
1995.  By  contrast,  troubled  pu 
sector  companies  have  soaked 
government  for  more  than  $50l 
lion  in  bailouts  over  the  past 
years. 

France's  workforce  mirrorsjb 
two  halves.  Many  of  the  country's  &£ 
million  private-sector  employees  m 
adapted  to  flexible  work  rules  and  bm 
ed  productivity  Increasingly,  young  | 
pie  enter  the  labor  market  via  te 
rary  jobs — a   practice  traditio: 
disdained.  Middle  managers  at  pri'fc 
companies  often  skip  the  sacred  t» 
hour  lunch  and  work  evenings.  Mm 
while,  most  of  the  5.3  million  workemi 
the  heavily  unionized  public  sector,  ffl 
hospitals  to  utilities,  cling  to  the  so« 
ist  myth  of  entitlement.  They  voc* 
ously  support  a  10%  cut  in  their  wit- 
week  with  no  reduction  in  pay. 
THE  BEST  FLEE.  To  finance  the  bio™ 
public  sector,  social  charges  for  em 
ers  are  among  the  highest  in  the  w 
and  corporate  taxes  are  on  the 
That,  plus  a  suffocating  level  of  s 
regulation,  has  French  entrepren 
fleeing  to  Britain  and  the  U.  S.  As 
suit,  France  is  deficient  in  new, 
growth  industries  such  as  biotechnol 
"The  best  people  are  leaving  at  an 
credible  rate,"  says  economist  Chj 
ian  Saint  Etienne,  a  professor  at 
University  of  Paris. 

One  obstacle  to  change  is  Fran 
addiction  to  a  paternalistic  govemm 
Many  French  workers  are  demanc 
even  more  largesse  from  the  state,  1 
ing  Jospin's  Socialists  little  room  to 
neuver.  Government  officials  hint  t 
will  use  external  pressure  stemrr 
from  European  monetaiy  union  to  a 
mit  puhlic-sectnr  I'efoiTiis,  including  o 
hauls  of  the  tax  and  social  security  ; 
terns.  But  if  Jospin  waits  for  Europ 
Union  pressure  to  rethink  the  Fre 
public  sector,  France's  core  of  outcasl 
sure  to  grow. 

By   Gail   Edmondson,  with 
Trinephi,  in  Paris 
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COMMENTARY 

By  Thane  Peterson 


THE  WORLD  ECONOMY  COULD  USE  A  LIFT.  HELLO?  EUROPE? 


,  ■  Bhere  in  the  world  will 
W  economic 
I  ■  growth  come  from 
lis  year?  Scratch  Europe, 
hich  until  recently  seemed 
le  best  bet. 

With  Asia  in  crisis  and 
le  long-running  U.  S.  ex- 
insion  apparently  slowing, 
European  recovery  was 
ipposed  to  pick  up  the 
ack.  But  instead  of  partici- 
iting  more  actively  in  the 
obal  economy  to  which  its 
iliticians  pay  lip  service, 
urope  seems  preoccupied 
ith  national  economic  is- 
les and  impending  mone- 
iry  union.  That  means  Con- 
nental  leaders  aren't  taking 
le  active  role  they  should 
3  in  keeping  the  world's 
:onomic  motor  running. 

The  Asian  meltdown  has 
ade  the  job  much  harder, 
conomic  growth  on  the 
ontinent,  which  some  fore- 
isters  had  expected  to  ap- 
roach  3.5%  this  year,  may 
>me  in  at  only  2.7%  or  so. 
'ith  unemployment  rates 
uck  around  12%,  con- 
imers  aren't  touching  their  wallets, 
nd  the  real  growth  laggards  are 
se  heavy  hitters:  Germany,  France, 
id  Italy.  The  British  boom  is  also 
owing.  "I  don't  see  Europe  or  Ger- 
iany  being  any  kind  of  growth  en- 
ne  for  the  world  economy,"  says 
laus  Friedrich,  chief  economist  at 
rankfurt's  Dresdner  Bank. 
ORE  TENSIONS?  Yet  European  lead- 
's will  probably  feel  pressure  from 
le  U.  S.  and  Asia  at  the  next  Group 
?  Eight  meeting  of  industrialized  na- 
ons  in  May  to  help  stimulate  world 
rowth.  "Sooner  or  later,  policymak- 
§  will  realize  that  Europe  has  to  do 
lore  for  the  world  economy,"  pre- 
icts  Thomas  Mayer,  a  Goldman, 
achs  &  Co.  economist  in  Frankfurt, 
rhat  may  lead  to  rising  tensions  be- 
veen  the  U.  S.,  Asia,  and  Europe." 

What  needs  to  be  done  is  clear, 
ermany,  France,  and  Italy  must 
are  bloated  governments,  cut  taxes, 
ad  reform  labor  laws  to  put  people 
ack  to  work.  Reforms  like  these 
ave  led  to  faster  growth  in  smaller 
ations,  such  as  the  Netherlands 
nd  Ireland.  But  the  big  economies 


NO  SHOPPERS 
Unemployment  is 
still  high,  and  most 
Continental 

consumers  aren't 
touching  their 
wallets 


have  yet  to  follow. 

Ironically,  Europe's 
leaders  are  congratu- 
lating themselves  that 
monetary  union  will 
be  the  medicine  that 
makes  the  Continent 
more  dynamic  and 
competitive.  But  in 
the  short  term,  the 
move  to  a  single  currency  severely 
limits  Europe's  economic  maneuver- 
ing room.  Committed  to  keeping  bud- 
get deficits  at  3%  of  gross  domestic 
product,  governments  can't  cut  taxes 
or  raise  public  spending  to  boost  de- 
mand unless  they  simultaneously 
make  painful  cutbacks  in  their  pay- 
rolls. Politicians  are  loath  to  take 
such  action,  which  in  the  past  has 
provoked  a  harsh  backlash — from  to- 
day's riots  in  France  to  the  left-wing 
political  revolt  that  toppled  the  Ital- 
ian government  last  year. 

And  initially,  EMU  could  check 
growth  in  France  and  Germany.  Af- 
ter European  governments  decide  in 
May  which  countries  will  get  into  the 
new  union,  interest  rates  in  the 


member  nations  are  supposed 
to  converge  so  monetary  pol- 
icy can  be  coordinated  until  a 
new  European  Central  Bank 
takes  over  in  January.  But 
convergence  means  that 
short-term  rates  in  Germany 
and  France  will  have  to  rise 
from  the  current  3.3%,  poten- 
tially cutting  into  already 
sluggish  recoveries.  And  in 
Spain  and  Italy,  they'll  have 
to  fall  from  around  4.8%  and 
5.8%,  respectively,  potentially 
overstimulating  those  econo- 
mies. Some  Japanese  com- 
mentators are  even  saying 
that  Europe  should  put  off 
emu  until  the  world  economy 
is  healthier. 

BIG  WHACK.  Europe  also 
may  be  far  too  complacent 
about  its  vulnerability  to  the 
Asian  crisis.  Goldman  Sachs 
figures  European  corporate 
profits  will  jump  by  only 
11%  this  year,  vs.  24%  in 
1997.  But  that  projection 
may  understate  the  whack 
to  earnings  that  banks  with 
heavy  exposure  to  Asian 
loans  will  take.  The  Bank  for 
International  Settlements 
says  that  Germany,  France, 
Britain,  and  Belgium  have 
$81.6  billion  in  bank  loans 
outstanding  to  troubled 
Asian  nations.  Corporate  ex- 
ecutives, meanwhile,  worry 
about  a  flood  of  cheap  Asian 
imports.  "We'd  have  to  de- 
cide whether  or  not  to 
match  their  prices  to  protect  our 
market  share,"  frets  Peter  B.  Black- 
ford, European  sales  director  at 
Goodyear  Tire  &  Rubber  Co. 

A  logical  move  for  Germany, 
France,  and  Italy  might  be  to  start 
slashing  their  governments  and  mak- 
ing other  reforms.  But  with  emu 
looming,  that's  not  likely  this  year. 
The  most  probable  scenario  is  that 
Eiu'ope — which  had  a  $100  billion  cur- 
rent-account surplus  with  the  rest  of 
the  world  last  year — will  continue  to 
count  heavily  on  exports  for  growth. 
As  will  Asia.  The  jackpot  question: 
Who's  going  to  do  the  buying? 

Frankfurt  Bureau  Chief  Peterson 
keeps  an  eye  on  European  economies. 


BUSINESS  WEEK  /  JANUARY  26,  1998  45 


International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


NOW,  MEXICO'S  UNIONS 

HAVE  A  CHANCE  AT  REAL  FREEDOM 


After  decades  of  repression,  Mexican  workers  are  fighting- 
back.  Long  held  in  thrall  by  corrupt  government-linked 
unions  in  cahoots  with  their  employers,  they  are  now 
rushing  to  exploit  the  crumbling  power  of  the  Institutional 
Revolutionary  Party  (PRi).  A  breakaway  labor  federation,  the 
National  Workers'  Union  (unt),  is  challenging  the  63-year 
dominance  of  the  PRi-linked  Confederation  of  Mexican  Work- 
ers (CTM). 

The  push  has  a  good  chance  of  success,  provided  Mexico 
continues  on  the  road  to  full  democracy.  But  a  political  bat- 
tle is  certain.  The  beneficiaries  of  the  old 
system  will  fight  fiercely  to  maintain  the 
status  quo.  Leading  the  charge  will  be  com- 
panies that  have  handed  out  below-inflation 
raises  for  a  decade,  labor  leaders  clinging  to 
a  gravy  train  of  payoffs  and  perks,  and 
state  and  federal  governments  leery  of  los- 
ing control  over  economic  policy  and  scaring 
off  foreign  investors. 

Reformers,  however,  want  to  change  Mex- 
ico's labor  law  radically.  The  federal  govern- 
ment has  long  been  the  final  arbiter  of  which 
union  represents  which  workers.  That  power 
has  kept  independent  unions  out  in  the  cold  REFORMER: 
and  the  ctm  in  business.  "We  want  to  limit  ~ 
the  government's  enormous  control  over  unions,"  says  Fran- 
cisco Hernandez  Juarez,  head  of  the  Telefonos  de  Mexico 
union  and  the  most  powerful  of  the  unt's  three  top  leaders. 
PRI  ROADBLOCK.  .Such  ambitions  were  pie-in-the-sky  until  the 
PRI  lost  control  of  the  lower  house  of  Congress  in  July.  Now, 
the  two  main  opposition  parties  are  preparing  laws  that  would 
free  union  registration  and  contracts  from  government  control. 
Of  course,  the  PRI  can  stymie  the  bills  in  the  Senate,  where  it 
still  has  a  majority.  But  the  legislative  roadblock  isn't  demor- 
alizing opponents.  The  new  government  of  Mexico  City,  led  by 
Cuauhtemoc  Cardenas  of  the  leftist  Party  of  the  Democratic 
Revolution  (prd),  has  another  tactic.  Cardenas,  who  has  pres- 


idential ambitions,  plans  to  challenge  the  ctm's  power  mem 
by  enforcing  the  existing  law.  Of  around  70,000  contracts  bl- 
istered with  the  city's  labor  board,  about  50,000  are  illegal,  sjys 
Enrique  de  la  Garza,  a  labor  expert  at  Mexico  City's  jn- 
tonomous  Metropolitan  University.  That's  because  they 
signed  without  workers'  knowledge  by  leaders  of  unions  n 
voted  into  office  by  the  rank  and  file. 

Mexico's  breakaway  unions  are  benefiting  from  naia. 
U.  S.  and  Canadian  unions,  fearful  of  low- wage  competiw 
from  south  of  the  border,  are  helping  independent  Mexji 
unions  to  organize  and  are  lobbying  in 
them,  afl-cio  President  John  J.  Sweel 
will  give  public  support  to  unt  leadersjj 
meeting  with  them  during  his  Jan.  2jp 
Mexico  trip.  The  move  is  significant  beci$t 
traditionally  the  afl-cto  backed  the  <M 
With  the  Democratic  Party  needing  lata 
support  and  cash  in  midterm  elections  at 
year,  President  Clinton  is  also  showing!!- 
terest.  "What  goes  on  in  the  Mexican  km 
scene  is  important  to  us  and  is  bc-l 
watched,"  says  an  Administration  official 
Scrutiny  can  shame  Mexico  into  actlpi 
During  President  Ernesto  Zedillo  Poncdt 
Leon's  visit  to  Washington  in  November,!* 
example,  Clinton  raised  the  case  of  Han  Young,  a  contraci 
to  the  U.  S.-based  Hyundai  Precision  America.  Han  Yoi 
had  crashed  an  independent  union  at  its  Tijuana  maquiladm 
Under  pressure  from  Zedillo,  Han  Young  and  the  state  « 
ernment  recognized  the  union  in  mid-December. 

The  concessions  proved  short-lived.  Han  Young  1;R 
backtracked  and  now  refuses  to  negotiate  with  the  m 
union.  Other  companies  may  try  to  play  the  same  ga|S 
when  challenged.  But  now  that  Mexico's  corrupt  labor  pi§ 
tices  are  being  exposed  to  daylight,  returning  to  businesas 
usual  will  be  impossible. 

By  Elisabeth  Malkin  in  Mexico  m 


GLOBAL  WRAPUP 


HOMING  IN  ON  IRAQI  ARMS 

►  U.  N.  inspectors  have  had  uncanny 
success  in  pinpointing  major  Iraqi 
weapons.  Insiders  say  the  reason  is 
simple:  President  Saddam  Hussein's 
late  son-in-law  and  weapons  chief, 
Hussein  Kamel  Hasan  Majeed,  gave 
detailed  information  on  key  sites  after 
his  1995  defection.  It  prompted  Iraq  to 
disclose  information — and  let  the  U.  N. 
inspectors  dispute  Iraqi  claims. 

Hussein's  closely  held  revelations  and 
other  data  have  provided  a  mother  lode 
of  intelligence.  Last  year,  inspectors 


II 


razed  a  huge,  previously  secret  biologi- 
cal weapons  plant  called  Al  Hakam. 
The  U.  N.  has  also  destroyed  thousands 
of  chemical  weapons,  tons  of  chemical 
agents,  and  long-range  missiles.  But  the 
U.  N.  Special  Commission  believes  Iraq 
still  has  stashes  of  missiles  and  chemi- 
cal and  biological  weapons. 

Hussein  was  murdered  after  his  sur- 
prising return  to  Iraq  in  1996.  Since 
then,  Western  intelligence  agencies 
have  operated  without  another  highly 
placed  informant.  Still,  the  U.  N.  inspec- 
tors' achievements  may  be  one  reason 
why  Saddam  continues  to  block  their 


access.  Also,  he  may  be  playing  for 
time  to  reposition  and  rebuild  his  ars 
nal.  U.  N.  inspectors  hope  to  counter 
such  tactics  eventually  by  revisiting  ; 
sites.  But  they  now  have  to  rely  on 
chemical  "sniffers,"  temperature  sen- 
sors, photographs  from  helicopters,  a: 
weekly  high-altitude  U-2  surveillance 
flights,  which  look  for  signs  of  new  c< 
struction  and  other  telltale  activity. 

Despite  their  high-tech  aids,  it  will] 
be  a  lot  tougher  for  inspectors  to  fine 
Iraqi  arms  without  a  high-level  mole' 
road  map. 

By  Stan  Crock  in  Washing* 
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Consider     I  The  average  person  only  remembers  about  a  fifth  of  what  they  hear. 
The  Facts:      |  The  human  brain  processes  visuals  60.000  times  faster  than  text. 

|  In  fact,  visual  aids  have  been  found  to  improve  learning  by  up  to  400  percent. 
|  And  managers  who  are  "good  presenters"  tend  to  enjoy  the  inside  track  when 
it  comes  to  receiving  important  promotions. 
Therefore,  it's  time  to  recognize  that  there's  more  to  being  successful  behind  the  podium  than 
having  your  index  cards  in  order.  And  that  today's  business  audiences  are  coming  to  expect 
increasingly  effective  graphic  presentations. 


t 


CARRY  INTC 
A  MEETING 

ought  to  be  your  ideas. 


Introducing  the  first  true  personal  projector.  Call  us,  we'll 
bring  you  a  demo:  i-8oo-294-640o  orwww.infocus.com/avmp 

Now  there's  a  projector  that  makes  you  look  brilliant, 
yet  fits  in  the  same  bag  as  your  notebook  computer.  The  new  personal 
In  Focus®  LP420.  It  packs  big-projector  image  quality  into  a  7-pound  wonder 
the  size  of  a  3-ring  binder.  So  now,  not  only  are  In  Focus  projectors  the 
world's  most  popular,  they're  also  the  easiest  to  carry. 


/n  Focus 

makes  it  easy. 


Phone  (503)  685-8888  Fax  (5031  685-8631.  In  Eutope  Phone  (31)  23  5540300  Fax  (31)  23  5624388.  AVMP<Di997  In  Focus  Systems,  'nc  In  Focus  is  a  regislered  trademark  of  In  Focus  Systems.  Inc. 
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Special  Advertising  Section 


HIS  SPECIAL  ADVERTISING  SECTION  IS 
DESIGNED  TO  HELP  TODAY'S  MANAGERS 
COMMUNICATE  MORE  effectively  -  in 
the  boardroom,  in  sales  situations,  during 
training  sessions. ..whenever  ideas  need 
to  be  successfully  conveyed.  It  focuses  on 
electronic  presentation  tools  and  services,  and  describes 
some  of  the  new,  creative  ways  this  emerging  technology 
and  expertise  can  be  applied. 

You'll  also  find  several  valuable  resources  where  you  can 
obtain  "do-it-yourself"  presentation  information. ..as 
well  as  services  that  add  graphic  sophistication  and 
electronic  impact  to  existing  presentation  materials. 


roffessional  Presentation 
evelopment...via  the  Net 

Need  some  "pizzazz"  in  your 
isting  presentation  to  give  it  a 
ofessional  look? 

As  the  Internet  becomes  easily 
cessible  for  businesses  to  conduct 
isiness,  sites  are  sprouting  up  to 
ovide  needed  graphic  skills  and 
Ihnical  services  on  a  convenient, 
st-effective  and  timely  basis. 

For  example,  recently  a  multi- 
tional  company  required  a  highly 
rategic  business  presentation  to 
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accomplish  the  sale  of  one  of  its 
divisions.  As  with  many  companies, 
there  was  a  strong  in-house  com- 
petency in  desktop  publishing,  but 
they  lacked  the  skills  necessary  to 
somehow  make  the  presentation 
software  they  were  using  look  bigger, 
more  professional  and  more  graph- 
ically interesting  than  they'd  been 
able  to  achieve  themselves. 

Research  uncovered  a  Web  site 
established  by  In  Focus®,  a  worldwide 
leader  in  the  development  of  multi- 
media projection  products  and 
services.  The  In  Focus  Client  Services 
group  (available  on  the  Web  at  www. 
infocus.com/services)  was  designed  to 
provide  creative,  training  and  con- 
sulting support  to  users  of  electronic 
projection  technology.  Their  objective 
is  to  bridge  the  gap  between  tech- 
nology and  the  soft  skills  necessary  to 
sell  with  more  impact,  train  with 
better  retention,  or  get  key  messages 
across  more  effectively. 

Executives  visited  the 
In  Focus  site  and  decided  to 
put  the  project  in  their  hands. 

After  a  review  of  the  cus- 
tomer's existing  printed 
collateral,  the  In  Focus  team 
developed  some  graphic 
impressions  of  the  division's 
identity.  Key  images  in  the 
collateral  were  then  repro- 
duced and  integrated  into  an 
impressive  photo-realistic 
background  created  in  Adobe 
PhotoShop  and  imported  into 


PowerPoint.  (The  company's  high- 
technology  image  had  to  be  conveyed 
in  the  graphical  content  —  no  bland 
blue  backgrounds  or  heavy  text 
messages  would  have  been  appro- 
priate.) Fonts  were  standardized  to 
corporate  criteria  in  the  template  and 
the  entire  package  was  e-mailed  to  the 
client's  desktop  PC. 

Ten  short  days  after  the  initial  go- 
ahead,  final  approval  was  given  by  the 
client  —  as  well  as  a  heartfelt 
"thanks"  to  a  graphics  team/partner 
they  would  never  meet.  (Because  the 
creative  team  was  "virtual,"  all 
interactions  had  been  successfully 
done  via  phone,  e-mail  and  FCP 
Internet  deliveries.)  This  positive 
experience  has  changed  the  whole 
concept  of  services  for  the  customer. 
Face-to-face  was  the  only  way  they 
had  done  business  in  the  past  on  such 
projects.  Now,  the  specialized  creative 
and  production  expertise  they  needed 
—  although  physically  located  thou- 
sands of  miles  away  —  was  as  close  as 
a  mouse  click. 


High-tech  Multimedia 
Projection  Systems 

.  .an  important  development  for 
imaging  applications  including 
telecommunications,  transportation, 
public  utilities,  medical  imaging, 
process  control  and  financial  trading. 

A  graphic  example  of  this  new 
presentation  technology  and  how  it  is 
being  applied  by  firms  in  these  impor- 
tant areas  is  provided  by  Lockheed 
Martin  Missiles  and  Space  Company. 

Before  actual  design  and  testing 
at  its  Mission  Utility  Simulation 
Center,  Lockheed  Martin  simulates 
the  missions  and  movements  of 
satellites,  missiles,  aircraft,  and 
communication  systems  in  technically 
accurate  scenarios  and  synthetic 
environments.  Since  simulations  using 
high-tech,  multimedia  projection 
systems  —  such  as  the  Electrohomc 
Marquee  9000  —  take  only  hours, 
rather  than  days  by  traditional 
methods,  the  company  is  able  to  be 
globally  competitive. 

Engineered  for  sophisticated 
graphic  presentations,  the  Marquee 
9000  system  is  compatible  with  vir- 
tually all  image  sources.  Three  center 
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Lockheed  Martin  Simulation 


screens  provide  an  edge-matched  view 
of  motion;  two  outer  screens  provide 
technical  input  and  data 


Be  a  Show-off  with 
Plasma  Display  Technology 

.  an  exciting  new  way  to  stand  out 
from  the  competition. 

Silicon  Graphics,  Inc.  (SGI),  a 
leading  supplier  of  high-performance 
interactive  computing  systems,  was 
searching  for  a  way  to  showcase  its 
newest  software  and  hardware 
entertainment  products  at  the  1(>Q7 
Electronics  Entertainment  Expo  (E3). 
It  was  important  to  create  an  exciting 
display  to  position  the  company  and 
products  in  a  dramatic  and  technically 
advanced  format. 

Flasmavision  from  Boxlight 
Corporation  was  the  perfect  fit.  This 
large  format,  flat-panel  wall  display 
generates  its  own  light,  offering  film 
quality  images  through  a  palette  of 
16.7  million  colors.  Plasma  technology 
produces  the  same  brightness  and 
clarity  as  computer  monitors  or 
telev  ision  sets. 

REDEFINING  THE 
STANDARD  DISPLAY. 

Plasma  technology  puts  a  whole 
new  spin  on  traditional  display 
graphics.  The  display  panels  give 
viewers  a  near-perfect  image  by 
automatically  resizing  and  focusing 
input  from  a  wide  variety  of  digital 
sources  including  VGA,  SVGA  and 
MAG  computer  graphics,  TV  and 
VCR  formats   It  has  a  viewing  angle 


of  160°  horizontally  and  vertically, 
enabling  a  flawless  audience  view 
from  any  angle. 

Flasmavision  displays  are  ideal 
for  any  space  where  information 
is  shared.  Only  six  inches  (15  cm) 
deep,  the  units  can  easily  hang  on 
a  wall  for  exhibit  signage,  enter- 
tainment or  presentations.  They  can 
also  function  as  42-inch  (105.6cm) 
diagonal  monitors  for  both  video  and 
computer  graphic  sources. 

According  to  Brad  Gleeson, 
director  of  product  planning  for 
Boxlight,  the  exhibit  and  trade  show 
industry  has  become  a  significant 
market  for  presentation  products  and 
services.  "Trade  shows  and  exhibits 
have  become  mission-critical  events 
for  many  corporations,"  explains 
Gleeson.  "And  in  this  competitive 
environment,  anything  you  can  do  to 
set  yourself  apart  from  your  fellow 
exhibitors  will  put  you  ahead." 

Delivering  Information 
Updates  and  Training 
Programs  Using  the  new 
CD-Interactive  Technology. 

The  Walt  Disney  Company 
needed  to  deliver  comprehensive 
information  updates  to  35.000  cast 
members,  as 
well  as  a  huge 
number  of  back 
stage  support  personnel,  at  three 
theme  parks,  eight  resort  hotels,  two 
golf  courses,  two  water  parks,  a 
nighttime  entertainment  complex, 
anil  multiple  shopping  areas. 


;is 


A  key  objective  was  to  make  the 
information  available  in  an  interactive 
format  that  would  allow  cast  members 
to  access  the  material  they  were 
personally  interested  in,  and  to  do  soj 
at  their  own  pace.  There  was  also  a 
need  to  update  the  main  program 
monthly,  and  provide  text  updates 
immediately  if  required. 

The  company  turned  to  Media 
Design  Group,  Inc.,  to  develop  a  CD-ij, 
(Compact  Disc-Interactive)  program, 
incorporating  graphics,  stills,  video: 
frame  grabs  and  audio,  which  could  be 
used  on  kiosks  located  both  on  an 
adjacent  to  the  Disney  properties. 

The  basic  program  disc  wasf 
produced  in  five  working  days  and 
then  distributed  to  all  Disney  Ioca-i 
tions.  Updates  to  the  program  can  be 
delivered  monthly  or  on  an  as-needed 
basis.  Immediate  text  updates  can  bejj 
provided  to  all  locations  via  modem 

In  a  similar  way, 
Burger  King  had  a 
daunting  proposition: 
produce  a  low-cost, 
easy-to-use  training  pro- 
gram that  would  utilize  a 
global  standard  and  be  simple  tci 
integrate  with  existing  television*! 
equipment  throughout  the  world.  Tht 
solution  had  to  allow  managers  tc 
track  individual  crew  member's 
progress  and  the  date  that  eacl 
successfully  completed  the  program 
and  test. 

THE  CHALLENGES: 

JUpgrade  current  training  mate- 
rials and  delivery  systems  tc? 

today's  standards. 
fEliminatc  cumbersome  paper' 

based  testing,  scoring,  and  track] 

ing  of  results. 
H Improve  new  employee  retentior 

of  training  information  and  give! 

immediate  feedback  on  question; 

and  test  results. 
|Provide  multi-language  capabili 

ties  on  all  programs. 
|Develop  the  program  for  use  any! 

where  in  the  world. 
JProvide  high-quality  (full  screen 

full  motion  video)  in  a  low-cost 

simple-to-use  delivery  system 
1  Reduce  costs. 

Burger  King  reviewed  many  training 
technologies,  ranging  from  CD-RON 
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from 
A  u  r  p  h  y 
Law? 


lytfiing  that  can  go  wrong,  will " 
-  Murphy 

Never  has  this  been  more  true 
jn  when  making  presentations  on 
?  road.  But  I'm  protected  from  practically 
ything  Murphy  can  throw  at  me 

I've  got  Notevision2.  The  no-hassle 
rtable  projector,  from  Sharp,  the  world 
ider  in  LCD  projector  technology 

Bright  room?  Bright  solution! 

Notevision2's  700  ANSI  Lumens 
age  can  project  eye-popping  multi-media 
aphics  in  a  fully  lighted  room. 


Technical  Nightmares? 

Just  Plug  N  Playi  With  its  multiple 
computer  inputs,  and  International  Power 
Supply,  I'm  wired  for  the  world. 

Excess  baggage?  Lighten  up! 

Notevision  is  Light,  and    "  T  h  3  fl  k  S 
Compact  enough  to  fit  in  a  carry-on  bag. 
Rugged  and  Ultra  Reliable,  NOt6VjsiOn! 
Notevision2  even  carries  a  3  Year  Warranty. 

Hey,  when  you  present  on  the  road, 
you  can  travel  with  Notevision2,  or  you 
can  travel  with  Murphy. 


XG-NV2U 
Notevision? 
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to  satellite  networks  and  Internet 
training,  but  found  GD-i  to  be  by  far 
the  most  eost  effective.  But  they  took 
a  cautious  approach,  believing  the 
system  would  also  have  to  prove  itself 
to  managers  and  franchisees. 

Now,  program  discs  and  systems 
have  been  installed  in  Burger  King 
corporate  and  franchise  restaurants  in 
the  United  States,  Canada,  Mexico  and 
South  America,  with  Europe  and  Asia, 
to  follow.  In  addition,  the  Burger  King 
CD-i  training  program  has  been 
honored  for  excellence  with  Silver  and 
Bronze  Quill  awards  from  the 
International  Association  of  Business 
Communicators  ( I  ABC). 

Large-screen  Projection 
Technology  in  the 
Limelight  at  Olympics 

Athletes  weren't  the  only  stars  on 
display  at  the  Olympic  Games  in  Atlanta. 
Technology  got  plenty  of  airtime,  too. 

Lucent  Technologies  is  the 
communications  research  and  devel- 
opment firm  created  from  what  was 
formerly  Western  Electric  and  Bell 
Laboratories.  The  Olympic  Games 
were  a  showcase  for  Lucent's  new 
multimedia  communication  switches 
Thirty-eight  of  these  cutting-edge 
switches  were  deployed  throughout 
the  various  sports  venues  to  route 
voice,  video  and  data  communications 
to  networks  around  the  world.  In 
addition,  special  software  allowed 
Lucent's  tech  people  to  monitor  each 
switch  on  their  PC  screens. 

When  potential  customers  from  a 
dozen  nations  toured  the  Command 
Center,  Lucent  showcased  the  new 
network  just  like  they  would  any  of 
the  other  ( Mympie  events  —  they  put 
it  up  on  the  big  screen.  "We  used  a 
multimedia  projector  to  display  live 
computer  feeds  as  we  cut  back  and 
forth  between  various  I'< screens  to 
show  the  switches  and  software  in 
action,"  Bingham  explained  The 
projector  chosen  lor  the  task  was  the 
Proxima  Desktop  Projector  ( 1)1')  5600. 

Lucent  also  used  a  crisp  projected 
image  as  the  backdrop  for  a  worldwide 
executive  videoconference  from  the 
Command  Center  just  prior  to  the 
games.  "Showing  the  technology  in 
the  background  during  the  call  gave 
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the  whole  ev  ent  the  first-class  look  it 
deserved,"  explained  Bill  Bingham, 
Lucent's  national  training  manager 
and  presentation  manager  for  the 
Command  Center. 

The  projection  system  also 
played  a  third,  totally  unexpected 
role  at  the  Games  —  that  of  dis- 
aster recovery.  "When  the  bomb 
went  off  in  Centennial  Park,  every- 
thing was  thrown  into  disarray," 
Bingham  recounted.  "We  used  the 
big  screen  to  project  the  CNN  feed 
and  to  help  plan  post-bombing 
strategies.  That  way,  everyone  could 
stay  on  top  of  the  situation  as  it 
was  developing." 


Digital  Whiteboards 

A  high-tech  way  to  capture  great  ideas. 

It  happens  millions  of  times  every 
day  around  the  world.  Your  meeting 
is  over  and  every  corner  of  your 
whiteboard  is  covered  with  intricate 
diagrams  and  notes.  Now  the  drudgery 
begins.  You  copy  the  contents  of  the 
board  into  your  notepad,  then  walk 
to  your  desk  to  replicate  the  data  once 
again  in  your  PC  so  you  can  print  and 
e-mail  the  information. 

Today,  however,  there  is  a  way  to 
combine  the  fluidity  and  comfort  of 
the  whiteboard  with  the  convenience 
of  digital  storage.  A  digital  whiteboard 
(such  as  the  Ideaboard,  developed 
by  3M's  Visual  Systems  Division)  uses 
the  interface  you  are  familiar  with  — 


a  board,  a  pen,  and  an  eraser  an< 
stores  your  even'  word,  line,  and  coloj 
on  your  PC  automatically.  And  that' 
just  the  beginning.  Used  in  con 
junction  with  an  electronic  projectioi 
system  (EPS),  you  can  use  this  nev 
device  like  an  electronic  flipchdrt  an< 
flip  back  and  forth  between  "pages"  t< 
edit  in  real  time. 

The  real  beauty  of  the  digita! 
whiteboard?  It's  just  about  as  easy  t< 
use  as  the  "low-tech"  variety.  Just  pic 
up  your  dry  erase  markers  and  writ 
away.  Make  a  mistake?  An  eraser  is 
your  disposal. 

But  unlike  a  traditional  white 
board,  the  digital  version  save 
everything  you  write  automatically  o 
your  PC.  In  fact,  it  even  remember 
what  you  have  erased,  so  you  neve 
lose  a  beat  in  your  meeting.  The  boan 
eaptures  a  complete  record  of  th 
evolution  of  your  ideas,  indispensabl 
for  brainstorming  and  planninj 
sessions,  for  example. 


HERE'S  HOW  IT  WORKS. 

Some  boards  have  a  pressure^ 
sensitive  surface  that  you  write  onjv 
Others  use  marker  pens  that  lool 
familiar,  but  are  actually  embedded 
with  a  tracking  device.  When  yoil 
write  on  either  kind  of  board,  sensor 
that  arc  in  or  around  the  board  piclj 
up  and  track  the  position,  movement 
and  even  the  color  of  the  pen.  Thil 
data  is  then  transferred  and  displayei 
on  your  computer. 
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Start  packing  lighter.  The  HP  SureStore™  CD-Writer  Plus  handles  650MB  with  drag-and-drop 
ease.  Selectively  erase  files  like  a  floppy.  Put  data,  video,  audio  all  on  the  same  CD.  Enjoy  backward 
compatibility  with  read-only  CDs.  It's  the  new  direction  in  storage.  ( 'all  l-.S()()-24f)-4<>o7  Dept.  4  IS  12 
for  more  information  or  visit  us  at  www.hp.com 
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What  you  discuss 
in  your  meeting 
is  your  business. 

competition  •^Financials  •  product  development''  designs  *  cust 
strategy  •  assignments  job  status  •  analysis  •  mergers  •  prof 
!o,ss  •  business  plan  •  budget  '  product  ideas;  •  strategy  •  acquis 
c  b  inpfet  itipn  •  financials*  pro  d  u  ct  development      designs  •  c.u  s  '* 


t  rate  g  y  pa.ss  ignments  •  job  s  t  a .It  u  s  •  analysis  •  me  r  g  e  r  s  •  pro  f 


COMMUNICATE 


CAPTURE 


COLLABORATE 


CONNECT 


me  3M'"  Videoconferent  ing 
System  VCS3000 
makes  face-to-face 
communication  cosy. 


I  he  <M"'  Ideaboard 
1HMHH)  accurately  saves  and 
shares  meeting  notes. 


The  3M  " Dataconfcrciu  uiii 
System  DCS3000  quickly  shares 
information  between  teams 
separated  by  distance. 


The  JM  Meeting  Network 
is  a  complete  professional 
resource  for  more 
productive  meetings. 


How  much 
you  accomplish 
is  ours. 


Introducing  3M  Advanced  Meeting  Solutions.  As  your  business  evolves,  it's  our  business  to  help  you  communicate 
better  and  accomplish  more  in  your  meetings.  That's  why  we're  introducing  a  new  family  of  easy-to-use,  innovative 
products  and  resources  designed  to  improve  group  communication  and  increase  meeting  productivity.  With  this  new 
family  of  solutions,  we're  strengthening  our  commitment  to  provide  you  with  superior  products  and  information  for 
your  meetings.  To  receive  more  information  about  3M  Advanced  Meeting 

Solutions,  call  1-800-952-4059  or  visit  us  at  www.3M.com/meetings  Make  the  meeting. 
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Set-up  is  simple  and  most  can  be 
done  before  the  meeting.  Every 
board-full  of  information  that  you 
create  is  saved  as  a  "page"  on  your 
PC,  ready  for  you  to  edit,  print, 
e-mail  and  cut-and-paste  into  other 
applications.  You  can  create  as  many 
"pages"  as  you  need. 

In  short,  a  digital  whiteboard  lets 
yon  and  the  other  participants  focus 
on  the  meeting,  not  on  keeping  notes. 


Videoconferencing  and 
Dataconfferencing 

Making  face-to-face  meetings  and 
data  sharing  by  "long-distance"  a  reality. 

( )nly  face-to-face  meetings  allow 
people  to  come  together  with  a  shared 
purpose  and  accomplish  their  goals 
through  discussion  with  one  another. 
Why?  Because,  despite  their  many 
conveniences,  phones,  fax  machines, 
e-mail,  and  overnight  mail  don't  come 
close  to  generating  the  collaborative 
energy  of  a  face-to-face  meeting;  so 
many  of  the  sociological  communica- 
tion cues  we  respond  to  are  missing. 


While  high  travel  costs  often  rule  out 
assembling  far-flung  employees  and 
clients  for  frequent  meetings,  there 
is  a  way  to  recreate  the  synergistic 
energy  of  the  face-to-face  meeting. 

AND  WHAT  ABOUT 
DOCUMENT  SHARING? 

By  the  time  your  telephone 
conference  started,  the  graphic  infor- 
mation you  sent  the  other  participants 
via  overnight  mail  had  changed. 
Should  you  fax  updated  pages?  No  — 
the  quality  would  be  too  poor  (the  pie 
charts  read  better  in  color!).  And 
when  other  participants  request 
modifications  in  the  information, 
the  best  you  can  do  is  say  "O.K.  When 
can  we  get  together  again  to  review 
the  changes?"  Sound  familiar? 

Today's  highly  competitive  busi- 
ness environment  is  short  on  time, 
long  on  travel,  and  heavy  on  strategic 
decision-making.  Team  collaboration  is 
essential,  but  often  it  just  isn't  prac- 
tical to  round  up  all  the  team  members 
for  a  meeting.  Fortunately,  several  new 
technologies  —  videoconferencing  and 


dataconferencing  —  are  being  devel-l 
oped  and  will  let  you  do  just  that. 


VIDEOCONFERENCING 
TECHNOLOGY 


Early  videoconferencing  equipment 
was  complex,  difficult  to  use,  and  veryl 
expensive.  What's  more,  most  company 
networks  simply  didn't  have  thei 
bandwidth  to  handle  the  requirements 
of  videoconferencing  systems. 

Manufacturers  such  as  3M's  Visual 
Systems  Division  have  been  working 
to  address  these  problems,  and  now 
participants  can  focus  on  the  meeting/ 


WITH  RESOLUTION  LIKE  THIS,  THE  ONLY  DIFFERENCE 
BETWEEN  THESE  TWO  IMAGES  IS  THE  SIZE. 

Introducing  the  EPSON  PowerLite  7000  projector  with  1024  x  768  resolution. 

Finally,  a  projector  that  gives  you  the  power  to  present  your  ideas  anywhere, 
under  any  lighting  condition,  using  any  kind  of  computer. 

Because  only  EPSON',  the  world  leader  in  portable  projectors,  gives  you  SizeWise" 
technology.  That  means  you  get  an  amazingly  clear  presentation  that's  a  dead 
ringer  for  your  computer  screen.  Just  a  whole  lot  bigger.  And  at  less  than  15 
pounds,  it's  as  easy  to  carry  as  it  is  to  set  up  and  use. 

For  more  information  on  our  award-winning  line  of  projectors  and  a  free  video, 
dial  1-800-442-1977  and  ask  for  Operator  3099.  Or  visit  us  at  www.epson.com. 
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resentation  without  being  distracted 
I  the  technology.  New  products  will 
;fer  easier  installation,  have  simpler 
jgscreen  controls,  and  deliver  supe- 
or  performance  —  all  at  a  lower  cost, 
etwork  bandwidth  is  also  improving, 
;  companies  invest  in  the  high  speed 
nes  necessary  for  modem  communi- 
ition.  As  prices  continue  to  fall, 
deoconfereneing  may  soon  become 
;  indispensable  as  phones  and  faxes 
r  supporting  remote  meetings. 

Two  Ways  to  Go: 

|Personal  videoconferencing 
systems,  which  plug  into 
your  PC,  cost  less  than  $500 
and  allow  you  to  con- 
veniently share  files  (data- 
conferencing)  in  addition  to 
videoconferencing.  These 
very  low-end  systems,  how- 
ever, often  deliver  choppy, 
low  resolution  video  images. 

|Group  videoconferencing 
systems  do  a  much  better  job 
of  reproducing  the  face-to- 
face  meeting  experience  by 


using  large  TV  monitors  or 
multimedia  projectors  to 
show  remote  participants  as 
though  they  were  in  the 
room  with  you.  Standard 
now  are  controllable  cameras 
with  high-resolution  optics 
and  enhanced  sound  systems 
to  make  the  experience  even 
more  natural. 

Where  Can  You  Use 
Videc  >e<  mfereneing? 

Videoconferencing  can  be  used 
in  just  about  any  situation  that  would 
warrant  a  meeting  —  weekly  staff 
meetings,  client  presentations,  cre- 
ative conferences,  bargaining  sessions, 
and  training  seminars. 

Perhaps  the  biggest  advantage  to 
using  videoconferencing  systems  is 
that  they  often  incorporate  and  easily 
integrate  with  other  vital  business 
technologies  like  spreadsheets  and 
presentation  software.  And  with 
recent  technology  breakthroughs,  all 
this  is  becoming  absolutely  simple, 
obviously  useful,  and  quite  affordable. 


DATACONFERENCING 


Dataconferencing  provides  the 
same  virtual  face-to-face  meeting 
atmosphere  as  videoconferencing,  but 
incorporates  additional  hardware  and 
software  tools  for  sharing  and  editing 
visuals  with  remote  participants. 
These  visuals  may  be  documents, 
transparencies,  computer  files,  or 
even  3-D  objects  which  can  be  viewed, 
edited,  and  discussed  by  everyone 
attending  the  "meeting"  in  real  time. 


The  Two  Types  of  Equipment: 

Personal  PC-based  dataeon- 
fereneing systems  allow  you  to 
view  and  edit  the  actual 
computer  files  shown  on  your 
screen  with  somebody  at  a 
remote  location.  These  systems 
are  most  useful  when  two  or 
three  technically  savvy  people 
need  to  collaborate. 
| Integrated  group  dataeonferene- 
ing systems  are  designed  to  be 
used  by  less  technical  groups 
in  meeting  rooms.  They  come  in 
two  popular  forms:  the  rear- 
projected  conferencing  board 
(which  is  essentially  a  giant  PC 
screen),  and  the  integrated 
conferencing  projector  (which  is 
very  much  like  the  familiar 
overhead  projector).  Inside,  both 
systems  use  the  same  kind  of 
software  to  communicate  with 
remote  participants  Outside, 
however,  the  conferencing  pro- 
jector has  an  integrated  camera 
that  will  scan,  project  and  share 
paper,  transparencies,  and  even 
3-D  objects. 

Whichever  system  you  choose, 
dataeonfereneing  is  an  ideal  way  for 
local  and  remote  meeting  members 
to  literally  stay  on  the  same  page. 
For  example. . . 
| Using  a  spreadsheet  program,  a 
manufacturing  department  can 
share  its  production  plan  with 
key  suppliers.  New  information, 
corrections,  and  annotations  can 
be  made  right  on-screen  while 
the  discussion  continues 
|  Sales  departments  benefit  when 
critical  pricing  information  can 
be  exchanged,  modified,  and 
signed-oit  on  in  real  time. 
|Advertising  agencies  suddenly 
have  the  ability  to  review  color 
copy,  incorporate  client  input, 
and  gain  rapid  concept  approval. 
Product  development  teams  can 
rapidly    review    and  rework 
schedules,  deliverables,  action 
items,  and  risk  factors  with 
remote  team  members. 
And  dataeonfereneing  allows 
dispersed  teams  to  turn  concept 
imo  reality  more  quickly  than 
ever  before  since  the  large 
display  of  a  group  dataconfer- 
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encing  system,  tor  example, 
becomes  a  shared  space  where 
everyone    can    write,  thaw, 
sketch,  or  type  out  ideas. 
No  matter  what  business  you're 
in,   with   dataeonfereneing  your 
information  can  be  presented  clearly, 
remote  participants  are  on  the  same 
page,  modifications  are  made  in  real 
time,  and  everyone  can  walk  away 
with  a  printed  copy  of  the  work.  As 
a  result,  business  goals  are  accom- 
plished more  quickly  and  accurately, 
and  your  teams  are  more  effective, 
regardless  of  distance. 
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Videoconferencing  at 
the  Movies     Another  new 
way  to  bring  your  people  together. 

United  Artists  has  recently 
equipped  several  of  its  theaters  in  key 
markets  with  live  video  conferencing 
equipment.  And  last  November,  the 
installations  in  New  York  and  San 
Francisco  hosted  their  first  large 
satellite  video  conference  using  UA's 
Satellite  Theater  Network  (STN). 


United  Artists'  concept  is  simple.. 
Bring  large,  corporate  customers  inll 
need  of  a  functional  meeting  venue 
into  theaters,  surround  them  with  a] 
luxurious  atmosphere  complete  wnh 
all  digital  video,  high-end  audio 
catered  meals  and,  of  course,  popcorn 
and  provide  the  high-tech  feel  o: 
today's  contemporary  theaters  to  meet 
their  demanding  videoconferenein 
needs.  "It's  typically  a  customer  wh 
has  a  need  to  get  an  immediate  and 
consistent  message  out  to  mail) 
people,  sometimes  in  a  big  hurry.  Oui 
goal  is  to  put  thousands  of  people  in 
front  of  their  product  or  theii 
message,  at  any  time.  All  they  have  tc 
do  is  pick  the  venue  they  want  to  bt 
in,"  added  Rust.  (One  of  the  world 
largest  theater  chains,  UA  has  39( 
theaters  and  2,300  screens,  of  which 
more  than  125  theaters  are  equippec 
for  the  STN.) 
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Does  this  signal  the  next  explo- 
sion in  the  booming  digital-cinema 
industry?  "Possibly,"  says  Tim  Rust, 
director  of  technical  services  for 
United  Artists'  STN.  "There  is  a  very 
large  satellite  conferencing  market  out 
there  that  typically  goes  to  hotels, 
community  colleges  or  auditoriums 
featuring  rooms  large  enough  for  this 
business.  We  felt  by  putting  great 
technology  in  place,  we  could  further 
enhance  our  outstanding  venues  with 
great  picture  quality  " 
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evelopments  to  Watch 


ED  BY  CATHERINE  ARNST 


A  HOME  LAN, 
T  PLUG  THESE 
jAN  OUTLET 

[NO   UP  TWO  OR  MOKE 

i  PCs  and  printers  in  a 
area  network  is  no  pic- 
f  one  PC  is  in  the  study 
mother  is  in  the  kid's 


,  the  bill  for  network 
and  stringing  special 
is  through  the  house 
un  over  $2,000. 
irting  in  March,  howev- 
ime  LANs  could  get  a  lot 
>er  and  easier  to  set  up. 
svice  called  passport 
Intelogis  Inc.  of  Ameri- 


can Fork,  Utah,  will  let  print- 
ers and  pes  running  Windows 
95  communicate  through  the 
home's  electrical  wiring. 
There's  no  need  for  special 
cables.  And  once  the  LAN  is 
up  and  limning,  Pes  can  be 
placed  in  any  room  that  has 
an  electric  outlet. 

Each  PC  and  printer  re- 
quires a  soapdish-size  PASS- 
PORT box,  which  Intelo- 
gis bundles  with  the 
necessary  software. 
The  box  connects 
to  the  parallel 
port  of  the  PC, 
and  then  plugs 
into  an  outlet. 
When  the  PC 
boots  up,  a  Win95 
feature  called  Net- 
work Neighborhood 
recognizes  Intelogis'  soft- 
ware, and  sends  signals 
throughout  the  home  to  lo- 
cate other  passport  boxes. 
As  long  as  one  PC  is  hooked 
up  to  cyberspace  by  phone  or 
cable  modem,  the  other  PCs 
can  surf  the  Net.  The  cost  to 
link  up  two  PCs  and  a  printer 
in  any  room  of  the  house? 
About  $250.         Neil  Gross 


ADWAY  IN  DETECTING  ALZHEIMER'S 

sheimer's  disease  is  the  LEADING  CAUSE  OF 
nentia  and  the  fourth  leading  cause  of  death  in  the 
S.  But  there  is  no  way  of  telling  whom  it  might 
ike.  Although  researchers  have  found  a  genetic  pre- 
position in  some  families,  most  patients  have  little 
no  family  history  of  the  disease.  And  because  there 
ro  easily  administered  test  for  Alzheimer's,  doctors 
'  left  to  guess  whether  warning  signs  such  as  short- 
m  memory  loss  or  emotional  changes  are  early 
nptoms  of  the  disease  or  mere  aging. 
Recent  clinical  trials,  however,  have  found  that  a  new 
ne  test  is  very  accurate  in  detecting  the  disease  in  its 
'ly  stages.  The  test,  from  Nymox  Pharmaceutical 
rp.  in  Rockville,  Md.,  measures  a  type  of  neural  thread 
itein  (ntp)  that  accumulates  in  the  brain  tissue  and 
nal  fluid  of  Alzheimer's  victims  at  levels  up  to  10  times 
her  than  normal.  In  a  study  in  the  December  issue  of 
:  Journal  of  Clinical  Investigation,  the  researchers  re- 
led  that  the  Nymox  test  found  elevated  ntp  levels  in 
of  early  Alzheimer's  cases,  compared  with  1 1%  in  el- 
'ly  people  with  no  neurological  disease.  Nymox  plans 
start  marketing  the  test  later  this  year.  □ 


A  PLANET  IS  REBORN' 


THE  UNIVERSE  SEEMED  TO 

get  a  little  friendlier  in 
1995  when  a  planet  was 
discovered  circling  a  star 
in  the  constellation  Pega- 
sus. Discovered  by  Michel 
Mayor  and  Didier  Queloz 
of  the  Geneva  Observato- 
ry, it  was  the  first  nor- 
mal-size planet  found 
orbiting  a  sun-like  star, 
and,  although  too  close  to 
its  sun  to  support  life, 
raised  hopes  that  more 
hospitable  bodies  might 
be  out  there.  But  skeptics 
refuted  its  existence. 

Now  the  planet  has  a 
new  lease  on  life,  thanks 
to  its  harshest  critic.  In 
the  Jan.  8  issue  of  Nature, 
David  F.  Gray,  an  as- 
tronomer at  Canada's  Uni- 
versity of  Western 
Ontario,  admits 
that  "a  planet  may 
indeed  be  the  best 
explanation"  for  the 
clues  spotted  by 
the  Swiss  as- 
tronomers. Before, 
Gray  produced  evi- 
dence that  those 

clues — variations  in   POSSIBLE  WORLD:  Anyone  h 


light  indicating  a  rotating 
gravitational  force  such  as 
a  planet — were  caused  by 
huge  tidal  surges,  common 
occurrences  between 
stars.  Now,  Gray  admits 
his  evidence  has  vanished. 

The  new  planet  doesn't 
follow  conventional  theo- 
ries of  planetary  forma- 
tion, in  that  it  seems  too 
massive  to  have  formed  so 
close  to  a  star.  Its  exis- 
tence could  mean  that 
planetary  systems  are 
more  common  than  previ- 
ously thought.  Even  if 
not,  astronomers  still  ex- 
pect to  find  scores  of  stars 
with  planets  in  the  next 
few  years.  Maybe  one  of 
these  planets  will  support 
life.  Otis  Port 


ADJUSTING 
QUALITY-ADJUSTED 
LIFE  YEARS' 

WHEN    DOCTORS  DECIDE 

which  treatment  to  recom- 
mend to  a  patient,  one  con- 
sideration is  the  number  of 
"quality-adjusted  life  years" 
it  might  produce.  For  in- 
stance, a  toxic  drug  against 
cancer  may  prolong  life  but 
have  a  low  "qaly"  score  be- 
cause of  side  effects.  Richard 
D.  Gelber,  a  professor  at 
Harvard  School  of  Public- 
Health,  has  come  up  with 
a  way  of  calculating  qaly 
that  makes  more  direct  use 
of  clinical-trial  data.  It's 


called  Q-TwisT,  or  "quality- 
adjusted  time  without  symp- 
toms of  disease  or  toxicities 
of  treatment." 

Measures  of  Q-TwiST  have 
been  presented  to  the  Food 
&  Drug  Administration  as 
part  of  successful  applications 
for  the  use  of  interferon 
against  melanoma  and  lym- 
phoma. Gelber  and  Aron 
Goldhirsch  of  the  European 
Institute  of  Oncology  in  Milan 
now  are  calculating  the  cost- 
effectiveness  of  various  treat- 
ments— in  dollars  per  unit  of 
Q-TwiST.  The  fda,  which  is 
barred  from  considering  costs 
in  drug  approval,  isn't  inter- 
ested. But  Gelber  says  he  has 
had  interest  from  Australia's 
government.         Peter  Coy 
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Science  &  Technology 


RESEARCH 


A  WAY  TO  LOCK  OUT  AIDS' 


Labs  are  working  on 
treatments  to  foil  HIV's 
use  of  cellular  receptors 

For  Matthew  Sharp,  the  news  last 
year  of  breakthroughs  in  aids 
dings  was  bittersweet.  With  great 
fanfare,  researchers  had  announced 
in  late  1996  and  early  1997  that  new 
protease  inhibitors,  combined  with 
older  drugs,  reduced  the  blood 
levels  of  the  deadly  virus  to 
below  the  limits  of  detec- 
tion.   Some  scientists 
even  dared  hope  that 
the  dings,  which  target 
one  particular  viral  en- 
zyme, would  offer  a 
cure.  But  Sharp's  own 
experience  told  him 
that  the  new  drugs 
wouldn't    work  for 
everyone.  The  first  one 
he  tried  failed.  Another 
knocked  his  virus  level 
down  but  after  a  year,  "it 
started    coming  back," 
Sharp  recalls.  Now,  a  third 
protease  inhibitor  appears  to 
be    holding   the    virus  in 
check — but  it's  still  detectable 
in  his  blood.  The  41-year-old 
outreach  coordinator  for  San 
Francisco  General  Hospital's  AIDS 
program  and  act  it  activist  lives 
in  constant  fear  that  HIV  will  flare 
up  again.  "We  need  new  targets  and 
new  drugs,"  he  says. 

Sharp  isn't  unique.  The  new  drugs 
aren't  holding  the  virus  in  check  in  more 
than  half  of  aids  patients  treated  at 
some  hospitals.  And  a  spate  of  new 
studies  show  that  even  when  the  dings 
do  work,  the  virus  still  lurks  within 
many  cells,  ready  to  burst  into  action  at 
any  moment.  "For  a  large  segment  of 
the  population,  protease  inhibitors  are 
not  going  to  be  the  solution,"  warns 
Steven  G.  Decks,  a  professor  at  the 
aids  program  at  San  Francisco  General. 

That's  why  scientists  and  companies 
are  searching  for  new  therapies.  And 
hopes  are  high  that  the  next  break- 
through will  come  from  rapidly  moving 
research  into  so-called  chemokine  re- 


ceptors, cellular  "doorknobs"  used  by 
hiv  to  help  gain  entiy  into  the  T-cells  of 
the  immune  system.  "It's  the  most  ex- 
citing new  area  of  anti-Hlv  research  to 
come  along  in  years,"  says  biotech  ana- 
lyst Michael  G.  King  of  Vector  Securi- 
ties International.  Robert  C.  Gallo,  di- 
rector of  the  Institute  of  Human 
Virology  at  the  University  of  Maryland 
at  Baltimore  and  co-dis- 


The  gpl20  protein  on  the 
human  immunodeficiency 
virus  (HIV)  binds  to  the 
CD4  receptor  on  a  healthy 
immune  cell. 


CHEMOKINE 
RECEPTOR 


The  CD4  and  gpl20 
form  a  new  entity 
with  an  altered  shape 
that  can  bind  to  the 
cell's  chemokine 
receptor. 


LeukoSite  in  Cambridge,  Mass.,  to] 
ants  such  as  Merck  and  Glaxo 
come,  are  racing  to  turn  the  new  sci 
into  potential  treatments  (see  diagn 
They  are  searching  for  dings  cap; 
of  covering  up  and  blocking  the  rece 
from  the  matching  hiv  protein 
searchers  are  also  concocting  way; 
stop  production  of  the  receptors  th| 
selves.  And  they 
engineering  frier 
viruses  to  attach 
the  receptors  and 
already  infected  c< 
"The  pace  of  reses 
is  tremendous," 
Richard  Horuk,  sei 
scientist  at  Ber 
Biosciences  in  R 
mond,  Calif.  "Thi 
are  happening  so 
that  we  have  to  km 
checking  the  Inter 
to  see  if  anyone 
scooped  us." 
"ZIP  CODES."  The  aids  discoveries  h 
energized  what  was  a  few  years 
"a  quiet,  if  promising,  area  of  researi 
says  Patrick  Gray,  scientific  directoi 
icos  Corp.  in  Bothell,  Wash.,  who 
been  working  on  chemokines  since 
early  1990s.  Scientists  knew  t 
chemokines  are  small  proteins  t 
helped  control  the  enormou 
complex  immune  system.  1 
flowing  traffic  of  cells  is 
rected  by  the  dozens  of 
ferent  chemokines  accc 
ing  to  the  patte 
of  the  chemok 
receptors 
MEMBRANES  the  cell 


HIV'S  DEADLY 
ATTACK  AND  HOW 
TO  BEAT  IT  BACK 

Scientists  have  learned 
how  the  virus  uses  mole- 
cules called  chemokine 
receptors  to  gain  entry  into 
cells.  Their  research  is 
leading  to  promising  new 
strategies  to  fight  AIDS. 


FUSED 


This  second  binding 

allows  the  membranes  ^ 

of  the  cell  and  the  HIV  y 
coverer  .    ,      .  .  I 

,  ,  to  fuse  together.  As  (J 

fusion  is  completed,  /? 
virus,  is  even  the  HIV's  RNA  enters  P 

more  enthusi-        the  immune  ce||. 
astic:  "My  hope  is 
that  this  will  be  the 
final  blow  to  hi  v." 

Dozens  of  academic  labs 
and    companies,    from  small 
biotech  Anns  such  as  Progenies  Phar- 
maceuticals in  Tarry  town,  N.Y.,  and 


A  The  HIV's  RNA  is  copied 
T"  into  DNA.  Viral  proteins 
(gpl20)  are  displayed 
on  the  infected  cell's 
surface. 
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DATA  PHARMII 


BLOCKING 
MOLECULE 


CHEMOKINE 
RECEPTOR 


n  a  drug  to  attach  to  the  chemoklne 
tor.  The  drug  blocks  the  gpl20/CD4 
lex  from  binding.  As  a  result, 
IV  can't  enter. 

.  The  receptors  "serve  like  Zip 
i  for  where  the  cells  are  designed 
),"  explains  Dan  Littman  of  the 
York  University  Medical  Center, 
icause  these  proteins  and  their  re- 
irs  play  key  roles  in  the  immune 
m,  "it's  becoming  clear  that  they 
errific  targets  for  a  lot  of  pharma- 
cal  interventions,"  says  Littman. 
idy,  companies  such  as  Berlex  and 
oSite  are  developing  chemokine  re- 
ir-binding  dings  to  treat  multiple 
ssis,  arthritis,  and  asthma, 
it  the  field  exploded  in  1995  when 
i,  then  at  the 
jnal  Cancer 
tute,  made  a 
nark  discovery, 
researchers  had 
m  that  immune 
;m  cells  make  a 
erious  substance 
ble  of  inhibiting 
irus.  Gallo  found 
the  substance 

actually  a 
tail"  of  three 
okines.  This 

he  found 
urth 
litory 
lokine. 
le  original 
kthrough 

ipted  dozens  of  aids  labs  to  plunge 
diemokine  research.  Within  months, 
tists  at  the  National  Institutes  of 
th  and  the  Aaron  Diamond  aids 
arch  Center  in  New  York  City  and 
>mpanies  such  as  Progenies  and 
coSite  identified  which  key 
lokine  receptors  were  involved.  And 
put  together  a  detailed  picture  of 
Hiv  uses  them  to  infect  cells.  A 
i  first  grabs  onto  the  T-cell  by  at- 
ng  its  gpl20  protein  to  a  receptor 
le  cell  named  CD4  (illustration).  But 
n't  get  in  without  metaphorically 


KILLER 
VIRUS 


gp120 


Design  a  killer  virus  that  has  CD4  and 
chemokine  receptors.  The  virus  uses  the 
receptors  just  like  HIV  (except  in  reverse) 
to  get  into  the  cell  and  kill  it. 


grabbing  and  twisting  the  chemokine 
receptor  doorknob.  That  "opens"  the 
door  and  lets  in  the  deadly  virus. 
The  intriguing  implication  is  that  HIV 
might  be  stymied  by  preventing  it 
from  grabbing  the  doorknob.  In 
fact,  nature  has  already  shown 
that  the  strategy  works.  Some  1% 
of  Caucasians  harbor  a  mutation 
in  one  of  their  chemokine  receptor 
genes  that  completely  protects  them 
from  the  most  common  aids  virus  type. 
The  defect  prevents  cells  from  putting 
one  chemokine  receptor,  called  CCR5, 
on  their  surfaces,  so  there  is  nothing 
for  the  virus  to  grasp.  The  virus  can 
attach  to  the  CD4  handle,  but  without 
the  chemokine  receptor,  it  eventually 
drops  off  and  falls  apart — a  harmless 
monster  that  can  rattle  the  door  but 
not  get  in. 

Medicine's  task  is  to  duplicate  this 
natural  protection.  The  main  approach 
is  to  develop  molecules  that  attach  to 
the  chemokine  receptors,  preventing 
the  virus  from  grabbing  hold.  Scien- 
tists learned  that  just  adding  extra 
chemokines  did  the  trick  in  the  test 
tube.  When  researchers  at  Progenies 
first  did  the  test,  "it  was  the  kind  of  in- 
credible experiment  you  dream  about," 
recalls  Dr.  Paul  J.  Maddon,  ceo  of  Pro- 
genies. "The  virus  is  blocked  100%." 
But  most  scientists  believe  that  adding 
extra  chemokines  won't  work  in  peo- 
ple because  the  substances  could  cause 
many  other  effects,  including 
harmful  inflammation. 

So  the  search  is  on  for 
substances  that  deny 
hiv  access  but  don't 
have  chemokines'  ef- 
fects. In  the  past  few 
months,  a  number  of 
research  teams  have 
reported  success  using 
modified  chemokines, 
small  peptides,  and 
engineered  antibod- 
ies. And  companies 
are  closing  in  on 
the  ideal  treatment: 
drugs  that  could  be 
given  in  pill  form. 
Expect  clinical  trials  by 
1999  or  2000,  predicts  Progenies'  Mad- 
don, who  has  just  entered  into  an  agree- 
ment with  giant  Hoffman- La  Roche  Inc. 
to  develop  such  drugs. 

Meanwhile,  scientists  are  busy  ma- 
nipulating the  chemokine  receptor  sys- 
tem in  other  ways.  At  Wake  Forest 
University's  Bowman  Gray  School  of 
Medicine,  cancer  biology  professor  Si- 
Yi  Chen  has  been  able  to  genetically 
engineer  T-cells  to  stop  them  from 
putting  chemokine  receptors  on  their 
surfaces.  The  trick  is  adding  the  gene 
for  a  substance  clubbed  an  intrakine, 


which  grabs  these  receptors  inside  the 
cell  and  prevents  them  from  making  it 
onto  the  surface.  The  result:  The  virus 
has  nothing  to  latch  on  to. 

Protecting  T-eells  with  chemokine  re- 
ceptor drugs  or  gene  therapy  could  pre- 
vent hiv  from  taking  hold.  However,  it 
won't  get  rid  of  viruses  that  are  already 
inside  cells — the  requirement  for  a  cure. 
So  some  researchers  are  devising  ambi- 
tious schemes  to  kill  infected  cells.  Their 
approach:  design  a  friendly  virus  coated 


STRATEGY  2: 

REMOVING  THE 


Add  a  gene  that  makes  a  substance 
(called  an  intrakine)  that  binds  to 
the  chemokine  receptor  inside  the 
cell.  Thus  bound,  the  receptor  can't 
reach  the  surface  of  the  cell. 


with  both  CD4  and  chemokine  receptors. 
The  virus  can  use  the  same  entry  sys- 
tem as  hiv  to  get  into  the  infected  cell 
and  then  kill  it.  Researchers  such  as 
Michael  J.  Endres  of  the  University  of 
Pennsylvania  have  already  reported 
progress  in  making  such  a  killer  vims. 
END  RUN.  Of  course,  there's  no  guarantee 
these  strategies  will  work.  With 
chemokine  receptor-blocking  drugs,  the 
approach  that  is  the  furthest  along,  "the 
main  concern  is  that  if  you  block  one  re- 
ceptor, you  may  chive  the  virus  to  using 
another  one,"  warns  AIDS  researcher 
John  P.  Moore  at  Aaron  Diamond.  Be- 
fore treating  patients  with  such  a  drug, 
"you  have  to  make  damn  sure  you've 
got  inhibitors  for  the  other  receptors," 
he  says.  While  there's  no  reason  such 
additional  inhibitors  can't  be  made,  no 
one  knows  the  side  effects  of  blocking 
chemokine  receptors,  which  may  be 
very  biologically  important. 

Still,  the  chemokine  strategy  offers 
a  major  advantage  over  drugs  such  as 
protease  inhibitors  that  attack  the  virus 
directly.  "The  virus  can  mutate  to  step 
around  drugs,"  explains  Robert  W. 
Doms  of  the  University  of  Pennsylvania. 
"But  when  you  go  after  a  normal  cellu- 
lar protein  that  the  virus  needs,  it  may 
not  be  able  to  mutate  as  much."  That 
has  scientists  hoping  that  treatments 
based  on  chemokines  will  keep  hiv  un- 
der control  for  decades.  Patients  such  as 
Shaip  can  only  pray  that  they  are  right. 

By  John  Carey  in  Baltimore 
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Marketing 


DEMOGRAPHICS 


ARE  TECH  BUYERS 
DIFFERENT? 

Marketers  say  new  consumer  categories  are  needed 


To  the  bright  young  founders  of 
WebTV,  it  looked  like  a  home  run: 
hook  televisions  up  to  the  Net  and 
tap  into  the  vast  market  of  couch 
potatoes  curious  about  this  new  thing 
called  the  World  Wide  Web.  But  after 
burning  through  an  estimated  $50  million 
to  advertise  the  new  service  during  the 
1996  holiday  season,  WebTV  and  part- 
ners Sony  and  Philips  Electronics  count- 
ed a  disappointing  50,000  subscribers. 

The  problem,  WebTV  now  acknowl- 
edges, was  the  wrong  marketing  mes- 
sage. Couch  potatoes  want  to  be  better 
entertained,  while  computer  users  are 
content  to  explore  using  small  PC 


screens.  A  revamped  campaign  now  em- 
phasizes entertainment  over  education. 

WebTV's  marketing  myopia  isn't 
unique.  As  the  $280  million  consumer 
market  for  technology  soars,  companies 
that  sell  stuff  ranging  from  cellular 
phones  and  computers  to  software  and 
Internet  services  have  some  surprising- 
blind  spots  about  who  their  customers 
are  and  what  motivates  them. 

Enter  market  researchers,  sniffing 
opportunity.  Unlike  soup  or  soda,  tech- 
nology products  are  often  complex  and 
evolve  rapidly.  And  the  failure  of  a  few 
well  publicized  products,  such  as  WebTV 
or  Kodak's  PhotoCD,  to  hit  it  big  with  a 


mass  market  has  convinced  a  growj 
number  of  companies  that  wheni 
comes  to  high  tech,  conventional  rr! 
keting  research  doesn't  go  far  enouj 
"The  traditional  approach  pretty  mil 
always  falls  back  on  the  ancient  tax! 
omy  of  early  adopters  and  followe:,'' 
says  Peter  M.  Winter,  president  of  (ix 
Communications  Inc.'s  Interactive  Mea 
unit.  "That's  not  precise  enough." 
motivation.  The  result  has  beera 
scramble  among  researchers  to  find  it 
what  makes  technology  customers  tic— 
and  whether  consumers  behave  difr- 
ently  when  they  buy  technology  tlfln 
when  they  purchase  other  consults 
products.  Of  course,  consumer-goods  n& 
ers  figured  out  long  ago  the  value  of  p 
derstanding  consumer  habits,  eventir 
seemingly  mundane  stuff  such  as  to<i 
paste.  But  to  gain  similar  insights  ico 
technology  consumers,  some  markets 
argue,  research  must  go  beyond  de7> 
graphics  and  buying  patterns — it  nr| 
capture  how  people  really  use  technolj 
day  to  day,  and  how  they  feel  about  1 
Some  market-research  firms,  sucll 
San  Francisco-based  Odyssey  Rese?J 
and  pollster  Yankelovich  Partners'  f 
ber  Citizen,  are  focusing  on  the  lfl 


TCI,  Sprint,  Visa,  Ford,  and  Bank  of  America  have  signeo 
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umers  use  the  Internet.  Others, 

as  sri  Consulting  Inc.,  are  using 
itional  market-research  methods 
combine  demographics  information 

an  analysis  of  consumer  emotions 
■edict  how  tech  buyers  will  behave, 
it  the  most  ambitious  effort  so  far  is 
leme  from  technology  consultant 
ester  Research  Inc.,  which  contract- 
ith  polling  and  research  firm  npd 
p  to  survey  131,000  consumers  an- 
y  about  their  motivations,  buying 
,s,  and  financial  ability  to  purchase 
lology  products.  Dubbed  Techno- 
lics,  the  first  survey  results  won't  be 
ileted  until  later  this  month.  But  al- 
f,  some  big-name  clients,  including 
Communications,  Sprint,  Visa,  Ford, 

Bank  of  America, 

signed  up  for  a  look. 
Iinology  is  not  just 
ging  the  way  con- 
irs  spend  time,"  says 
'uchsberg,  director  of 
media  for  ad  agency 
-public  Group,  a 
nographics  client. 

also  changing  the 
nearly  every  compa- 

making,  selling,  and 
;ring  products.  We've 
o  understand  that." 

course,  plenty  of 
nology  companies 

prospered  without 
tools.  But  Jim  Taylor, 
ran  Yankelovich  be- 

he  became  senior 
president  for  market- 
at  computer  maker 
way  2000  Inc.  in 
,  thinks  technology- 
fic  research  will  be 
asmgly  critical  as  PC 
;rs  and  others  leam 
gment  their  markets 
3ep  up  growth.  The 
•ence,  he  says,  is  that 
tional  consumer  re- 
:h  will  tell  you  who 
ht  a  computer.  But  it  won't  tell  you 
four  different  people  in  a  household 
I — or  how  then-  needs  differ.  Mar- 
lg  to  the  wrong  member  of  the 
ehold  can  sink  a  product,  he  says, 
his  business,  you  don't  have  to  screw 
luch  to  screw  up  a  lot,"  he  says. 
»  help  companies  zero  in  on  their 
Bt  customers,  Forrester's  scheme 
rates  people  into  10  categories. 
|  such  as  career-minded  "Fast  Foi- 
ls" who  own  an  average  of  20  tech- 


nology products  per  household,  and  their 
less  affluent  colleagues,  known  as  "Tech- 
no-Strivers,"  are  at  ease  with  technology 
and  use  it  at  home,  in  the  office,  and  at 
play.  Others  range  from  "New  Age  Nur- 
turers"  who  spend  big  bucks  on  tech- 
nology, though  primarily  for  family  use, 
to  "Hand-Shakers."  These  older,  wealthy 
consumers — often  managers — let  young- 
er assistants  handle  computers  and  oth- 
er technology  in  the  office  (table). 
CLEAR  TARGETS.  Some  Forrester  clients 
have  already  started  identifying  prod- 
ucts and  services  they're  likely  to  re- 
work. At  Cox  Interactive,  for  example. 
Winter  plans  to  use  Technographics  to 
identify  more  clearly  the  target  viewers 
for  his  Web  sites.  Once  he  has  a  stronger 


HOW  TECH  CUSTOMERS  STACK  UP 


MORE  AFFLUENT 


CAREER 


FAMILY 


LESS  AFFLUENT 

ENTERTAINMENT 


FAST  FORWARDS 

These  consumers 
are  the  biggest 
spenders,  and  they're 
early  adopters  of 
new  technology  for 
home,  office,  and 


NEW  AGE  NURTURERS 

Also  big  spenders, 
but  focused 
on  technology 
for  home  uses, 
such  as  a 
family  PC. 


than  their  sluggish  machine  can  play. 

Thanks  to  their  family  status  and  in- 
come— two  traditional  signposts — a  con- 
ventional consumer-research  profile  would 
highlight  them  as  promising  technology 
buyers.  But  Forrester  claims  those  fac- 
tors are  misleading  and  that  any  tech 
company  pitching  sophisticated  products 
to  the  Williams  would  likely  be  wasting 
its  money.  Technographics  pegs  the  Wil- 
liams as  Traditionalists — family-oriented 
buyers  who  are  relatively  well  off  but 
remain  unconvinced  that  upgrades  or 
other  new  techno-gadgets  are  worth  buy- 
ing. Why?  A  key  factor  in  the  Williams 
profile  is  the  age  of  their  PC.  Three  years 
old  is  ancient  by  tech  standards. 

So  an  online  grocery  service  starting 
up  in  Tulsa  might  use 
Forrester's  infoiTnation  to 
bypass  the  Williams,  de- 
spite their  superficial 
demographic  fit.  Unlike 
other  family-oriented  con- 
sumer groups  such  as 
New  Age  Nurturers  or 
Digital  Hopefuls,  Tradi- 
tionalists "wait  a  long 
time  before  upgrading. 
That's  not  a  very  fertile 


MOUSE  POTATOES 

They  like  the 
on-line  world  for 
entertainment 
and  are  willing  to 
spend  for  the 
latest  in  techno- 


part  of  the  online  mar- 
personal  use.                                       tainment.  t  .  „        ^  . 
r  ket,  says  Forrester  ana- 


TECHNO-STRIVERS 

Use  technology 
from  cell  phones 
and  pagers  to  on- 
line services 
primarily  to  gain 
a  career  edge. 


DIGITAL  HOPEFULS 

Families  with  a  lim- 
ited budget  but  still 
interested  in  new 
technology.  Good 
candidates  for  the 
under-$  1,000  PC. 


GADGET-GRABBERS 

They  also  favor 
online  entertain- 
ment but  have 
less  cash  to 
spend  on  it. 


HAND-SHAKERS  Older 
consumers — typical- 
ly managers — who 
don't  touch  their 
computers  at  work. 
They  leave  that  to 
younger  assistants. 


TRADITIONALISTS 

Willing  to  use  tech- 
nology but  slow  to 
upgrade.  Not  con- 
vinced upgrades 
and  other  add-ons 
are  worth  paying  for. 


MEDIA  JUNKIES 

Seek  entertain- 
ment and  can't 
find  much  of  it 
online.  Prefer 
TV  and  other 
older  media. 


SIDELINED  CITIZENS  Not  interested  in  technology. 


DATA:  FORRESTER  RESEARCH  INC. 

handle  on  who  they  are,  he'll  reshape 
content  to  better  draw  them  in. 

To  get  a  glimpse  of  how  it  will 
work,  consider  Cindy  Williams,  46,  an 
administrative  secretary  for  a  health- 
maintenance  organization  in  Tulsa, 
Okla.  She  and  her  husband  Gary,  a  44- 
year-old  maintenance  supervisor,  have 
one  PC  they  bought  three  years  ago 
and  no  Internet  connection.  They  are 
mulling  an  upgrade  since  their  sons, 
ages  11  and  12,  want  speedier  games 


lyst  Josh  Bernoff. 

But  Technographics 
should  also  help  a  compa- 
ny find  new  buyers.  Carol 
Linder,  46,  is  a  customer- 
service  manager  for 
Ameriteeh  Corp.  in  Mil- 
waukee. She  and  her  hus- 
band Robyn,  a  53-year-old 
CPA,  already  have  three 
school-age  children,  two 
pagers,  and  three  PCs.  By 
the  end  of  the  month, 
they  plan  to  buy  two 
more  computers.  Robyn 
spends  time  online  for 
work.  Although  similar  to 
the  Williams  family  in  in- 
come and  family  status,  they  are  light- 
years  away  in  how  they  use  technology. 
The  Linders  are  classic  Fast  Forwards, 
using  computers  and  other  gadgets  for 
job,  family,  and  individual  pursuits.  So 
a  company  selling  isdn  phone  lines  that 
speed  computer  connections  might  use 
the  Technographics  profiles  to  target  the 
Linders  while  avoiding  the  Williams. 

Such  distinctions  should  also  come  in 
handy  as  tech  companies  struggle  with 
marketing  to  a  broader  audience  as  they 


look  at  Forrester/NPD's  "Technographics"  survey 
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shift  away  from  early  adopters.  That's 
the  challenge  facing  Tele-Communica- 
tions Inc.  The  cable-TV  giant  wants  to 
use  Technographics  to  help  develop  and 
sell  new  products  as  its  cable-modem 
business  goes  mass  market.  "How  we 
market  the  product  initially,  and  how 
we  target  and  talk  to  our  customers 
changes  over  time,"  says  John  Najarian, 
director  of  consumer  research  for  TCI. 

TCI  knows  that  speed  and  perfor- 
mance have  been  important  to  early 
users  of  cable-modems.  But  that's  not 
necessarily  what  will  appeal  to  new 
types  of  buyers.  So  Najarian  says  it 
might  use  Technographics  to  help  create 
kid-friendly  Internet  marketing  targeted 
to  family-oriented  New  Age  Nurturers, 
for  example.  Or  it  might  develop  ways 
to  download  TV  clips  that  appeal  to  en- 
tertainment-hungry Mouse  Potatoes. 
NEW  BOTTLES?  Similar  plans  are  under- 
way at  Delta  Air  Lines.  The  Atlanta- 
based  carrier  hopes  that  by  analyzing  its 
own  customer  database  using  Techno- 
graphics' categories,  it  can  better  target 
online  ticket  sales.  Delta  plans  to  create 
marketing  campaigns  aimed  at  time- 
strapped  Fast  Forwards  and  New  Age 
Nurturers,  for  example.  Just  as  impor- 
tant, it  figures  to  save  a  bundle  by  using 
Technographics  to  eliminate  customers 
who  appear  to  be  technology  pessimists 
from  its  solicitations.  High  income  or 
not,  they're  unlikely  to  use  such  a  ser- 
vice. "Traditional  marketing  research 
gives  you  a  picture  of  the  universe  but 
doesn't  focus  on  the  people  more  likely 
to  book  online,"  says  Paul  Lai,  manager 
of  marketing  research  for  Delta. 

Despite  the  interest  Forrester  has 
sparked,  more  traditional  researchers 
argue  that  it's  doing  little  more  than 
putting  old  medicine  into  new  bottles. 
"Consumers  are  consumers,"  says  Bill 
Guns,  director  of  SRI  Consulting's  busi- 
ness-intelligence center.  "Nothing  in  the 
data  we've  seen  over  20  years  suggest 
that  somehow  people  are  different  be- 
ings when  they  are  buying  technolo- 
gy." sri's  research,  called  Values  & 
Lifestyles  Survey,  leans  more  on  emo- 
tions, delving  into  whether  or  not  cus- 
tomers like  technology  or  are  intimi- 
dated by  it. 

But  retail  consultant  Wendy  Lieb- 
mann,  president  of  wsl  Strategic  Re- 
tail, says  the  slow  start  of  Net  shop- 
ping and  the  frustrated  expectations  of 
many  consumers  new  to  online  services 
clearly  show  the  need  for  more  targeted 
technology  marketing.  Companies  are 
providing  services  that  consumers  ig- 
nore. Meanwhile,  consumers  sign  up  for 
other  services  and  are  disappointed. 
With  a  mountain  of  data  on  tap,  For- 
rester is  hoping  it  can  carve  out  a  new 
category  for  itself:  techno-matchmaker. 

By  Paul  C.  Judge  in  Boston 


SO  FAR,  NEUKOM 
HAS  A  STRONG 
COURT  RECORD 


LITIGATORS 


IS  BILL  NEUKOM 
TOO  TOUGH  FOR  THE  JOB?  I 

The  Microsoft  lawyer's  no-holds-barred  style  could  backfire 


On  Microsoft  Corp.'s  suburban  Seat- 
tle campus,  where  most  folks  dress 
in  slacks  and  sweaters,  William  H. 
Neukom  stands  out  like  an  egret  in  a 
flock  of  seagulls.  The  company's  senior 
vice-president  for  law  and  corporate  af- 
fairs often  wears  a  suit  and  always 
sports  a  bow  tie.  Tall  and 
slim,  with  a  wavy  pom- 
padour, the  55-year-old  grad- 
uate of  Stanford  University 
Law  School  looks  every  bit 
the  refined  Brahmin.  But 
when  it  comes  to  the  at- 
tribute for  which  Microsoft 
is  best  known — take-'em-by- 
the-throat  aggressiveness — 
Neukom  fits  right  in. 

Neukom  is  the  field  com- 
mander for  Microsoft's  no- 
holds-barred  battle  with  As- 
sistant Attorney  General  for 
Antitrust  Joel  Klein,  a  high- 
stakes  tussle  that  could  re- 
shape the  computer  indus- 
try. The  two  sides  clashed  . 
on*  Jan.   13,   when   Klein  it  tO  Oiler  Wm95 

hauled  Microsoft  into  u.s.  without  Internet 

District  Judge  Ihomas  Pen- 

field  Jackson's  Washington  Di'OWSer  Software 


JUDGE  JACKSON 

Microsoft  insists 
it  has  complied 
with  his  earlier 
order  requiring 


(D.  C.)  courtroom  on  contempt  charg.. 
With  Neukom  watching  quietly  fna 
the  defense  counsel  table  (like  most  g- 
eral  counsel,  he  lets  his  outside  lawys 
argue),  Justice  Dept.  attorneys  lit  iio 
the  software  maker.  They  argued  tit 
the  company  made  a  "mockery"  of  Ja  - 
son's order  requiring  it  o 
offer  PC  makers  a  version^ 
the  Windows  95  operatg 
system   without  Interrt 
browser  software.  Microst 
is  taking  an  "extreme  ana- 
logical course,"  charged  Jfc- 
tice's  Phillip  R.  Malone.  ' 

The  company  insists  t(.fe 
it  complied  with  the  judo's 
order  as  best  as  it  cotO 
given  the  technological  ci- 
straints.  But  a  growing  cP- 
us  of  critics  thinks  Microti 
is  playing  a  pointless  ga>e 
of  hardball.  Ever  since  Id 
agency  filed  a  petition  !n 
Nov.  11  charging  Microstt 
with  violating  the  termsrf 
a  1995  consent  decife, 
Neukom  and  his  attorn'S 
have  been  blasting  the  gf- 
ernment's  attorneys  ;|d 
 1 


WILLIAM  H.  NEUKOM 

E:  55 

JCATION:  Dartmouth  (AB,  1964) 
tanford  Law  School  (LLB,  1967) 

REER:  As  partner  in  Bill  Gates's 
ler's  Seattle  law  firm,  Neukom 
otiated  Microsoft's  lease  when 
then  12-person  company 
/ed  from  New  Mexico  to  Wash- 
on  state  in  1979 
an  for  Washington  State 
jrney  General  in  1980 
lined  Microsoft  as  company's 
:  lawyer  in  1985 
ow  oversees  300  people, 
uding  90  lawyers 

.UE  OF  MICROSOFT  STOCK 
HONS:  About  $60  million 

BBSES:  Fly-fishing  and  running. 
:e  ran  2:50  marathon 

DATA:  BUSINESS  WEEK 

ng  Judge  Jackson's  decisions.  On 
12,  for  example,  the  company 
it  to  remove  Harvard  University 
professor  Lawrence  Lessig,  who 
ippointed  by  Judge  Jackson  to  sort 
igh  the  lawsuit's  vexing  technolog- 
ssues.  Noting  that  Microsoft  first 
ked  Lessig  in  a  widely  disseminat- 
tter,  Columbia  University  law  pro- 
r  Harvey  J.  Goldschmid  said  that 
way  they  did  it,  in  public,  was  un- 
"  Instead,  they  should  have  initial- 
pressed  their  opposition  "in  a  nor- 
vay — with  a  motion  in  court." 
>ukom's  aggressiveness  isn't  irri- 
l  just  the  feds.  Company  attorneys 
have  angered  the  Texas  attorney 
ral's  office,  which  is  conducting  its 
antitrust  investigation.  During  a 
ne  debate  over  document  disclo- 
Microsoft  lawyers  adopted  a  "su- 
r  tone,"  says  Special  Assistant  At- 
iy  General  Samuel  Goodhope. 
;n  they  act  like  we  don't  know  any- 
:,  that  sparks  a  fire  in  our  gut." 
;ukom,  who  declined  to  be  inter- 
?d,  has  whipped  up  his  legal  troops 
ht  so  furiously  that  some  observers 
ct  the  general  counsel  ultimately 
hurt  his  company.  Microsoft's  be- 
r  has  been  "most  unwise,"  says  for- 
U.  S.  Assistant  Attorney  General 
im  F.  Baxter,  who  in  the  early  1980s 
ustice's  breakup  of  at&t.  "It  is  the 
of  thing  that  builds  up  barriers  to 
ble  settlement  negotiations  later," 
Baxter,  now  an  antitrust  scholar  at 
ford  University  Law  School, 
it  Neukom  has  so  far  offered  no 
>gies.  On  the  contrary,  he  has  said 
insiders  it  his  duty  to  defend  the 
:iple  that  the  government  has  no 


place  in  software  development.  "We 
were  very  clear  with  the  government 
and  with  the  court  that  the  relief  [they 
were]  insisting  upon . . .  would  lead  to 
impracticable  results,  and  it  did," 
Neukom  said  at  a  Jan.  14  news  confer- 
ence. He  echoed  Microsoft  ceo  William 
H.  Gates  III.  In  a  recent  E-mail  to 
business  week,  Gates  wrote:  "We  can't 
continue  to  do  Windows  if  we  have  to 
create  funny  versions  with . . .  thousands 
of  features  deleted." 

In  fact,  Neukom  is  in  sync  with  Gates 
on  a  wide  array  of  issues.  Key  decisions 
"are  made  between  Gates  and  [Executive 
Vice-President  Steven  A.]  Ballmer  and 
Neukom,"  says  James  Sowers,  a  former 
Justice  attorney  who  watched  the  three 
in  action  before  the  consent  decree.  Adds 
Robert  Litan,  an  analyst  at  the  Brook- 
ings Institution  who  helped  negotiate  the 
consent  decree  while  at  Justice: 
"Throughout  the  investigation,  it  was 
clear  to  us  that  Bill  Gates  was  calling  the 
ultimate  shots,  and  Bill  Neukom  made  no 
bones  about  that." 

It's  no  wonder  Gates  and  Neukom  are 
so  tightly  aligned.  Neukom  has  handled 
Microsoft's  legal  affairs  since  1979,  when 
he  was  an  up-and-coming  at- 
torney at  Gates's  father's 
Seattle  law  firm,  now  known 
as  Preston  Gates  &  Ellis.  One 
day,  the  senior  Gates  ap- 
proached Neukom  and  asked 
if  he'd  be  willing  to  handle  a 
lease  for  his  son's  12-person 
software  firm,  which  was 
then  in  the  process  of  moving 
from  Albuquerque  to  a  Seat- 
tle suburb. 

In  1980,  the  California  na-  r 
five  made  a  bid  for  attorney  The  antitrust 
general  of  Washington  state,  cMef  g  t„)ops 
but  as  a  liberal  Democrat,  he 
was  defeated  in  the  Reagan  Claim  MlCTOSOlt 
blitz.  By  1985  Neukom  was  hag  made  a 
on  board  as  Microsoft  s  gen- 
eral counsel.  The  work  has    mOCKeiy  01 
been  nonstop  ever  since:  Judge  JackSOIl's 


JOEL  KLEIN 


There  was  the  initial  public- 
offering  in  1986.  Then  Apple  Tilling 
Computer  Inc.  sued  Mi- 
crosoft in  1988,  alleging  that  it  illegally 
copied  the  Macintosh  graphical  user  in- 
terface, a  term  for  such  elements  as 
screen  icons.  A  year  later,  the  Federal 
Trade  Commission  began  investigating 
Microsoft  for  antitrust  violations — a 
move  that  ultimately  led  to  the  consent 
decree.  Neukom  resolved  both  of  those 
big  cases  without  harm  to  Microsoft.  He 
and  Gates  opted  not  to  contest  the  gov- 
ernment ban  of  its  1995  buyout  of  Intu- 
it Inc.,  citing  the  long  time  it  would  take 
to  resolve  the  issue.  The  Intuit  fizzle 
doesn't  stain  his  litigation  record,  though 
he  did  lose  one  high-profile  case — a  $120 
million   patent-infringement  suit  by 


Stac  Inc.  Usually,  his  touch  is  golden. 

And  he  has  been  amply  rewarded  for 
it.  A  pre-iPO  employee,  Neukom  holds 
Microsoft  stock  options  worth  an  esti- 
mated $60.7  million.  He  rules  a  staff  of 
300  that  includes  90  lawyers.  At  the 
Consumer  Electronics  Show  on  Jan.  10, 
a  Microsoft  video  got  a  big  laugh  with 
the  line:  "There's  more  new  technology 
on  the  way  than  there  are  lawyers  on 
the  Microsoft  campus."  But  Neukom 
hasn't  let  success  swell  his  head.  He 
still  lives  in  an  older  Seattle  neighbor- 
hood— and  has  so  far  fought  off  the  urge 
to  build  a  modern  Xanadu  on  Lake 
Washington,  unlike  Gates  and  some  of 
the  other  Microsoft  zillionaires.  When 
Neukom  has  spare  time,  he  jogs  or  fly- 
fishes,  both  sports  that  require  consid- 
erable patience  and  stamina — handy  at- 
tributes for  a  Microsoft  attorney. 
GOOD  GENERAL?  In  light  of  increasing 
criticism  as  Microsoft's  legal  battles  drag 
on,  some  critics  say  Neukom  should  tone 
down  the  aggressiveness — even  if  that 
means  standing  up  to  Gates.  "A  good 
general  counsel  serves ...  as  a  real  in- 
dependent enforcer  of  business  ethics 
and  the  law  itself,"  says  Robert  H. 

Kohn,  former  general  coun- 
sel of  Borland  International 
Inc.,  a  longtime  Microsoft 
rival. 

But  not  eveiyone  is  con- 
vinced Microsoft's  legal  strat- 
egy is  flawed.  David  R. 
Bradford,  general  counsel  for 
Microsoft  rival  Novell  Inc., 
says  that  while  Neukom 
may  have  been  "too  cava- 
lier" in  responding  to  Jus- 
tice, it's  important  to  project 
confidence.  "When  you  liti- 
gate, if  you  show  you're  will- 
ing to  negotiate,  some  judges 
might  think  there's  softness 
in  your  case,"  he  says. 

In  recent  weeks,  Microsoft 
has  made  a  concerted  effort 
to  portray  itself  as  a  gentler 
organization.  Its  executives 
seem  to  recognize  that  what 
started  off  as  a  narrow  con- 
sent-decree case  has  escalated  into 
something  that  could  result  in  Mi- 
crosoft's being  prohibited  from  inte- 
grating its  browser  with  future  versions 
of  Windows.  "Sometimes  we  appear 
harsh,"  admits  Microsoft's  Ballmer.  But 
while  he  says  the  company  might  tone 
down  its  rhetoric,  there  will  be  no  back- 
ing off  when  it  comes  to  making  its  case 
aggressively  in  court.  The  general  coun- 
sel's name  isn't  pronounced  Bill  "Nuke 
'em"  for  nothing. 

By  Steve  Hamm  in  San  Mateo,  with 
Susan  B.  Garland  in  Washington  and 
Mike  France  and  Amy  Cortese  in 
New  York 
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Sports  Business 
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FOOTBALL 


HOW  TO  LOSE  FANS 
AND  GET  RICHER 

The  NFL  masters  the  playing  field  that  matters 


Yep,  it's  time  for  Super  Bowl  XXXII, 
and  emotions  are  running  as  high  as 
those  Roman  numerals.  Will  it  be 
John  Elway  and  his  long-shot  Denver 
Broncos  or  the  sentimental  favorite  and 
defending  champ  Green  Bay  Packers? 
As  another  season  of  bone-crunching, 
end-zone-prancing  action  ends,  it's  about 
pride.  It's  about  honor.  It's  about  com- 
mercials that  cost  $43,000  a  second. 

Yet  for  owners  of  the  30  National 
Football  League  franchises,  the  Super 
Bowl  is  something  more:  It  is  public  af- 
firmation that  their  sport  remains  the 
hottest  and  healthiest  of  the  major 
leagues.  Never  was  that  more  appar- 
ent than  on  Jan.  14  when  the  nfl  an- 
nounced the  last  in  a  series  of  television 
deals  so  rich  they'd  almost  make  Sein- 
feld blush  (page  40).  Total  value  over 
eight  years:  $17.6  billion — not  counting 
escalator  clauses  in  the  contracts.  That's 
quite  a  leap  from  the  four-year,  $4.4  bil- 
lion deal  now  expiring. 
rich  cowboys.  Has  there  ever  been  a 
better  time  to  own  a  piece  of  the  nfl? 
Not  if  unprecedented  wealth  is  your 
tiling.  According  to  Fi- 
nancial World's  annual 
survey  (before  the 
deal),  valuations  of 
nfl  franchises  average 
$205  million,  compared 
with  $14<s  million  for 
the  National  Basket- 
ball Assn.,  $134  million 
for  Major  League 
Baseball,  and  a  mere 
$90  million  for  the  Na- 
tional Hockey  League. 
Of  the  10  priciest 
teams,  7  are  in  the 
nfl.  The  top-ranked 
franchise?  America's 
gold  standard,  the  Dallas  Cowboys,  val- 
ued at  a  cool  $320  million. 

Football's  economic  vitality  can  be 
explained  in  a  word:  television.  The 
nfl's  new  national  TV  contract  figures  to 
put  as  much  as  $74  million  into  the 
pocket  of  each  owner  each  year — be- 
fore the  first  50-yard-line  ticket  or  sta- 
dium hot  dog  is  sold.  (Compare  that 
with  Major  League  Baseball's  network 


THE  SOARING  COST  OF 
A  SUPER  BOWL  COMMERCIAL 


▲  MILLIONS  OF  DOLLARS 


TV  deals,  which 
pay  each  club  not 
quite  $11  million.) 

In  next  season's 
lineup,  Fox  will 
keep  the  National 
Football  Confer- 
ence, cbs  will  re- 
place nbc  as  the 
network  of  the 
less  telegenic  American  Football  Con- 
ference— at  twice  this  season's  price. 
ABC  will  keep  Monday  Night  Football, 
and  cable  cousin  espn  gets  the  Sunday 
night  package.  Of  the  major  nets,  that 
leaves  only  nbc  without  a  pigskin. 

Say  this  for  the  nfl's  savvy  tv  ne- 
gotiators: They  know  how  to  run  an 
auction.  There's  just  never  enough 
games  to  quite  sate  the  ravenous  nets 
and  cable  operators.  "They  understand 
the  business  of  supply  and  demand," 
says  Sean  McManus,  president  of  cbs 
Sports.  "And  this  time,  there  is  supply 
of  three  and  demand  of  four.  When  that 
happens,  batten  down  the  hatches." 
So  it's  not  unlikely  that  all  the  own- 
ers get  down  on  their 
knees  at  night  and 
thank  God  for  Fox  and 
cable.  Without  them, 
the  nfl  fees  might  not 
defy  the  laws  of  gravi- 
ty— and  economics.  Af- 
ter all,  football  audi- 
ences are  getting 
smaller:  Monday  Night 
Football  ratings  have 
slipped  each  year  for 
the  past  three.  The 
nfl's  shifting  geogra- 
phy hasn't  helped,  ei- 
ther. It  gnaws  at  the 
nets  that  there  are 
now  no  franchises  in  three  of  the  largest 
TV  markets — Los  Angeles,  Houston,  and 
Cleveland. 

But  hey,  it's  still  the  nfl.  And,  say 
network  executives,  nothing  draws  a 
bigger  crowd  on  a  snowy  Sunday  after- 
noon. That's  just  pait  of  the  importance, 
though.  Says  McManus:  "No  one  antici- 
pated that  on  the  heels  of  losing  the 
nfl  [four  years  ago],  eight  CBS  stations 
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would  go  over  to  Fox.  No  one  antj- 
pated  the  terrible  effects  on  60  M\ 
utes.  No  one  anticipated  the  demor 
effects  on  the  entire  company.  Morjl 
was  horrendous.  You  can't  describe  hi 
unpleasant  it  was  for  employees  of  c: 

For  owners,  the  tv  windfall  amou 
to  a  fat  insurance  policy  against  si 
hazards  as  front-office  bungling  aj 
pricey  players  who  fail  to  perform — i 
sort  of  tiling  that  might  threaten  pro 
in  other  leagues.  Even  the  perpetu; 
downtrodden  seem  to  prosper.  CaS' 
point:  the  lowly  Arizona  Cardinals,  vk> 
have  mustered  three  winning  seas<|£ 
in  the  past  21  yet,  according  to  F% 
cial  World,  operate  in  the  black. 

Of  course,  the  nfl  isn't  perfect.  J] 
as  big  tv  money  unites  the  owners, 
money  from  other  sources  increasi: 
divides  them.  The  latest  battlegrou: 
are  the  closely  linked  issues  of  team 
location  and  new  stadiums.  In  the 
two  years,  Baltimore  and  Nashville  h 
snared  franchises  almost  entirely  on 
promise  to  build  sports  palaces  that 
liver  such  lucrative  renenue  stream 
private-box  rentals,  upscale  club  se 
and  advertising  signage. 

In  today's  nfl,  the  worst  fate  t| 
can  befall  an  owner — far  worse  than 
injury  to  a  star  player — is  to  be  st 
playing  in  dank  digs.  That's  why  ft 
chises  such  as  the  New  England  Pa 
ots,  the  Pittsburgh  Steelers,  and 
Broncos  are  scrambling  to  line  up  pu 
support  for  new  or  rebuilt  home  fie 
Fret  not,  they'll  all  probably  get 
taxpayer  bucks  they're  chasing.  C( 
Super  Bowl  Sunday,  Jan.  25,  only 
team  will  emerge  victorious  in  I 
Diego.  But  in  the  sumptuous  work 
nfl  owners,  there  are  rarely  any  los 
By  Mark  flyman  in  Baltirr 
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Why  Buy 
The  New 
1  Gig  SparQ™? 


\   Because  a  single  SparQ 
cartridge  gives  you 
the  same  room  as 
10  Zip™  disks 
at  1/3  the  cost.* 


TM 


if  you're  considering  buying  a  Zip™  drive 
stop  and  consider  buying  the  new  one  gig 
removable  cartridge  drive  from  5gQuest. 


THE  REVOLUTION 

BEBIN5  WITH  A  5INELE  5parQ™ 


And  SparQ  is  now  available  at: 

CompUSA.  Computer  City.  Best  Buy.  Micro  Center.  J&R  Computer  World.  Batavision. 
RCS  Computer  Experience.  Egghead.  Creative  Computer,  Future  Shop  and  other 
authorized  SyQuest  resellers  or  call  I.BQB.E45.SE7B. 

*$199  gets  you  a  gig  and  the  SparQ  drive.  Additional  gigs  are  $33  each  when  you  buy  a  three  pack.  Otherwise 
they're  only  $39  eackComparison  is  based  upon  a  1 0-pack  of  Zip™  disks  at  $99  SRP.  ©  1997  SyQuest  Technology, 
Inc.  Syquest  is  a  registered  trademark.  The  SyQuest  logo  and  SparQ™  are  trademarks  of  SyQuest  Technology,  Inc.  Zip1"1 
is  a  trademark  of  Iomega  Corporation.  All  other  names  are  trademarks  of  their  respective  companies. 
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Explore  Your  Genius1 


SPECIAL         ADVERTISING  FEATURE 


a     special    advertising     series     sponsored     by  CONSECO 


The  following  article  appears  on  S&P  Personal  Wealth,  the 
interactive  investment  advisory  service  for  the  individual 
investor: 

NEW  YEAR'S  FINANCIAL  RESOLUTIONS 

After  three  outstanding  years  of  profits  in  the  stock 
markets,  many  suggest  that  returns  should  finally  calm 
down  in  1998.  Is  your  portfolio  ready  for  a  change?  Have 
you  reviewed  your  portfolio  this  year?  Now  that  the  holidays 


a  look  at  your  holdings.  Since  most  of  us  have  mutual 
funds  these  days,  a  closer  look  at  your  fund's  performance 
over  the  last  few  years  is  important.  If  your  stock  fund  has 
consistently  underperformed  its  benchmark,  it  may  be 
time  for  a  change.  There  are  so  many  funds  that  have  done 
well  in  the  last  few  years,  there's  not  much  sense  in  con- 
tinuing to  hold  a  "dog"  in  your  portfolio  once  you  have 
given  it  a  few  years  to  prove  itself.  A  word  of  caution  here: 
watch  out  for  taxes.  If  you  sell  your  fund  for  a  gain,  you 


highlights     from     S&P     Personal  Wealth 


are  over,  you  owe  it  to  yourself  to  take  an  hour  or  so  and 
review  your  financial  situation.  Here  are  three  S&P 
Personal  Wealth  tips  for  your  New  Year's  review. 

1.  Review  Your  Portfolio  Allocation 

Many  of  us  have  taken  full  advantage  of  the  bull  market 
during  the  last  few  years  by  buying  stocks  or  stock  funds. 
However,  it's  easy  to  get  a  bit  greedy  in  your  investments, 
which  can  lead  to  a  misallocation  of  your  money.  Now  is  a 
great  time  to  review  your  portfolio  with  respect  to  its 
original  objectives.  Does  the  portfolio  match  the  objec- 
tives? Is  it  too  aggressive  or  too  conservative?  If  it  is  out 
of  line  with  your  objectives,  take  the  time  to  make  the 
proper  adjustments.  This  may  involve  shifting  assets  from 
one  category  to  another,  but  in  the  long  run,  you  will  be 
more  comfortable  with  the  plan. 

2.  Review  Your  Holdings 

Once  you  have  reviewed  your  allocation,  it's  time  to  take 


S&P 

PERSONAL  WEALTH 


will  have  a  tax  liability  for  your  regular  account.  Given  the 
new  lower  capital  gains  rate  of  20%  for  long-term  invest- 
ment, this  should  ease  some  of  the  tax  pain.  For  your 
retirement  accounts,  there  is  no  tax  issue  and  changes  are 
more  easily  made. 

3.  Don't  Forget  Your  Retirement  Account 

We  often  forget  about  our  401(k),  IRA  or  403(b) 
accounts  throughout  the  year.  Now  is  a  great  time  to 
review  your  contribution  percentages  and  your  investment 
allocation.  If  you  can  afford  it,  consider  increasing  your 
contribution.  Even  if  your  employer  doesn't  match  your 
investment,  the  power  of  compounding  works  the  best 
when  you  contribute  earlier  in  your  life.  Increasing  the 
amount  you  contribute  will  go  a  long  way  in  reaching  your 
retirement  goal.  Also,  don't  forget  to  review  your  invest- 
ment allocation.  Have  you  been  too  conservative  in  the 
last  few  years?  If  you  have  a  long  time  horizon,  your  port 
folio  should  be  more  heavily  weighted  with  stocks. 

Look  for  Intelligence  Briefings  in  Business  Week 
next  month.  Additional  market  insight  is  available 
on  S&P  Personal  Wealth  at  www.personalwealth.com 


YOUR  FRIEND. 


e  unapologetically  profitable.  Profitability  is  the  ultimate  security 
jt  policyholders.  And  it's  also  the  most  important  factor  in  our 
s' long-term  success.  We  are  driven  to  perform  for  our  customers, 
s,  and  shareholders.  We  are  a  leader  with  the  full  range  of  financial 
cts  that  Americans  want  most— annuities,  health  and  life  insurance, 
lutual  funds,  performance  is  what  matters 
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CONSECO 


Legal  Affairs 


LEGISLATION 


TOBACCO:  THE  COMING 
FREE-FOR-ALL 

Everyone  wants  a  deal,  but  don't  bet  on  it  happening  soon 


After  a  three-month  cease-fire,  the 
bullets  are  starting  to  fly  again  in 
the  tobacco  wars.  With  the  fate 
of  the  industry's  proposed  $368.5 
billion  global  settlement  of  its  legal  and 
regulatory  woes  now  in  the  hands  of 
Congress,  an  all-out  war  is  erupting 
over  who  will  get  the  loot.  President 
Clinton  intends  to  stake  a  claim  for  $60 
billion  to  pay  for  an  array  of  programs 
from  child  care  to  medical  research.  The 
states — whose  lawyers,  after  all,  brought 
cigarette  makers  to  the  bargaining 
table — are  trying  to  prevent  Clinton 
and  Congress  from  cheating  them  out  of 
what  they  consider  then'  fair  share  of 
the  settlement  windfall. 

Public-health  advocates,  meanwhile, 
want  to  make  the  deal  tougher,  and 
cigarette  makers  are  spending  mil 
lions  lobbying  to  preserve  the 
deal  as  is.  In  an  effort  to  avoid 
an  onslaught  of  bad  publici- 
ty, potentially  harmful  to 
the  fragile  agreement, 
the  industry  is  now 
trying  to  settle  its 
next  major  court 
challenge:  Texas'  suit  to  recover 
Medicaid  expenses  shelled  out  to 
treat  smokers.  Finally,  Congress  is 
busy  on  both  sides  of  the  aisle  draft- 
ing legislation  to  embody  the  ever- 
changing  terms  of  the  pact. 
TORT  LAW.  What  makes  the  whole 
ordeal  so  daunting  is  that  Congress 
has  never  before  been  asked  to  do 
anything  like  this.  The  deal  wasn't 
the  brainchild  of  any  party  or  any 
lawmaker  but  rather  was  handed  to 
Congress  by  a  coalition  of  cigarette 
makers,  state  attorneys  general,  and 
plaintiffs'  lawyers.  Moreover,  the  lo- 
gistical problems  associated  with  de- 
ciding how  to  spend  hundreds  of  bil- 
lions of  dollars,  establishing  a  new 
regulatory  regime  for  cigarettes,  and 
taking  the  historic  step  of  exempting 
the  tobacco  industiy  from  American 
tort  law  are  all  enormous.  "There's 
hardly  an  area  of  government  not 
implicated  by  this,"  says  Salomon 


Smith  Barney  analyst  Martin  Feldman. 

And  to  top  it  all  off,  negotiations  will 
coincide  with  an  election  year,  when 
lawmakers  are  likely  to  be  skittish 
about  passing  anything  that  might  be 
construed  as  a  bailout  for  Big  Tobacco. 
That  prospect  is  most  worrisome  to  Re- 
publicans, who  count  on  the  industry 
as  a  major  contributor,  so  the  GOP  is 
making  an  effort  to  be  tougher.  Senator 
Orrin  G.  Hatch  (R- 
Utah)  is  propos- 
ing legisla- 


tion to  boost  the  industry  payouts 
about  $400  billion — and  raise  pena.e 
against  the  industry  if  it  doesn't! 
teen  smoking  enough.  House  Commno 
Committee  Chairman  Tom  Blileyi 
Va.),  meanwhile,  a  close  tobacco 
last  month  released  834  industiy  dj 
ments,  arguing  that  Congress  can't  I 
sider  granting  legal  protection  unleM 
knows  if  the  companies  engage^ 
fraud.  The  GOP  is  also  attacking! 
huge  fees  coming  to  many  Demow 
affiliated  plaintiffs'  lawyers  hired  byf 
states  to  sue  the  industiy. 

But  no  Republican  proposal 
lenges  a  core  issue:  immunity  from 
actions  and  a  cap  on  the  tobacco  in) 
try's  yearly  payouts  to  litigants.  Cja 
rette  makers,  whose  share  prices  lp 
been  dragged  down  by  endless  liljp 
tion,  hope  such  protection  would* 
store  tobacco  stock  valuations.  Feld-f 
man  predicts  that  a  deal  that 


Who  Wants 
What: 

Even  though  Congress 
has  not  yet  reconvened, 
lobbying  is  already 
starting  to  heat  up 
over  proposed  smoking 
legislation 
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HEALTH  GROUPS 


PLAINTIFFS'  U 


TOP  PRIORITY  A  long-term  drop  TOP  PRIORITY  Protecj 

in  the  incidence  of  smoking  by  windfall  legal  fees 

young  people   STRATEGY DefusVp'ol] 

STRATEGY  Keep  negotiations  in  attacks  by  getting  ail 

the  public  eye — and  out  of  con-  arbitration  panel  to  c 

gressional  back  rooms  where  Big  fees  after  a  law  is  p{ 

Tobacco  is  so  powerful   [NTERNAL  OIVISKIN I 

INTERNAL  DIVISION  While  a  few  tiffs'  attorneys  don't] 

powerful  groups  support  a  deal,  from  the  tobacco  hor| 

many  grassroots  organizations  and  they  oppose  the  i 

oppose  any  pact  on  litigation 
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les  strong  immunity  would  boost 
3  Morris  Cos.  shares  about  one- 
|  to  60,  and  push  up  fur  Nabisco 
around  one-quarter,  to  45. 
.TH  FEE."  Across  the  aisle,  the  De- 
its  see  tobacco  as  a  no-lose  issue. 
!  deal  goes  through,  they  will  claim 
|  for  pushing  the  toughest  regula- 
scheme  possible  on  Big  Tobacco, 
ioesn't,  they  will  claim  they  saved 
ns  from  an  industry  bailout.  "If 
ndustry  thinks  they  will  get  pro- 
n  no  other  industry  has,  then  they 
moking  something,"  says  Senator 
Conrad  (D-N.  D.). 
n  late  January,  a  Democratic  to- 
co task  force  led  by  Conrad  is  set 


to  introduce  a  bill  that  would  impose  a 
$1.5()-per-pack  "health  fee"  on  smokers 
and  stiffen  oversight  by  the  Food  & 
Drug  Administration.  While  Conrad's 
Democratic  task  force  is  unlikely  to  give 
Big  Tobacco  protection  from  class  ac- 
tions, it  will  probably  settle  40  pending 
state  Medicaid  suits.  An  even  tougher 
bill  pushed  by  Senator  Edward  M. 
Kennedy  (D-Mass.)  would  allow  the 
states  to  seek  past  Medicaid  expens- 
es— while  giving  them  about  $200  billion 
from  a  huge  tobacco  excise  tax  that 
would  raise  $600  billion. 

But  intra-party  fissures  could  under- 
mine positions  forged  by  political  lead- 
ers. While  liberals  could  be  lured  by 


IOC  RATS 


1 1mproving  the 
earlier  deal  while 
lie-relations  points 

ish  for  a  strong  bill, 
OP  for  its  tobacco 
npromise  only  if  the 
ias  public  support 

fpNlhThwting" 
ndustry  may  be 
obacco  state 


REPUBLICANS 


TOP  PRIORITY  Winning  a  deal 
that  Big  Tobacco  can  live  with 
— without  letting  it  seem  that 
the  party  is  in  Tobacco's  pocket 

STRATEGY  Build  a  bipartisan 
coalition  so  both  parties 
absorb  political  heat 

INTERNAL  DIVISION  Conserva- 
tives such  as  Oklahoma 
Senator  Don  Nickles  may  balk 
at  new  regulation 


BIG  TOBACCO 


TOP  PRIORITY  Achieving 
immunity  from  any  future 
litigation 

STRATEGY  Hire  an  armyoT" 
lobbyists,  spread  money 
everywhere,  and  stay  behind 
the  scenes 


INTERNAL  DIVISION  RJR 
Nabisco  can't  afford  to  shel 
out  as  much  money  as 
powerhouse  Philip  Morris 


the  spending  goodies  tax  hikes  would 
pay  for,  powerful  tobacco-state  Democ- 
rats, such  as  Senator  Wendell  H.  Ford 
of  Kentucky,  probably  will  be  reluctant 
to  back  anything  that  hurts  homegrown 
industry.  And  though  many  Republicans 
want  to  impose  tough  limits  on  tobacco, 
government  minimalists  such  as  Senator 
Don  Nickles  of  Oklahoma  will  bristle  at 
higher  taxes  and  tougher  regulation. 

Several  Johnny-come-lately  special- 
interest  groups  will  also  make  life  hard- 
er for  proponents  of  the  pact.  Many 
union-backed  health  plans  now  argue 
that  if  the  states  deserve  compensation 
for  health  outlays  made  on  behalf  of 
smokers,  then  they  do,  too.  Tobacco 
farmers,  meanwhile,  want  to  be  pro- 
tected against  a  potentially  calamitous 
drop  in  income.  Another  wild  card: 
states  that  believe  they  are  entitled  to 
as  much  as  $196  billion  to  cover  Medi- 
caid expenses.  But  Congress  may  claim 
a  share  of  this  because  the  federal  gov- 
ernment finances  about  half  of  Medicaid. 
Any  of  these  or  other  vexing  issues 
could  scuttle  a  congressional  deal.  Take 
the  question  of  money.  The  industry 
publicly  claims  that  it  is  unwilling 
to  cough  up  more  than  $368.5  bil- 
lion. Although  industry  sources  pri- 
vately say  the  companies  are  will- 
ing to  spend  more,  they  could 
reach  some  breaking  point.  "The 
companies  can  be  shot,  but  they 
won't  commit  suicide,"  says  J.  Phil 
Carlton,  the  lead  settlement  negotiator 
for  the  tobacco  industry.  "They  won't  ap- 
prove any  deal  that  leaves  them  in  fi- 
nancial peril."  Legal  immunity  is  another 
potential  deal-killer.  A  coalition  of  hard- 
fine  anti-tobacco  health  groups,  led  by 
the  American  Lung  Assn.  and  former 
Surgeon  General  C.  Everett  Koop,  has 
made  opposition  to  legal  protection  its 
top  priority. 

Hoping  to  deflect  some  of  the  political 
heat,  lawmakers  from  both  parties  want 
the  President  to  push  hard  for  a  deal. 
White  House  officials  say  they  are  work- 
ing with  lawmakers  from  both  parties 
to  fashion  a  bipartisan  bill.  But  on  Jan. 
13,  Senate  Majority  Leader  Trent  Lott 
(R.-Miss.)  accused  Clinton  of  "inflaming 
the  problem"  by  unilaterally  dividing  up 
the  spoils  before  the  deal  becomes  law. 

Instead  of  sniping,  Clinton  and  Lott 
must  work  together  to  cut  a  deal.  Unless 
they  do,  the  odds  are  high  that  this  po- 
litical hot  potato  will  get  dropped.  For  to- 
bacco combatants,  that  means  this  fight 
could  even  wind  up  back  where  it  start- 
ed— in  America's  courtrooms. 

By  Susan  B.  Garland,  with  John 
Carey,  in  Washington  and  Mike  France 
in  New  York 
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WILL  YOUR  BANK  LIVE  TO  SEE 
THE  MILLENNIUM? 

The  Year  2000  glitch  could  sink  lots  of  smaller  techno-laggards 


Business  is  booming  for  John 
Mclsaac,  a  consultant  who  helps 
small  banks  with  Year  2000  is- 
sues. But  his  life  could  get  a  lot 
more  hectic.  Recently,  Mclsaac,  the  ceo 
of  Market  Partners  Inc.  in  West 
Chester,  Pa.,  was  approached  by  execu- 
tives of  a  midsize  regional  bank  with 
$20  billion  in  assets  that  had  not  started 
its  program  to  fix  its  computer  coding. 
The  bank  had  hired  a  consulting  firm, 
but  the  contract  fell  apart  when  the 
firm  "found  a  more  attractive  financial 
deal,"  says  Mclsaac.  "In  this  industry, 
there's  more  work  than  consulting  com- 
panies can  handle." 

Mclsaac  may  take  the  assignment,  but 
he's  not  optimistic.  "No  matter  how  much 
money  they  put  on  the  table,  we  may 
find  there  is  nothing  anyone  can  do  to 
help  them,"  he  says.  "They  were  too  slow 
to  start,  and  now  it  may 
be  too  late." 

The  Year  2000  prob- 
lem— computer  systems 
that  will  read  1900  in- 
stead of  2000  on,  Jan.  1, 
2000 — is  bedeviling  thou- 
sands of  businesses.  But 
financial  institutions,  es- 
pecially banks,  have  the 
most  to  worry  about. 
They  all  deal  with  funds 
with  dates  attached. 
Banks  are  linked  in  an 
intricate  financial  web  so 
that  each  bank  depends 
on  the  accuracy  of  other 
banks'  computer  systems, 
including  the  Federal 
Reserve  Bank.  If  com- 
puters can't  read  the 
date  2000,  the  best-case 
scenario  is  that  comput- 
ers just  won't  work. 
Worst-case,  they  miscal- 
culate all  types  of  num- 
ber's, from  mortgage  pay- 
ments to  stock  prices. 

Most  major  banks  are 
well  on  their  way  to  fix- 
ing their  systems.  But 


more  than  a  fan-  number  are  lagging  be- 
hind, especially  midsize  and  small  banks. 
Says  George  R.  Juncker,  vice-president  of 
the  Federal  Reserve  Bank  of  New  York: 
"I  think  definitely. . .  some  just  won't  be 
open  for-  business  on  Jan.  3,  2000." 
BROKEN  KNEECAPS?  For  now,  banks  are 
being  subjected  to  extraordinary  scruti- 
ny by  regulators  and  scrambling  to  pass 
stiff  audits  that  started  last  spring.  The 
Federal  Reserve  Board  already  ordered 
one  cease-and-desist  last  November  on 
three  affiliated  banks  in  Georgia  for 
then-  lack  of  preparedness.  Expect  more. 
"We  anticipate  to  take  whatever  super- 
visory action  is  needed,"  says  Mark  L. 
O'Dell,  director  of  the  bank  technology 
division  at  the  Office  of  the  Comptroller 
of  the  Currency  (occ).  "And  if  it  in- 
volves taking  formal  enforcement  ac- 
tion, we  will  do  it."  Edward  E.  Yardeni, 
chief     economist  for 
Deutsche  Morgan  Gren- 
fell  Inc.,  says,  "There 
have  been  pretty  explicit 
threats  from  the  Fed 
they'll  break  kneecaps  to 
get  banks  ready  for1  this." 
Still,  Yardeni  predicts 
that  from  5%  to  20%  of 
banks  will  fail  as  a  direct 
result  of  Year  2000. 

Fixing  the  problem  is 
a  costly,  labor-intensive 
task.  At  San  Francisco- 
based  Bank  of  America, 
the  fifth-largest  U.  S. 
bank,  a  thousand  people 
are  working  full-time  ex- 
amining 200  million  lines 
of  code.  Currently,  only 
35%  of  the  code  is  fixed. 
Estimated  price  tag  for 

the  job:  $250  million. 
tech  .c.a.P_abilities.  _  ^h]le  Rank  Qf  Ameri_ 


HOW  YEAR  2000  WILL 
AFFECT  THE  BANKS 

►  Banks  facing  serious 
problems  are  putting 
themselves  up  for  sale  or 
seeking  merger  partners 
with  healthy  banks. 

►  Regulators  are  subject- 
ing banks  to  intense  reg- 
ulatory scrutiny,  even  for- 
mal enforcement  actions. 
Some  will  be  forced  to 
fold. 

►  Midsize  and  small 
banks  may  be  especially 
vulnerable,  due  mainly  to 
difficulties  in  finding  pro- 
grammers and  lack  of 


►  High  code-fixing  costs 
are  hurting  product 
development,  acquisition 
plans,  and  other 
initiatives. 

DATA:  BUSINESS  WEEK 


ca's  problems  are  com- 
plex, it  has  an  edge  over 
smaller  banks  in  that  it 
has  the  resources  to 
throw  at  the  project, 
even  if  costs  rise.  Al- 
ready, some  fairly  large 
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i — such  as  CoreStates,  Boatmen's 
[hares,  U.  S.  Bancorp,  and  Barnett 
5 — have  put  themselves  up  for  sale 
;he  past  year-and-a-half,  citing  as  a 
1  spiraling  technology  costs.  A  sig- 
lt  portion  of  that  increase  is  due  to 
2000.  Over  the  next  six  months, 
more  banks  are  expected  to  seek 
ers. 

Jsize  banks,  which  range  in  assets 
$5  billion  to  $35  billion,  are  partic- 
'  vulnerable.  "There  could  be  a 
er  of  midsize  banks  [that  are]  go- 
have  trouble,"  says  Men-ill  Lynch 
.  analyst  Sandra  J.  Flannigan.  "I 
think  they  are  as  far  along  with 
s  the  big  guys."  For  starters,  these 


banks  have  higher  expense-to-revenues 
ratios  than  the  top  20  banks.  While  soft- 
ware costs  can  be  similar  for  both  large 
and  midsize  banks,  big  banks  can  spread 
the  costs  over  more  customers. 

Plus,  midsize  banks  don't  have  the 
same  clout  as  large  banks  when  it 
comes  to  recruiting  programmers.  "They 
have  the  problems  of  the  big  banks, 
with  all  their1  customized  software,"  says 
Joe  Mclsaac,  chief  information  officer 
at  Market  Partners.  "But  they  have 
many  of  the  same  limitations  of  the 
smaller  banks,  with  limited  budgets  and 
technical  capabilities." 

Austin  A.  Adams  agrees  about  the  re- 
source problem.  He  heads  up  technology 
for  First  Union  Corp.,  the  sixth-largest 
bank  in  the  U.  S.  with  $155  billion  in  as- 
sets. Its  Year  2000  program  is  consid- 
ered one  of  the  industry's  most  advanced. 
But  recently  Adams  asked  a  colleague 
at  a  bank  with  $30  billion  in  assets  what 
his  biggest  Year  2000  concerns  were.  The 
response:  "I  think  I've  got  a  solid 
plan . . .  but  if  I  run  into  problems  and 
need  resources,  I'm  behind  the  guys  like 
Chase  [Manhattan]  or  NationsBank  in 
getting  help  from  consultants." 

"There's  no  question  small  banks  are 
further  down  the  food  chain,"  says  Hal 
Schroeder,  an  analyst  at  Keefe,  Bruyette 
&  Woods  Inc.  in  New  York.  The  prob- 


lem is  code-fixing  can  entail  unforeseen 
snafus.  Even  software  packages  certified 
as  Year  2000  compliant  may  not  be  bug- 
less.  At  Wachovia  Bank  in  Winston- 
Salem,  N.  C,  which  has  $60  billion  in 
assets,  every  piece  of  software  that  was 
"supposedly  compliant  had  at  least  some 
minor  date  problems,"  says  Betsy  Har- 
ris, Wachovia's  vice-president  for  the 
Year  2000  project.  "Vendor  certification 
needs  to  be  examined  very  carefully." 

That's  a  crucial  issue  for  small  banks 
that  outsource  much  of  their-  operations 
and  are  at  the  mercy  of  service 
providers  to  make  sure  software  is  sent 
on  time.  Software  vendors  that  are  late 
delivering  complaint  software  can  put 
banks  at  risk.  For  instance,  last  summer- 
in  a  letter  sent  to  BankTec  Inc.,  one  of 
the  largest  software  providers  to  com- 
munity banks,  a  group  of  banks  com- 
plained that  BancTec  Year-  2000  compli- 
ant software  had  been  delayed.  BancTec 
says  its  lateness  was  caused  by  another 
computer  firm,  which  had  delays  in  mak- 
ing its  own  servers  compliant.  The  soft- 
ware still  has  not  been  delivered. 
CUSTOMER  JITTERS.  Eugene  A.  Ludwig, 
head  of  the  occ,  expressed  concern  in 
July  that  small  community  banks,  with 
16%  of  national  bank  assets,  were  be- 
hind on  their  2000  programs.  Accord- 
ing to  the  occ,  20%  were  just  starting 
to  address  the  issue. 

Then  there's  the  customer  perspec- 
tive: "There  may  be  movement  to  the 
high  ground  as  we  move  closer  to  2000. 
Meaning ...  if  you  are  heavily  reliant 
upon  a  [smaller]  bank,  you  might 
want  to  have  a  relationship  with  a 
major  player,"  says  Steve  Shein- 
heit,  a  senior  vice-president  and 
head  of  corporate  systems  and 
architecture  at  Chase  Manhat- 
tan Bank,  the  nation's  largest. 

But  even  large  banks  may 
pay  a  price.  In  one  study,  38% 
of  information-technology  pro- 
fessionals surveyed  by  Gartner 
Group  Inc.,  a  technology  con- 
sulting firm,  said  they  may  with- 
draw personal  assets  from  banks 
and  investment  companies  just  pri- 
W   or  to  2000. 

If  the  pros  become  sufficiently  con- 
cerned about  banks'  ability  to  operate, 
ordinary  citizens  may  follow  suit,  says 
Schroeder,  "It  could  turn  into  an  It's  a 
Wonderful  Life  scenario  with  depositors 
demanding  the  withdrawal  of  large  sums 
of  money,  whereby  banks  have  to  liqui- 
date assets  to  have  sufficient  cash."  Un- 
fortunately, when  it  comes  to  easing  cus- 
tomer's' concerns,  most  bankers  are  no 
Jimmy  Stewart. 

By  Debra  Sparks  in  New  York 
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THE  CATs  ARE 
OUT  OF  THE  BAG 

Catastrophe  bonds  cushion  insurers-and  alarm  reinsurers 


Back  in  November,  1996,  Morgan 
Stanley  &  Co.  expected  to  make 
some  history  on  Wall  Street.  The 
New  York  investment  bank  was  about 
to  underwrite  the  first  public  issue  of  in- 
surance-related securities — catastrophe 
bonds,  or  CAT  bonds  for  short. 

The  client  was  the  California  Earth- 
quake Authority  (CEA),  created  by  the 
state  to  insure  California  homeowners 
forsaken  by  insurance  companies  after 
the  Northridge  earthquake.  The  plan 
was  to  market  bonds  to  big  institution- 
al investors  with  a  novel  feature:  Bond- 
holders would  earn  a  huge  10%,  but  if 
any  earthquake  were  to  cause  more 
than  $7  billion  in  losses  to  the  cea, 
bondholders  could  lose  their  principal. 

Thanks  to  Warren  Buffett,  however, 
the  deal  never  happened.  At  the 
eleventh  hour,  National  Indemnity  Co., 
Berkshire  Hathaway  Inc.'s  insurance  di- 
vision, stepped  in  and  insured  the  risk. 
It  was  just  another  deal,  says  Ajit  Jain, 
president  of  Berkshire  Hathaway's  rein- 
surance division.  But  several  industry 
insiders  think  Berkshire  was  intent  on 
thwarting  the  nascent  market  for  in- 
surance securities. 

BIG  HIT.  It  worked,  for  the  moment. 
But  the  cat,  so  to  speak,  is  out  of  the 
bag.  Some  $900  million  worth  of  cat 
bonds  have  been  sold  in  the  last  13 
months.  And  some  analysts  predict  sim- 
ilar securities  will  eventually  insure  such 
risks  as  airline  crashes,  satellite  launch- 
es, and  even  more  predictable  hazards 
such  as  automobile  accidents.  Although 
reinsurers  are  putting  a  brave  face  on 
it,  few  industry  executives  deny  that 
CAT  bonds  will  radi- 
cally change  their 
business.  "Anybody 
who  ignores  them 
does  so  at  his  own 
peril,"  warns  Charles 
F.  Hays,  chief  finan- 
cial officer  of  Bermu- 
da-based reinsurer 
Mid  Ocean  Ltd. 

cat  bonds  are  de- 
signed to  protect  in- 
surance companies 
from    events  like 


1|l 

*  Hurricane  Andrew  in  1992, 

which  happen  rarely  but  cause  enor- 
mous damage.  The  bonds  pay  interest 
and  return  principal  the  way  other  debt 
securities  do — as  long  as  the  issuer 
doesn't  get  whacked  by  a  catastrophe 
that  causes  losses  above  an  agreed-upon 


HOW  CAT  BONDS  WILL  SHAKE  UP  THE 
INSURANCE  INDUSTRY 

►  Wall  Street  will  steal  market  share  from  reinsurers 

►  Primary  insurers  with  large  catastrophe  exposures  will 
have  better  access  to  coverage 

►  Price  volatility  in  the  reinsurance  market  will  moderate 

►  Many  reinsurers  will  transform  into  intermediaries/ 
consultants  on  risk-management  strategies 
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limit.  For  usaa,  a  San  Antonio-bg( 
insurer  that  floated  the  largest  cat  n 
issue  ($477  million)  to  date  last  Jji 
the  loss  threshold  is  $1  billion.  As  n 
as  a  hurricane  doesn't  hit  usaa  for  ijo: 
than  that,  investors  can  enjoy  lie 
junk-like  yields  of  about  11%,  andp 
get  their  principal  back. 

The  one-year  bonds  have  been  ;b 
hit  with  investors.  Jie  Dong  of  leacla 
derwriter  Merrill  Lynch  &  Co.  saysk 
the  issue  was  oversubscribed  and  a 
more  than  half  of  thl  i 
investors  were  miT 
funds  and  money 
agers.  Courtesy  of— | 
guessed  it — El  Ninojtl 
Atlantic  hurricane  s 
was  unusually  tame 
fall,  and  the  chances 
hurricane  before 
bonds  mature  in  Jun 
virtually  nil. 
NIGHTMARE.  The  lW 
deal  and  the  handful 
other  small  cat  isl 
trading  in  the  seconp 
market  are  only  a  I 
drop  in  the  bucket 
worldwide  catastrofc 
risk  that  needs  insui 
Indeed,  the  amouri 
cat  bonds  outstandiijt 
less  than  many  anal 
expected  by  this  pi 
But  that's  not  surprip 
says  Morton  Lane,  Q 
of  Sedgwick  Lane,  a  B 
sidiary  of  Sedgwick  ffi 
surance  Inc.  New  sel 
ties  markets  take  tin* 
develop.  "Look  at  I 
mortgage-backed  selt 
ties  market,"  suggfe 
Ck  Lane.  "It  didn't  become  ■ 
mercially  viable  for  several  years. 'j. 

Driving  the  cat  bond  wavelet  arm 
reinsurance  industry's  boom-and-fe 
cycles,  which  make  managing  cp 
strophic  risk  a  nightmare  for  prii 
insurers.  In  periods  of  few  disas 
coverage  is  cheap  enough.  But  aft 
string  of  losses,  such  as  over  the 
years  culminating  in  Hurricane  And 
prices  for  policy  renewals  can  skyroje 
"We  couldn't  get  enough  coverage," 
usaa  spokesman  Tom  Honeycutt. 

As  the  cat  market  develops,  "it 
moderate  reinsurance  prices,"  says  J 
Burns,  director  of  a  program  c; 
Managing  Catastrophic  Risk  at 
University  of  Pennsylvania's  Whaj 
School.  Many  believe  it  will  do  n 
more  than  that.  After  the  next  v 
of  disasters  once  again  depletes  the 
surance  industry's  capital  and  coi1 


attempt  to  jack  up  prices,  Wall 
t  will  be  ready.  "The  next  time 
d,  the  capital  markets  will  be  in 

and  will  take  a  large  chunk  of 
ess,"  predicts  Lane, 
that  happens,  says  Mid  Ocean's 

"we  would  want  to  be  a  pack- 
of  risks  like  a  mortgage  banker, 
live  off  fees."  The  Bermuda  rein- 
3,  as  well  as  a  number  of  domestic 
rs,  are  already  positioning  them- 
i  as  catastrophic-risk  consultants. 


Bullish  analysts  expect  about  $2  bil- 
lion to  $5  billion  in  new  catastrophe 
bond  issues  this  year,  but  their  projec- 
tions may  be  overly  optimistic.  Three 
relatively  disaster-free  years  have  al- 
lowed reinsurers,  including  Lloyd's,  to 
replenish  then-  capital  bases  and  resume 
their  traditional  price  wars.  All  the  ma- 
jor investment  nouses  are  working  on 
deals,  but  they  will  have  a  tough  time 
matching  reinsurance  bids  this  spring. 
"We  want  to  do  part  of  it  in  the  capital 


markets,"  says  cea  Director  Greg  But- 
ler. "But  the  bottom  line  is,  the  price 
has  to  be  right." 

Ironically,  a  serious  disaster  or  two 
may  be  just  the  thing  to  tighten  the 
market  and  make  cat  bond  issues, 
which  currently  are  more  expensive,  a 
viable  alternative  to  traditional  reinsur- 
ance. Whatever  the  case,  cats  are  prob- 
ably forever,  and  the  insurance  industry 
will  never  be  the  same. 

By  Andrew  Osterland  in  Chicago 


COMMENTARY 

By  Paula  Dwyer 

IS  JESSE  LETTING  WALL  STREET  OFF  THE  HOOK? 


Vail  Street  execs  received  a  curi 
ous  letter  last  month  asking 
them  to  contribute  $50,000  or 
ire  toward  Reverend  Jesse  L.  Jack- 
l's  Wall  Street  Project  to  promote 
■ersity  in  the  securities  industry, 
t  the  civil-rights  activist  won't  use 
!  money  to  organize  boycotts  of 
ili  Street  firms  or  demand 
>y  come  up  with  affirmative- 
ion  plans.  Instead,  Jackson, 
ng  with  his  two  key  backers, 
ivelers  Group  Inc.  Chief  Exec- 
ve  Sanford  I.  Weill  and  New 
rk  Stock  Exchange  President 
jhard  A.  Grasso,  write  that 
;  funds  will  pay  for  a  Jan.  14- 
conference  to  call  "attention 
the  success  of  the  Wall  Street 
nmunity  in  recruiting  and  pro- 
ving minority  executives." 
YSMAL  RECORD.  Hello?  The 
•eet  has  an  abysmal  record  of 
ploying  minorities.  The  top 
e  retail  brokerage  firms  em- 
y  only  a  handful  of  African- 
fierican  branch  managers,  says 
ny  Chapelle,  editor  of  a 
svsletter  on  black  securities-in- 
3try  professionals.  A  scant 
%  of  the  industry's  sales  force 
black,  according  to  the  Equal 
tiployment  Opportunity  Com- 
ssion.  Goldman,  Sachs  &  Co. 
3  two  black  managing  directors 
t  of  405 — the  only  two  in  its  history, 
erall,  the  percentage  of  African 
nericans  employed  in  the  securities 
lustry  has  dropped  from  10.6%  in 
W  to  8.4%  in  1996.  And  58%  are  of- 
i  and  clerical  workers,  says  the 
OC.  Even  Securities  &  Exchange 
mmission  Chairman  Arthur  Levitt 
thinks  Jackson  should  pressure 
ill  Street  to  clean  up  its  act:  "I 
nk  the  right  message  is  [that]  this 
lustry  has  to  do  a  better  job." 


So  why  is  Jackson  extolling  its 
virtues?  Because  he  is  using  the 
Street  as  a  piggy  bank  to  go  after  his 
main  target,  Corporate  America. 
"Jesse  is  taking  the  Trojan  horse  ap- 
proach," says  one  minority  Wall 
Street  executive.  Jackson's 
Rainbow/PUSH  group  is  buying  shares 


H  [America's]  inner  cities 
. . .  are  the  emerging 
markets  of  the  future*  J 


JESSE  L.  JACKSON 

in  companies  and  plans  to  agitate  at 
shareholder  meetings  for  everything 
from  hiring  minority  accountants  to 
buying  supplies  from  minority  firms. 

Wall  Street  knows  a  good  trade 
when  it  sees  one.  Securities  firms 
want  to  be  sure  they  don't  make  the 
list  of  companies  that  Jackson,  in  his 
new  role  as  coiporate  gadfly,  intends 
to  haunt.  Rather  than  use  confronta- 
tion, Jackson  says  he  is  on  Wall 
Street  to  point  out  that  it  is  in  Cor- 


porate America's  best  interest  to 
hire  minorities  and  invest  in  inner 
cities  because  they  are  "the  emerg- 
ing markets  of  the  future." 

The  problem  with  this  approach  is 
that  it  lets  Wall  Street  off  the  hook. 
Jackson  has  raked  in  some  $600,000 
from  the  likes  of  Merrill  Lynch  and 
Salomon  Smith  Barney,  but  that's 
just  lunch  money  to  this  crowd. 
Raising  the  money  was  even  easi- 
er since  he  used  the  names  of 
conference  speakers  Levitt  and 
Federal  Reserve  Chairman  Alan 
Greenspan — though  without  their 
consent.  Jackson  says  it  was  an 
oversight.  In  hopes  of  reviving 
his  own  initiative  on  race,  Presi- 
dent Clinton  agreed  to  speak  on 
Jan.  15,  Dr.  Martin  Luther  King 
Jr.'s  birthday. 

Wall  Street  does  deserve 
some  credit.  Travelers  named 
Thomas  W.  Jones  a  board  mem- 
ber and  vice-chairman  last  year, 
making  him  the  highest-ranking 
black  on  Wall  Street.  Merrill 
Lynch  &  Co.'s  top  African  Amer- 
ican, Stanley  E.  O'Neal,  is  co- 
head  of  investment  banking  and 
capital  markets.  And  the  big 
Wall  Street  firms  have  improved 
their  record  in  recruiting  minori- 
ty college  students. 

But  in  an  industiy  that 
thrives  on  numbers,  the  securities 
business  should  set  specific  goals  and 
timetables  for  minority  hiring  and 
promotions.  Otherwise,  the  impact  of 
the  conference  will  be  nil.  If  Wall 
Street  bonuses  were  based  on  the 
number  of  minorities  that  managers 
recruit  and  retain,  Jackson  could 
more  appropriately  declare  victory. 

Paula  Dwyer  covers  securities  is- 
sues from  Washington. 
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n.*  And  the  quicker  you  can  evaluate  information,  the  better  you  can  plan  ahead, 
id  of  speed  won't  lead  to  a  penalty.  It'll  lead  to  prosperity.  For  info:  www.hp.com/go/unix. 
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DISCOURAGED 
DEUTSCHE 

Investment-banking  unit 
DMG  will  get  reined  in 

Surveying  the  gleaming  surround- 
ings at  Deutsche  Morgan  Gren- 
fell's  London  headquarters,  a  key 
executive  sighed  at  the  thought  of 
the  hefty  cost  of  keeping  the  enterprise 
going.  "It's  a  lot  better  to  work  at  one 
of  these  places  than  to  own  one,"  he 
remarked. 

Much  to  its  chagrin,  dmg's  parent, 
Deutsche  Bank,  is  discovering  that  there 
is  considerable  truth  to  that.  The  Frank- 
furt-based colossus  has  lavishly  endowed 
dmg  to  buy  itself  a  place  in  the  global 
big  leagues.  But  this  foray  has  been  di- 
visive, costly,  and  often  disappointing. 
At  the  same  time,  mergers — including 
the  recent  marriage  of  Swiss  Bank 
Corp.  and  Union  Bank  of  Switzerland — 
threaten  to  put  Deutsche  at  a  further 
disadvantage. 

Now,  Deutsche  seems  close  to  launch- 
ing a  reorganization  that  would  rein  in 
its  pampered  progeny.  Deutsche  will  try 
to  put  a  happy  face  on  the  changes,  but 
they  will  be  tantamount  to  an  admission 
by  ceo  Rolf  E.  Breuer  that  the  bank's 
expansion-at-any-cost  strategy  hasn't 
worked.  That  puts  Breuer  and 
his  board  in  a  bind.  Unless 
Deutsche  pulls  off  a  major  in- 
vestment-banking acquisition, 
it  may  be  doomed  to  also-ran 
status  as  a  dealmaker.  "They 
face  serious  questions  on  what 
to  do  next,"  says  Matthew 
Czepliewicz,  an  analyst  at  Sa- 
lomon Smith  Barney. 

TROUBLES  AT  DMG 


Mr 


DMG  EARNED 
A  12%  '96  RETURN 


In  the  proposed  shakeup,  Deutsche 
Bank  would  merge  dmg  with  the  par- 
ent's coiporate  banking  arm  to  create  a 
giant  wholesale  bank.  A  retail  bank  and 
an  asset  management  group  are  also 
likely  to  be  created,  dmg's  ceo,  Michael 
Dobson,  may  step  aside  to  become  head 
of  global  asset  management.  The  Mor- 
gan Grenfell  name,  a  London  fixture 
since  1854,  may  be  dropped. 

Breuer  and  others  portray  the  pro- 
posed changes  as  evolutionary.  He  says 
that  combining  coiporate  and  investment 
banking  would  present  "one  face  to  the 
customer"  and  "optimize  the  bottom  line." 

He'll  need  to.  Czepliewicz  says  dmg's 
$492  million  in  earnings  in  1996  amount 
to  only  about  a  12%  return 
on  equity.  With  U.S.  invest- 
ment banks  making  15%  to 
30%,  it's  difficult  for  Deutsche 
to  justify  putting  roughly 
one-quarter  of  its  capital  on 
the  line  for  dmg,  he  says. 

Still,  it's  debatable  whether 
the  proposed  changes  will 
work.  Deutsche's  empire  is 


MIDDLING  RESULTS  Deutsche  Morgan  Grenfell  is  profitable.  But  it  hasn't 
broken  into  the  big  leagues  of  global  mergers  and  equities. 

CULTURE  CLASHES  Wall  Street's  star  system  doesn't  sit  well  with  conservative, 
team-oriented  German  bankers.  High-ranking  Americans  at  DMG  are  chafing  at 
Frankfurt's  efforts  to  bring  them  under  control. 

HIGH  COSTS  Frankfurt  worries  that  pay  and  information  technology  costs  are 
out  of  control. 

SCANDALS  DMG  en  barrassed  Deutsche  Bank  when  fund  manager  Peter  Young 
caused  up  to  $730  m;Mion  in  losses  in  1996.  A  year  later,  Nicola  Horlick,  head 
of  Morgan  Grenfell  Ass-  Management's  British  pension  fund  arm,  left  amid 
charges  that  she  tried  to  oersuade  colleagues  to  defect  with  her  to  a  rival. 


IN  A  BIND:  Deutsche 
CEO  Breuer  needs 
a  big  acquisition  to 
stay  in  the  game 


already  plagued  by  culture  clashes 
ing  to  blend  the  Anglo- American-ti 
dmg  with  the  staid  German  corp 
bank  may  inject  a  whole  new  s 
problems.  Deutsche's  board  has 
been  divided  on  the  wisdom  of  th( 
experiment,  industry  sources  say.  F 
furt  also  is  unhappy  with  the  U.  S.| 
investment  bankers'  pay  packages: 
costs  ate  up  84%  of  its  income  in 
The  lightning  rods  for  such 
plaints  are  global  fixed-income  chi 
son  Mitchell,  equities  boss  Mil 
Philipp,  and  North  American  ! 
Carter  McClelland.  Known  insid  | 
bank  as  the  three  amigos,  thei  I 
viewed  as  a 
sure  group 
on  enlarging  I 
turf.  The 
are  said  t 
frustrated  ; 
the  degree  of  control  Frankfurt 
tains  over  key  areas  such  as  accou  I 
and  information  technology,  which  I 
dmg  hundreds  of  millions  of  dollars  I 
year.  But  the  German  side  is  lik< 
exert  more  discipline  in  the  future, 
will  succeed  Dobson  remains  un~ 
dmg  may  end  up  being  run  by  a 
of  Frankfurt  board  members,  a  ]  I 
bility  that  has  led  insiders  to  spec  I 
on  how  long  the  American  top  gun  f 
stay.  "We  call  them  the  three  st 
now,"  says  a  dmg  executive. 
TECH  DEALS.  Considering  how  r£ 
dmg  built  up  its  staff  of  6,500,  ci 
clashes  were  probably  inevitable, 
lucrative  pay  packages  created  int  I 
dissension.  The  suave,  Cambridge 
cated  Dobson  has  never  seemed  ci 
to  handle  the  brash  New  World  ir 
ment  bankers  or  run  dmg's  core  tr 
and  merger  businesses.  Dobson, 
declined  to  comment,  came  up  thi  i 
Morgan  Grenfell's  investment-ba  I 
arm — not  the  brass-knuckles  en\ 
ment  of  trading  and  dealmaking. 

Still,  the  bank  has  done  well  in 
income  and  has  scored  a  few  higl 
deals  during  Dobson's  reign.  B 
1997,  in  the  key  area  of  merger: 
acquisitions,  dmg  ranked  13th  ir 
rope  and  only  8th  in  Germany,  saj 
curities  Data.  "We  haven't  got  th 
tor  running  at  full  horsepower 
Breuer  says. 

Deutsche  is  finding  it's  a  lot  hari 
build  a  successful  money  machine  tl 
looks.  Will  reining  in  dmg's  freewho 
investment  bankers  make  them  to 
harder?  Or  will  many  abandon  shipbi 
rival  with  a  keener  appetite  for  K 
stakes  dealmaking? 

By  Stanley  Reed  in  London,m 
Thane  Peterson  in  Frankfurt, 
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wins,  because  nothing  travels  faster.  Qwest's  Macro  Capacity  ,J  Fiber  Network  is  the  first  communications  network  to  f//f# 
harness  the  power  of  light.  Using  Nortel's  high-speed  broadband  technology  (OC-192)  and  the  world's  purest  fiber 
i,  the  Qwest  network  is  designed  with  more  capacity  than  any  other  long-distance  network.  Which  means  with 
^RTE |_     Qwest  the  outcome  will  always  be  the  same:  greater  speed  and  reliability  at  a  lower  cost.  We've 
ERN  TELECOM     captured  light.  And  the  world  is  about  to  become  a  very  different  place.  www.qwest.net 
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A.  get  an  apple. 
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B.  get  a  tax  deduction. 
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C.  move  to  the  head 
of  the  class. 


T  F 


Who  says  you  have  to  knock  your  brains  out  looking  for  people  with  the  skills 
and  knowledge  your  company  needs  to  compete? 

We  say,  give  the  skills  and  knowledge  to  people  you  already  have. 
Here's  how  we  do  it  at  United  Technologies. 

Any  qualified  employee  who  pursues  an  undergraduate  or  advanced  degree 
gets  tuition,  books,  registration  and  academic  fees  paid  for  by  us.  Plus  paid  time  off  to 
study,  with  100  shares  of  our  common  stock  waiting  for  every  graduate. 

And  this  is  no  token  commitment.  We  have  171,000  people  worldwide  and  we're 
putting  $50  million  a  year  into  making  them  more  valuable  to  us  —  and  to  themselves. 

It's  smart  money.  When  they  move  to  the  head  of  the  class,  so  do  we. 
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|%  United 

ilton  Standard      UT  Automotive  %f  Technologies 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

MORE  MATCHMAKING 
AT  THE  DOCTOR'S 

When  No.  1  and  No. 2  in  an  industry 
attempt  a  merger — and  then  call 
it  off — what's  next?  Since  a  proposed 
link-up  fizzled  between  MedPartners 
and  PhyCor — leaders  in  managing  doc- 
tors' practices — attention  has  shifted 
to  No.  3:  fpa  Medical  Management 
(fpam)  is  being  bruited  about  as  Phy- 
Cor's  next  target. 

PhyCor  had  wanted  to  spread  into 
all  50  states  by  swallowing  the  bigger 
MedPartners,  which  operates  in  40. 
With  that  scheme  down  the  drain,  fpa, 
with  operations  in  28  states,  "would 
be  the  logical  choice  for  PhyCor,"  says 
a  New  York  investment  manager  who 
has  been  accumulating  fpa  shares. 

He  thinks  PhyCor  will  approach  fpa 
— if  it  hasn't  already — with  an  offer  of 
$1.7  billion,  or  $40  a  share,  the  value 
most  analysts  put  on  the  company, 
based  on  its  fundamentals  and  growth 
rate.  The  stock  was  at  15  on  Jan.  13, 
down  from  40  in  October. 

PhyCor  had  offered  $6.8  billion  in 
stock  for  MedPartners — plus  assuming 
$1.2  million  in  debt.  Since  the  aborted 
deal,  shares  of  PhyCor  and  Med- 
Partners have  dived,  along  with  fpa's. 
One  reason  for  the  pullback,  some  say, 
was  a  disclosure  that  MedPartners 
would  post  a  fourth-quarter  loss. 

fpa,  on 


WILL  A  BUYOUT 
RESTORE  HEALTH? 


the 
has 
its 


other  hand, 
"diversified 
revenue  base, 
transforming  the 
company  into  a 
leader  with  an 
impressive  record 
of  beating  ex- 
pectations for  sev- 
en consecutive 
quarters,"  says  an- 
alyst Lori  Price  of 
cibc  Oppenheimer. 
Revenues,  about 
$1  billion  in  1997, 
are  expected  to 
rise  to  $1.3  billion 
in  1998.  Price  sees  fpa  earning  $1.38  in 
1998,  up  from  1997s  estimated  920. 

Tony  Forstmann  of  Forstmann  Part- 
ners thinks  fpa  "is  a  potential  deal," 
but  insists  the  stock  is  "a  compelling 
value,"  based  on  fundamentals.  Fourth- 
quarter  results,  he  adds,  will  be  solid. 
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"fpa  will  continue  beating  expecta- 
tions." PhyCor  Chairman  and  ceo 
Joseph  Hutts  says  "we're  always  look- 
ing for  strategic  opportunities,  but  we 
are  not  in  talks  with  any  company  at 
this  time."  fpa  declined  comment. 


PFIZER'S  POTENT 
PILL  FOR  IMPOTENCE 

When  he's  scouting  winners,  Lew 
Rabinowitz  usually  sticks  to  me- 
dia stocks.  But  in  1998,  Rabinowitz, 
president  of  R.  Lewis  Securities,  is 
focusing  on  a  pharmaceutical  biggie: 
Pfizer  (pfe). 

The  stock,  like  that  of  many  other 
drugmakers,  has  been  on  the  rise: 
Trading  above  77  on  Jan.  13,  Pfizer  is 
close  to  its  52-week  high  of  80.  How 
much  higher  will  it 
go?  "It  should  hit 
100  in  a  year,"  in- 
sists Rabinowitz. 
One  event  he's 
banking  on:  Food 
&  Drug  Adminis- 
tration approval 
this  spring  of  Via- 
gra, Pfizer's  reme- 
dy for  impotence. 

"Viagra  could 
be  the  biggest 
drug  in  Pfizer's 
history,"  argues  Rabinowitz.  He  says 
investors  have  yet  to  zero  in  on  Via- 
gra's  impact  on  Pfizer's  earnings.  The 
fda  has  slated  the  drug  for  "expedited 
review,"  meaning  the  process  will  take 
six  months.  Viagra  filed  in  September. 
Says  analyst  Jami  Rubin  of  Schroder  & 
Co.:  "That  enhances  our  1998  earnings 
estimate  of  $2.04  a  share,  with  room 
for  upward  revisions." 

Rubin  had  assumed  Viagra  revenues 
of  $75  million  this  year.  "We  now  believe 
sales  could  approach  $200  million  to 
$300  million  if  approval  comes  by  April 
or  May,"  she  says.  Rubin  says  that  Via- 
gra, an  oral  therapy,  in  a  few  years 
could  produce  annual  sales  in  the  $2 
billion-plus  range.  Considering  its  "easy 
oral  administration  and  lack  of  side  ef- 
fects, Viagra  will  address  a  major  unmet 
medical  need,"  says  Rubin.  She  notes 
that  the  clinical  data  suggest  an  80% 
improvement,  on  average,  in  erectile 
function  when  a  man  takes  Viagra.  A 
smaller  company,  Zonagen,  has  also 
come  out  with  an  impotence  pill  called 
Vasomex  (BW— Sept.  29). 

Pfizer's  pnce-earnings  ratio  is  among 
the  industry's  highest:  38  times  1998 


RABINOWITZ: 

"Viagra  will  be  a 
blockbuster" 


earnings.  No  matter,  says  Rabinow 
"Viagra  will  be  a  blockbuster." 

MELLON  LOOKS 
RIPER  FOR  PICKING 

Don't  count  out  a  Mellon  deal.  So 
some  pros  who  think  the  U.  S 
holding  company  will  hold  more  t£ 
with  Bank  of  New  York. 

Shares  of  Mellon  Bank  (mel) 
been  on  a  roller-coaster  since  spr 
because  of  rumors.  Down  to  46  in 
gust,  the  stock  shot  to  63  in  Deceml 
Mellon  had  been  close  to  a  pact  to 
bought  by  Bank  of  New  York.  But 
cigar.  Talks  fell  apart,  and  the  st 
dropped  to  53  in  mid-December. 

Since  then,  Mellon  has  recover 
climbing  to  59  on  Jan.  13.  "I  believ 
deal  will  be  done  early  this  year,  m 
likely  with  Bank  of  New  York,"  s; 
PaineWebber  analyst  Ruchi  Mad 
Chances  are  good,  she  says,  that  b 
parties  will  welcome  talks,  "given  h 
compelling  the  combination  would  t 
Madan  says  she  wouldn't  be  surpri 
if  talks  have  re- 
sumed. One  rea-  AND  THE  RUMOR 
son  for  a  re-  ARE  RIFE 
sumption:  Mellon 
CEO  Frank  Ca- 
houet's  contract 
expires  at  the  end 
of  1998.  Madan 
thinks  Bank  of 
New  York  may 
agree  to  have  Ca- 
houet  serve  as 
CEO  of  the  joint 
entity  until  then, 
when  its  own  ceo, 
Thomas  Renyi, 
takes  over. 

When  Mellon 
was  highlighted  in  tlfis  column  on  Jij 
30,  the  price  discussed  was  55.  1| 
stock  was  then  45.  Now  it's  worth 
in  a  buyout,  say  those  who  tagged  IV 
Ion  as  a  target  in  June. 

Madan  says  NationsBank,  Ch 
Manhattan,  First  Union,  and  North 
Trust  are  also  suitors.  But  from  IV 
Ion's  perspective,  a  deal  with  Bank 
New  York  would  be  best  because  of 
synergy.  The  joint  company  would 
tract  a  higher  p-e,  Madan  says.  A  IV 
Ion  spokesman  says:  "We  are  among 
best  performing  banks  today,  and  1 
believe  our  independence  provides 
best  framework  to  build  value  for 
shareholders."  He  declined  comment 
the  Bank  of  New  York  rumor. 
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So, 

credits  your  project 

for  higher  productivity 

a  better  corporate  image 

and  helping  to  double  sales. 


What  do  you  want  -  an  award? 


Enter  the  Annual  Business  Week/Architectural  Record  Awards. 


rchitectural  solutions  that  build  a  client's  bottom 
deserve  just  that  -  an  award  of  international 
ding.  The  Annual  Business  Week/Architectural 
)rd  Awards,  sponsored  by  The  American  Institute 
\rchitects,  honors  the  achievement  of  business 
Is  through  architecture  and  distinguished 
aboration  between  clients  and  architects, 
idges  include  major  business  leaders  and 
>wned  architects.  Categories  include  interiors,  new 


construction  or  renovation  projects  with  budgets 
ranging  from  under  $1  million  to  $25  million  plus. 
Award  recipients  are  featured  in  both  Business  Week  and 
Architectural  Record,  read  by  more  than  six  million  of  the 
most  influential  people  in  business  and  design. 

Get  what  you  deserve.  For  registration  information,  call 
888-242-4240.  Outside  the  U.S.,  call  202-682-3205.  Or 
go  to  www.aiaonline.com.  Register  by  March  16,  1998. 
Submissions  must  be  postmarked  by  April  17,  1998. 


BusinessWeek 


ARCHITECTURAL 

RECORD 


THE  AMERICAN  INSTITUTE  OF  ARCHITECTS 


Information  Technology 


THE  INTERNET 


THE  VIRTUAL  MALL 
GETS  REAL 


Online  buying  is  expected 
to  hit  $4.8  billion  in  '98,  and 
the  Net  may  now  be  the 
place  retailers  have  to  be 

For  the  past  two  months,  Office  De- 
pot Inc.  has  been  using  the  image 
of  Dilbert,  the  cartoon  character, 
in  its  advertising  to  help  sell 
everything  from  staples  to  personal 
computers.  But  now,  the  wisecracking 
Dilbert  is  going  interactive.  On  Jan.  16, 
when  Office  Depot  launches  its  online 
store,  the  cartoon  character  will  double 
as  a  sales  clerk  who  helps  cybershop- 
pers  find  what  they're  looking  for  and 
walks  them  through  their  first  online 
purchase.  Office  Depot  figures  Dilbert 
may  make  the  experience  easier  as  a 
new  crop  of  shoppers  flocks  to  the  Net 
this  year.  "People  have  voted  with  their 
mouse  clicks  that  if  you  make  it  more 
convenient,  they  will  come,"  says  Paul 
Gaffney,  Office  Depot's  vice-president 
for  systems  development.  "There  is  a 
huge  opportunity  here." 

Indeed,  online  sales  have  never  been 
better.  In  the  quarter  just  ended,  cy- 
bernauts  snapped  up  everything  from 
airline  tickets  to  tennis  rackets,  to  the 
tune  of  nearly  $1  billion — twice  the  vol- 
ume for  the  same  period  a  year  ago 
and  higher  than  any  previous  quarter, 
according  to  Forrester  Research  Inc. 
Experts  now  say  that  1998  is  the  year 
when  electronic  commerce  could  finally 
begin  to  fulfill  its  promise  as  a  vast  new 
marketplace.  Online  sales  are  project- 
ed to  reach  $4.8  billion  this  year,  double 
that  of  1997.  "We're  moving  people  from 
being  window-shoppers  to  buyers,"  says 
Robert  W.  Pittman,  president  of  Amer- 
ica Online  Networks,  the  division  that 
runs  the  No.  1  online  service. 

So  whose  virtual  cash  registers  are 
ringing  in  the  New  Year?  The  early 
winners  are  those  hawking  computers 
and  other  high-tech  gear — $863  million 
worth  in  1997,  a  total  that's  expected  to 
grow  85%  this  year,  to  some  $1.6  billion. 
Dell  Computer  Corp.  is  the  PC  king  on 
the  Net,  selling  an  average  of  $3  million 
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a  day.  But  even  lesser-knowns  are 
making  hay.  Computer  reseller 
necx,  based  in  Peabody,  Mass.,  sold 
$60  million  on  the  Web  in  1997,  a 
fivefold  jump  over  the  previous  year.  > 

The  computer  crowd  won't  hold 
sway  forever.  Sales  of  everything 
from  music  CDs  to  shoes  are  on  the 
upswing.  But  the  biggest  corner  of  ,;' 
cyberspace  activity  could  be  in  travel. 
Web  merchants  selling  airline  tickets 
and  booking  hotel  and  car  reservations 
accounted  for  $654  million  in  sales  last 
year.  Travelocity,  Preview  Travel,  and 
Microsoft's  Expedia,  for  example,  are 
booking  more  than  $2  million  a  week,  on 
average.  And  Travelocity  says  it  has 
topped  $3  million  several  times  in  recent 
months.  It  could  get  better  yet.  By 
1999,  travel  is  expected  to  be  the  No.  1 
electronic  commerce  category,  with  some 
$2.8  billion  in  total  sales,  according  to 
Forrester. 

OPEN  WINDOW.  Why  are  online  sales 
taking  off?  For  one,  the  number  of  U.  S. 
households  dialing  into  the  Web  is  on  an 
upward  path:  from  20  million  in  1997 
to  an  expected  26  million  by  the  end  of 
1998,  says  market  researcher  Yankee 
Group  Inc.  That  has  prompted  a  slew  of 
brand-name  companies  to  open  shop,  in- 
cluding Bloomingdale's,  the  Gap,  Sears, 
and  Clinique — which,  in  turn,  draws 
more  shoppers.  "This  is  a  great  way  to 
get  to  a  large  number  of  people,"  says 
Angela  Kapp,  vice-president  for  special 
markets  and  new  media  for  Estee  Laud- 
er Inc.,  which  owns  Clinique.  "There  is  a 
window  of  opportuni- 
ty here  now." 


Just  so.  Merchants  hopping  on  tj 
Net  say  that  some  of  the  impetus  % 
seeing  the  success  of  early  pioneer 
such  as  Amazon.com.  The  Seattle-basK 
startup  was  the  first  to  open  a  med* 
bookstore  online,  offering  2.5  million  f 
ties — more  than  any  bricks-and-morf' 
counterpart.  Amazon's  huge  seleeticij 
easy-to-use  site,  and  hacker-free  trac 
record  helped  propel  1997  sales  to  J 
expected  $131.7  million,  up  from  $la 
million  a  year  ago,  estimates  HambrecB 


KEY 

CATEGORIES 

PC  HARDWARE  AND  SALES 
TRAVEL 
ENTERTAINMENT 
BOOKS  AND  MUSIC 


GIFTS,  FLOWERS, 
AND  GREETINGS 


1997*  2 

MILLIONS  OF  DOl 

$863  $2,1 

654  4,1 

298 
156 
149 
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ist  Inc.  Now,  Barnes  &  Noble  Inc. 
iting  back,  investing  in  its  own  In- 
t  site,  and  bookseller  Borders  Inc. 
lans  for  the  Web,  too. 
e  lesson:  Getting  on  the  Net  early 
e  a  huge  advantage,  especially  for 
startups.  Even  big-name  retailers 
afford  to  wait.  "I'm  constantly 
pounding  the  tables,  telling 
I  fe^.   the    companies  whose 
H|  boards  I  sit  on,  "Don't 


1997*  2000* 

MILLIONS  OF  DOLLARS 


FOOTWEAR 


92  361 


ERAGES 


90  354 


IDS 

ECTRONICS 
HOME,  ETC. 


get  Amazoned,' "  says  James  F.  McCann, 
president  of  1-800-flowers,  which  has 
been  selling  online  for  three  years. 
Clearly,  cybershoppers  have  signaled 
they  won't  wait  for  the  brand  names  if 
Net  startups  can  offer  a  good  selection, 
discounts,  convenience,  and  security. 
Danielle  Battle,  a  housewife  in  Bed- 
ford, Mass.,  is  a  point  in  case.  She  has 
spent  about  $1,500  over  the  past  cou- 
(  pie  of  years  at  fledgling  online  stores, 
.  including  Amazon.  "With  the  modem 
i  and  the  PC,  you  have  the  world  be- 
fore you,"  she  says.  "It  is  a  bit  of 
;  fun  and  a  big  convenience." 
WISH  LIST.  It's  also  getting  more  cus- 
tomer-friendly by  the  day.  In  recent 
months,  many  Web-site  operators 
have  gotten  smarter  about  how  to 
appeal  to  buyers.  Walt  Disney  Co.'s 
site,  for  example,  has  made  it  easy  to 
find  shopping  online  by  putting  links 
to  its  virtual  store  on  the  opening  page 
of  its  site — no  more  plowing  through 
Web  page  after  Web  page.  And  this 
week,  iQvc,  the  online  division  of  qvc 
Inc.,  launched  a  separate  section  on  its 
site  called  Gemsandjewels.com  that  of- 
fers general  information  about  gold  and 
stone  cuttings,  qvc  also  features  a  new 
service  that  lets  visitors  set  up  a  wish 
list  of  items  friends  or  family  can  look 
through  when  searching  for  a  gift. 

At  the  same  time,  merchants  are 
streamlining  the  online  shopping  expe- 
rience with  better  technology.  They 
have  improved  so-called  cybershopping 
carts  that  let  consumer's  put  the  prod- 
ucts they  want  in  a  virtual  basket.  That 
way,  shoppers  can  continue  browsing 
the  site  rather  than  having  to  pay  for 
each  product  before  selecting  the  next 
one  on  that  site.  And  merchants,  such  as 
Amazon  and  L.  L.  Bean,  are  using  pass- 
words to  preserve  billing  and  credit- 
card  information  so  that  once  shoppers 
register  at  a  site,  they  don't  have  to 
fill  in  that  data  again. 

E-merchants  also  are  making  head- 
way in  figuring  out  how  to  grab  Web 
surfers'  attention.  Many  online  mer- 
chants have  begun  using  the  heavily 


A  BILLIONS  OF  DOLLARS 


trafficked  Net  search  engine  sites  as  a 
springboard  to  their  sites.  Consumers 
using  No.  1  search  engine  Yahoo!,  for 
example,  can  click  on  an  icon  that  links 
directly  to  Hallmark  Cards  Inc.'s  Web 
site,  where  the  greeting-card  company 
offers  17,000  graphics  and  messages — 
some  for  free  and  others  for  a  fee.  And 
Yahoo!,  aol,  Lycos,  Infoseek,  and  Ex- 
cite! have  all  introduced  or  redesigned 
shopping  areas  to  highlight  specific  on- 
line shops,  such  as  Eddie  Bauer,  Barnes 
&  Noble,  or  J.  C.  Penney.  Merchants 
can  pay  millions  of  dollars  for  top  billing 
on  these  popular  sites.  "From  a  retail- 
er's perspective,  you  can  build  a  great 
store,  but  if  the  traffic  isn't  there,  it's 
like  a  phone  number  in  the  white 
pages,"  says  AOL's  Pittman.  "You've  got 
to  be  where  the  people  are." 
SECURITY  FEARS.  Even  with  the  im- 
provements, shopping  online  isn't  al- 
ways a  breeze.  Consumers  still  have  to 
type  in  order  forms  at  each  separate 
site.  And  the  Web  has  a  ways  to  go 
before  it  delivers  on  the  promise  of 
easy-to-find  goods  for  every  taste  and 
price  range.  In  November,  Yahoo!  and 
Excite  introduced  shopping  tools  that 
are  designed  to  search  according  to 
price  or  product.  Still,  they  include  only 
a  few  hundred  merchants.  Technology 
that  can  scour  the  entire  Web  and  the 
thousands  of  shops  out  there  isn't  avail- 
able yet.  And  it's  still  hard  to  judge 
colors  and  sizes  on  Web  pages.  "I'm 
waiting  for  the  online  avatar  that  can 
make  suggestions  and  show  me  how 
things  look  on  me,"  says  Harold  Wol- 
handler,  director  of  research  at  Activ- 
Media  Inc.,  a  technology  consultant 
based  in  Peterborough,  N.  H. 

Concerns  also  linger  about  security, 
especially  among  those  consumers  who 
are  new  to  the  Web.  Technology  devel- 
oped by  Visa  usa  Inc.  and  MasterCard 
International  Inc.  that  outlines  how 
credit-card  transactions  are  handled  by 
merchants  and  banks  is  still  in  the  test- 
ing phase.  That  means  that  the  mar- 
keting machines  of  two  of  the  most 
trusted  credit-card  companies  haven't 
begun  pushing  consumers  to  buy  on- 
line— yet. 

Still,  some  experts  say  the  grassroots 
growth  of  cybershoppers  is  almost  mak- 
ing the  endorsement  by  credit-card  com- 
panies a  non-issue,  especially  when  gi- 
ants such  as  at&t  and  ibm  are  pushing- 
electronic  commerce  in  TV  and  print  ads. 
That  could  help  put  the  Internet  on  any 
savvy  shopper's  list  of  places  to  shop 
till  they  drop. 

By  Heather  Green  in  New  York,  Gail 
DeGeorge  in  Miami,  and  Amy  Barrett 
in  Philadelphia 
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Menswear/ Apparel 
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Embroidered  Denim  Shirts  as  Low  As 

(Order  as  lew  as  6  shirts  for  $174,001 

FREE  Catalog  Features: 

|  Caps.  Jackets  Sport  Shirts  &  More 

800-670-3050  Fa<  isio>  781-3906 

$18-95 

ASPEN  RIVER 

Corporate  Gifts/Premiums 


This  is 
AME 


YOU'RE  ALLOWED  TO 
SHOP  FOR  200  FEN  SETS 
AT  I  A.M.  IF  YOU  WANT  TO. 


PR0M0MART 

http://www.promomart.com/bw 

Your  imprinted  business  gift  cyberstore 

Enter  the  monthly  drawing 
tor  $1,000  In  tree  stuff! 

Visit  www.promomart.com/bw 


Business  Services 


INCORPORATE 
BY  PHONE!  "S* 


For  as  little  as  $39  plus  state  fees 
we  will  form  your  Corporation  or  LLC 
in  any  state.  Last  year  our  compa- 
nies incorporated  over  100,000 
businesses.  We  specialize  in 
assisting  first-time  incorporators. 

In  as  little  as  5  minutes  over 
the  phone  we'll  take  your  order  and 
in  most  states  you  will  be  incorpo- 
rated in  just  24-48  hours.  No  forms 
to  fill  out.  we  do  all  the  work! 

Call  now  to  set  up  your  company 
or  get  our  free  guide  to  incorpo- 
rating today! 

800-877-4224 

302-998-0598  •  FAX  302-998-7078 
www.corporrjte.com  •  CompuServe:  GO  INC 
Email:  info@corporate.com 

CORPORATE  AGENTS,  INC. 

Since  1899 


c 


We  incorporate  everybody.' 


Menswear/Fashion 


MEN'S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

•  FREE  catalog 

•  High  quality 

•  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55A  Hmgham  MA  02043 
1-800-992-wide  www.wideshoes.com 


Business  Services 


SAVE  30%  to  50% 


3  TO-A  PAGE 

Business  (".hi  <  ks 
& 

Laser/InkJet 

G  >mputer  Checks 

(  .ill  for  .i  FREE  brochure 

1-800-239-4087 

Designer  Checks 

www  designerchecks.com 


100%  SATISFACTION  GUARANTEED 


TAX  FREE  NEVADA 


You  have  undoubtedly  already  learned  of  the 
great  benefits  of  incorporating  in  Nevada  Now 
learn  about  our  low-cost  incorporation  and 
valuable  support  services  for  small  busi- 
nesses. Wyoming  and  offshore  services  too. 
FREE  INFORMATION.  CALL  TODAY! 


Carson  Registered  Agents,  Inc. 
TOLL  FREE  (888)  330-4020 
www.inc-america.com-. 


INCORPORATE 


FREE  Information 
All  US  Stales  and  Offshore 
Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations.com 


TRADEMARK 


Business  Opportunities 


f    $350K+  Potential  > 
Annually  from  your 
own  HOME-BASED 
BUSINESS  calling 
4  pre-qualified  leads 
per  day 

•  One-time  start-up  less  than  $10K 
•  Rapid  ROI-$75K  possible  first 

few  months  closing  five 
$7,500  sales  per  month 

•  Proven  lead  generation  program 

•  Work  from  phone,  fax 
•  Complete  training 
No  inventory,  no  meetings,  not  MLM 

1-800-432-0018,  Ext.  5252 
v   FREEDOM  ASSOCIATES  > 


MAKE  MONEY  AS  A 
BUSINESS  FINANCE 
CONSULTANT 


Arrange  Business  Loans  and 
Equipment  Leasestrom  SLOOOto 
S10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

The  Loan  Consultants,  Inc. 


Independent  Consultants 
Grow  Your  Own  Practice 


Promote  our  innovative  approach 
for  rapid  business  transformation 
Ongoing  training  &  support 
provided  Proven  business 
development  track  record  required. 

Explore  via: 
www.operationalimpact.com 
Fax  resume  to:  860-688-0378 


MADE  OVER  $1,000,000 
LAST  YEAR... 


...in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system.  Call  my 


24  Hr.  Hotline  800-367-3881 


Franchising 


Franchise 

your  business! 

Call  for  information  about 
"Franchise  Your  Business"  seminars, 
or  information  on  franchising 

Francorp" 

Specialists  in  Franchise  Development  BW 

1  -SOP-FRANCHISE  (1  ■800-372-6244)^ 


WINDOW  OF  OPPORTUNE 


We  are  the  largest  publishers  ol' 
designed  media  lor  Realtors  thn 
the  USA  Our  publication  is  sometll 
the)  must  have  High  Income  Poteil 
•  Low  Overhead  •  Heavy  Obligatl 
Factor  •  No  Royalties  *  Very  Qm 
Return  On  Investment  •  Strong  Supi 
System  Imesiment  required,  wr 
includes  inventory  necessary  to  si 
Call  (OPI) 

1 


1-800-984-939 


Internet  Goldmine 


♦  Make  over  JIOOK  your  1st  year  < 

♦  Guaranteed  Monthly  Payouts!1  j 

♦  No  Selling  ♦  Not  Multi-Lew] 

♦  Low  Start-up  ♦  Proven  Resul] 


Hit*  7  (888) 

l,'?lui".,M  788-INET 


Business  Services 


Protect  your 
Intellectual  Property 

before  you  take  the  next  step. .  .ii 

Secure  your  valuable  and  original  idea 
business  plans,  innovations  &  creation! 
For  info  call  or  visa 

The  Intellectual  Vault 
1-888-698-2858  www.mvvault.ojl 


Corporate  Gifts 


Keep  Your  ROLE)* 
Watch  Running! 


Get  An 
Watch  winder.* 


The  perfect  accessory-  for  ROLEXJ 
watch  owners.  No  need  to  reset  1] 
time,  day,  date,  etc.  Silent  operatio 
Fine  hardwood  or  leather  case.  j 

800-800-4436 

Shipping  and  handling  included 

•Not  associated  with  Rolex  Watch,  U.S.A.  1 
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usiness  Services 


SINESS  PLANS 


nized  Business  Plans  Foi 
3A     •  Venture  Capital 
•  Private  l^oans 
sn  by  Corporate  Attorney 

100-963-2453 

Call  for  quotations 


nancial  Services 


ivate  Capital 
Available 


Estate  Dev.,  Business 
riding.  Seed  Capital, 
III.'  Properties,  Credit 
nes,  Equity  &  Debt 

Cap  410-820-6713 


ication/lnstruction 


by  Distance  Learning 

i  university  offers  accredited  MBA;  no 
}  GMAT  needed  Chosen  by  Economist 
Init  as  one  of  world's  best  MBA  programs 
TT  UNIVERSITY  I  (800)  MBA-0707 
can  Distributor  I  »  Ask  for  ext.  20 
on  St,  Suite  2,  El  Cerrito,  CA  94530 
iate  FaxBack  literature:  from  your 
e's  phone,  call  (510)  486-8900. 


ication/lnstruction 


st  A  College 
ree  In  27  Days 

'  MS/  MBA/  PhD.,  etc 

;  graduation  nng,  transcnpt. 
i.  Yes.  it's  real,  legal. 
?ed  and  accredited. 
tibia  State  University 

0-689-8647  24WS 


ersity  Degrees 


d  Self  Paced  Home  Study 
>  Bachelors  Masters  Doctors 

n:  Business  Admin  Public  Admin 
re  Admin,  Human  Resources, 
K'l  Business,  Tech  Mgmt,  Law, 
Psychology,  Computer  Science 
ttp://www.scups.edu 
ail:  enroll@scups.edu 
BOO/477-2254  (24  hrs) 
ern  California  University 
Professional  Studies 
r  St-BW,  Santa  Ana.  CA  92705 


Computer  Software 


http://www. 

datamining.com 


Automatically  Find 
Unexpected  Patterns  in 
Large  Databases 


Blackjack 

Win  big  in  any  casino! 

Incredible,  new,  high-tech 
PC  /  Mac  strategy  software 
absolutely  guarantees  the 
winning  advantage  with  a 
y.,  200%  money  back  guarantee! 
A  j**  FREE  BROCHURE  ** 
"  800-773-8S43  Ext-20 


Int'l  Marketing/Consulting 


CHINA 


Exxe  International  Inc.  China  Business  Consultants 
Establish  your  Manufacturing  Facility  or  Branch  Office 
in  China  -  U.S.  Owned  or  U.S.  /  Chinese  joint  Venture 


Tel:  (714)  260-4920 
E-mail:  Exn@aol.com 


Fax:  (714)  260-4799 
Http://www.exxeintl.com 


Do  Business  in  Japan 

China.  Malaysia,  Hong  Kong.  Singapore 
Staples  Technology  Research 

John  Staples  Ph.D. 
713-266-8800  •  415-964-8800 


WORLDWIDE 


Count  on  us  for  your 
international  growth 

•  Global  strategic  planning  advisors 

•  Worldwide  business  development 

•  Joint  ventures  &  strategic  alliances 
Marint  Co.  714-248-2484 
E-mail:  sal@Marint.c07n 


Publishing  Services 


Publish  Your  Book 

7,'i-year  tradition  of  quality.  Subsidv 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  write  Dorrance- 
BW,  (.43  Smithfield,  Pittsburgh,  PA 
or  call  1-800-695-9599 


Computer  Equipment 


Secure  Only  The  Computers 
You  Want  To  Keep! 

Secure-It.  Inc  is  a  leader  in  computer  secunty.     They  can  suggest  an  existing  package,  or 
having  the  highest  quality  and  the  largest  assemble  a  special  package  just  for  you 

selection  of  products  to  suit  your  needs  Our        ^     Secure  your: 
computer  secunty  staff  is  ready  to  assist  you  in      •  Notebooks    •  Internal  Boards    •  CD  Soms 
solving  your  problem  to  minimize  your  nsk  *  Desktops      •  Disk  Dines        •  fir 

•  Peripherals 

For  a  FREE  consultation,  or  a  FREE  catalog.. .Call  Today! 
800  451  7592  Dept.  BW 

I)  ISMop/eCourt  fos/ longmeooV  AM  OI028,USt  Phone  413525  7039  tot  413 '525  8807 
Deoler  inquiries  invited  •  Mastercard  accepted 


Travel/Cruises 


teaches  cruisers  how  to  get  the  best 
cabin,  the  best  service  -  and  the  lowest 
prices  on  cruises.  Yours  FREE.  Call: 
Park  Place  Travel 
Call  Toll  Free  (888)  278-4790 

  Open  7  Days/Wk  •  From  10  AM   


Investment  Services 


PROTECT 
YOUR  PROFITS! 

Here's  how.  Read  the 
Agressive  Investor 

Three  months  $55 
One  year  $195 

The  Agressive  Investor 

P.O.  Box  4011 
Ceritos,  Ca.  90703-401 1 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpra       Draft  I  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Platters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Relurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham.  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1108 
800/638-4833  •  E-mail  sales@dasher  com 


Internet  Products 


...finally,  an  Internet  Solution 
that  works  for  your  business 

>  Use  our  Product  to  Connect  Your 
Entire  Business  w/ one  $19  95 
Internet  access  account  &  one  dial 
up  or  dedicated  line 

>  Increased  speed  of  Connections  for 
all  Can  work  w/  or  replace  a  Router 

>  Absolute  Secunty  with  our  built-in 
Firewall 


NetWol 


VWVW  NetWotves  Com 

call  for  Free  Brochure  888  NetWolves 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes, 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


Computer  in  every  dorm  room 
Full  athletic  program 
Band,  Fine  Arts,  and  Aviation 
Affordable  Tuition 

Located  on  Lake  Lanier  in  North  GA 
www  cadet  com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


The  Corporation 


STRATEGIES 


LOUD  NOISES  AT 
BOMBARDIER 


The  company  is  counting 
on  everything  from  jets 
to  souped-up  golf  carts  to 
get  it  back  on  track 

For  Laurent  Beaudoin,  the  59- 
year-old  chief  executive  of 
Montreal-based  Bom- 
bardier Inc.,  1997 
was  a  bumpy  ride.  First, 
Bombardier's  Sea- 
Doo,   a  sit-down 
water  bike  that 
had  blasted 
past  stand- 
up  models 
like  Kawasaki 
Heavy  Indus- 
tries Ltd.'s  Jet 
to  sales  growth  of 
more  than  30%  a  year, 
began  to  sputter.  By  Au- 
gust, a  growing  chorus  of 
complaints  about  waterway  con- 
gestion, noise,  and  safety  had 
forced  Bombardier  to  cut  production, 
and  unhappy  investors  were  selling 
stock.  Some  $1  billion  in  market  value 
disappeared  in  a  few  weeks. 

The  next  month,  stockholders  were 
rocked  again  when  a  political  flap  cost 
the  company's  mass  transit  division  a 
lucrative  Mexican  subway  car  contract. 
These  troubles,  combined  with  Bom- 
bardier's long  struggle  to  turn  around 
its  money-losing  Learjet  Div.,  ended  the 
company's  hot  growth  streak.  After  a 
five-year  ride  in  which  operating  profits 
raced  ahead  by  an  average  39%  a  year, 
the  maker  of  trains,  planes,  and  snow- 
mobiles had  been  stopped  cold.  Net 
earnings  for  the  fiscal  year  ending  this 
month  are  expected  to  be  flat  at  $285 
million,  on  a  paltry  5%  sales  gain,  to 
$5.9  billion.  And  at  around  19,  Bom- 
bardier stock  remains  roughly  20%  be- 
low its  mid- 1997  high. 

None  of  that  means  Beaudoin  is 
swearing  off  risky  innovations  such  as 
the  Sea-Doo.  Instead,  he's  diving  in 
deeper.  To  rev  Bombardier  back  up,  he's 
counting  on  a  bevy  of  new  products — 


Bea  mini  n 
is  committee 
to  innovation 

everything  from  the  Global  Express,  a 
top-of-the-line  corporate  jet,  to  a  new 
series  of  New  York  City  subway  cars. 

That  has  convinced  some  investors 
that  Bombardier's  setback  is  nothing  but 
a  short-lived  squall.  Indeed,  analyst  Pe- 
ter A.  Rozenberg  of  Toronto's  TD  Secu- 
rities Inc.  forecasts  net  income  will  rise 
33%  for  the  coming  fiscal  year,  to  $377.8 
million,  as  sales  grow  24%,  to  $7.3  billion. 
Adds  John  G.  Ambrose,  a  portfolio  man- 
ager with  Toronto's  Nigel  Stephens,  one 
of  Bombardier's  largest  shareholders: 
"The  stock  market  is  focusing  on  the 
disappointing  results  in  personal  water- 
craft,  but  seems  to  be  ignoring  other 


aspects  of  the  company  which  h£e 
much  better  growth  potential." 

Certainly,  Beaudoin  appears  to  tap 
good  reason  to  be  unruffled:  He  Is 
faced  much  worse.  In  1973,  eight  yeJjj 
after  he  took  charge  at  age  27,  the  ecl 
pany's  Ski-Doo  snowmobiles  came  i| 
der  attack  as  unsafe,  polluting  gas-gt 
zlers.  As  the  energy  crisis  ground  I 
Ski-Doo  sales — then  more  than  90%| 
Bombardier's  $127  million  in  annual  rk 
enues — began  to  melt  away. 
"A  HUGE  LEAP."  Beaudoin  determiif 
to  diversify.  Over  the  next  two  decadl 
he  engineered  a  series  of  ambitious  pi 
chases  that  have  built  Bombardier  infra 
premier  worldwide  manufacturer  ft 
transportation  equipment.  The  shift  l| 
brought  balance  to  Bombardies 
product  line — and  kudos  for  I 
ceo.  Beaudoin  has  "done  a  I 
markable  job  moving  fr<§ 
snowmobiles  to  Global  L- 
presses,"  says  Joe  Leii- 
ard,  president  of  le 
aerospace  mark- 
ing unit  of  Bo^ 
bardier  pal 
ner  Allii 
Signal  It 
"That  isl 
huge  leap." 
Much  of  te 
company's  growth  liir 
come  from  new  pr<| 
ucts,  long  its  forte.  Snoi 
mobiles  were  primitive  a| 
cumbersome  devices  until  % 
ventor  J.  Armand  Bombardier  $ 
ured  out  in  the  late  1950s  howff, 
mass-produce  a  user-friendly  model.  rI 
day.  Bombardier's  annual  snowmobg 
sales  top  $400  million.  Beaudoin,  tl 
son-in-law  who  took  the  helm  a  ye| 
after  the  inventor  died,  has  continued! 
innovate.  "We're  selling  technology,  af 
we're  selling  new  products,"  he  sajjj 
"That's  what  makes  us  a  success." 

But  will  Bombardier  be  able  to  kef 
it  up?  This  year's  offerings  start  w| 
the  Learjet  45,  a  midsize  plane  pricl 
like  a  light  jet  but  capable  of  nonstl 
transcontinental  flights.  The  $8  mill:! 
plane  boasts  135  orders  outstandhl 
Hitting  the  tarmac  in  2000  will  bel 
plane  with  even  greater  potential:  tl 
70-seat  Canadair  Regional  Jet  Serj 
700.  Already,  it  has  won  over  such  c 
tomers  as  American  Eagle,  the  co, 
muter  division  of  American  Airlines  Ii 
which  has  25  on  order.  "Bombardier  < 
a  very  good  job  of  listening  to  us  ab( 
the  customer  features,"  says  Peter 
Pappas,  American  Eagle's  senior  vi 
president  for  planning,  who  praises  t 
plane's  large  windows  and  ease  of  s 
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Gives  direction  to  international  travelers. 


Gives  direction  to  international  investors. 

L.   •   .  ■'■-.A 


ne-third  of  all  mutual  fund  investors  believe  the  greatest  growth  opportunities  in  the  next  year  are  outside  the  U.S. 
Want  to  know  which  way  to  go?  For  inf  ormation  on  this  no-load  fund,  call  1  -800-333-1001 .  Dept.  A828 
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Average  Annual  Total  Returns  as  of  9/30/97* 

BERGER/BIAM  INTERNATIONAL  FUND*  -  15.7%foroneyeoJ3.7%forthiBeyeai3l3.4%forkyearsandl3.4%sinceinceplion 
MSCI  EAFE  INDEX1  -  12.596  for  one  year,  9-296  for  three  years  12.796  for  five  years  ond  5.1%  since  7/31/89 


ains" 


Past  performance  is  no  guarantee  of  future  results.  The  returns  shown  are'historical  and  in  part  reflect  the  performance  of  a  pool  of  assets  advised  by  the  Fund's  subadvisor,  Bonk  of  Ireland 
gement  (U.S.)  Limited  ("BIAM")  for  periods  before  the  Fund  commenced  operations  on  October  11, 1996,  adjusted  to  reflect  any  increased  expenses  associated  with  operating  the  Fund.  The  asset 
Dt  registered  with  the  Securities  and  Exchange  Commission  and  therefore  was  not  subject  to  the  investments  restrictions  imposed  by  law  on  registered  mutual  funds.  If  the  pool  had  been  registered 
once  might  have  been  adversely  affected.  Investment  return  and  share  price  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  the  original  cost.  The  special  risks  involved  in  foreign 
uch  as  currency  fluctuations  and  political  ond  economic  uncertainty,  are  discussed  further  in  the  prospectus.  Investments  in  the  Berger/BIAM  International  Fund  are  not  insured  by  the  Federal  Deposit 
.orporation,  are  not  deposits,  and  are  not  obligations  of,  or  endorsed  or  guaranteed  in  any  way  by,  any  bank.  tThe  Morgan  Stanley  Europe,  Australasia,  and  FajjEasf;(EAFE):  index  is  a  market 
ion  weighted  index  composed  of  companies  representative  of  the  market  structure  of  20  Developed  Market  countries.  You  can  not  invest  directly  in  on  index.  Berger  Distributors,  Inc. 
tor.  ©1997  Berger  Associates,  Inc.  Call  for  a  prospectus  containing  more  complete  information  including  oil  management  fees  and  expenses.  Read  it  carefully  before  investing.  .. 

www.bergerfunds.com  EXEC  A828 


Early  California  Landmark  ♦  Magnificent  Spanish  Gardens 


Professional  Artists'  Studios  ♦ 
Unique  Shops  ♦  Restaurant 

Open  to  the  public  Monday— Saturday,  10am— 5pm 
75  Arbor  Road,  Menlo  Park,  CA  94025 

take  El  Camino  to  end  of  Cambridge 

For  information,  call  41 5*322*2405 
For  restaurant  reservations,  call  415*324*2588 

The  Allied  Arts  Guild  is  managed  by  the  volunteers  ofWoodside—Atherton  Auxiliary, 
benefitting  Lucile  Salter  Packard  Children's  Hospital  at  Stanford 


Lucile  Salter  Packard 
Children's  Hospital  at  Stanford 


The  New  Standard 


Isn't  Gold. 


f 


gags  <m 

SINCE 


Credit  line  up  to 

$100,000 


MBNA  Platinum  Plus  .  .  . 
the  only  card  you'll  ever  need. 


►  No  Annual  Fee 

►  5.9%  Fixed  Introductory  Annual  Percentage 
Rate  (APR)  for  cash  advance  checks  and 
balance  transfers"!" 

►  Priority  Customer  service — 24  hours  a  day 

y  Credit  line  increase  decisions  in  1 5 
minutes  or  less 

►  $1  million  Travel  Accident  Insurance* 
y  Free  Year-End  Summary  of  Charges 

►  MBNA  Platinum  Plus  Registry — 
card  and  document  registry,  emergency 
cash  and  airline  tickets,  and  more 

y  Exclusive  MBNA  Platinum  Plus  fraud  and 
privacy  protection 

y  Free  express  delivery  for  card  replacement 

y  Supplemental  lost  checked  luggage 
protection — up  to  $3,000 


Call  1-800-358-9088  to  Request  Yours  Today! 


Please  mention  priority  code  GS2R  when  calling. 
M  B  N  A 

PLATINUM  pLUS 

the       n   c   W        S   t   u   n   d  a   r  d 


t  The  Annual  Peaentage  Race  (APR)  for  purchases  and  ATM  and  Bank  cash  advances  is  16  W  •  The  i  urrent  promotional  APR  offer  for  cash  advance  checks  and  balance  transfers  is  S  9 1  clinch  your  first 
commenting  the  month  alter  your  account  is  opened  When  your  minimum  monthly  payment  in  nut  received  by  the  close  of  the  first  complete  billing  cycle  following  its  Payment  Due  Date,  or  when  the  promotional 
occurs  first,  your  APR  lor  both  new  and  Outstanding  cash  advance  balances  (consisting  of  cash  advance  check  and  balance-  transfer  transactions)  will  be  1 6.99'.'  Transaction  lee  for  Bank  and  ATM  cash  advances  is  2(i  i 
(minimum  S2)  Transaction  lee  for  credit  card  cosh  advance  checks  is  K-f  of  well  cash  advance  (minimum  $_\  maximum  $111)  Transaction  fee  for  the  purchase  of  wire  transfers,  money  orders,  bets,  lottery  tickets,  jjid  r, 
27c  of  each  such  purchase  (minimum  $  J  >  Cash  advances  and  balance  transfers  may  not  be  used  to  pay  off  or  pa.)  down  any  MBNA  account  MBNA  may  allocate  your  monthly  payments  to  your  promotional  APR  ha  I.- 
nonpromotional  APR  balan.ds)  I  understand  that  if  this  credit  card  application  is  approved  for  an  account  with  a  credit  line  of  less  than  $5,000,  I  will  recent  a  Preferred  Card. 

*  Certain  restrictions  apply  to  this  benefit  and  others  described  in  the  materials  sent  soon  after  your  account  is  opened  Preferred  Card  Customer  benefits  differ  Year-End  Summary  of  Charges  is  not  available,  maximum 
Common  Carrier  Travel  Accident  Insurance  coverage  is  up  to  $300,000;  and  [here  are  additional  costs  tor  Registry  benefits  MasterCard  is  a  federally  registered  service  mark  of  MasterCard  International  Inc..  used 
pursuant  to  license 

MBNA  is  a  federally  registered  service  mark  of  MBNA  America  Bank,  N  A 

MBNA  America  Bank,  N.A.,  is  the  exclusive  issuer  and  administrator  of  the  Platinum  fV/n  credit  card  program 

©1997  MBNA  America  Bank,  N.A.  ADc.-HAFB-l  1/97  ADG-ll-23-97  PLM  FP 


losing  dates, 
offer  expires,  whichever 
it  each  cash  advance 
asino  gaming  chips  is 
ds)  before  your 


94-CA1 


II 


I  VIEW  PLANNED  GIFTS  A  BIT  LIKE  ORGAN 
DONATION  —  LEAVING  SOME  PART  OF  YOU  THAT 
CAN  IMPROVE  OR  EVEN  SAVE  THE  LIVES  OF  OTHERS 

AFTER  YOU'RE  GONE. 


n 


-  a  50-year-old  kidney  transplant  recipient 
and  National  Kidney  Foundation  Planned  Giving  Donor 

The  National  Kidney  Foundation  brings  help  and 
hope  to  20  million  Americans  suffering  from 
kidney  and  urinary  disease. 


For  information  on  how  to  plan  a  gift  or  bequest  contact  the 
National  Kidney  Foundation  •  30  Fast  33rd  Street  •  New  York  •■: 
NY  10016  •  1-800-622-9010 


National  Kidney 
Foundation 


;.  The  plane  has  taken  off  so  fast 
Aero  International  (Regional),  a 
)ean  consortium,  last  month  opted 
i  build  a  competitor.  Analysts  esti- 
that  sales  for  70-seaters  may  reach 
illion  over  15  years,  and  for  now, 
ardier  has  the  market  to  itself, 
jse  planes  join  strong  Bombardier 
3  like  the  Challenger  604,  a  long- 
widebody  jet  designed  to  ferry 
11  passengers  on  routes  stretching 

I,  000  miles.  Microsoft  Corp.  Chair- 
William  H.  Gates  III  recently  paid 
dllion  for  one.  Analyst  Rozenberg 
Securities  expects  pretax  profits  at 
i  billion  aerospace  division  to  soar 
n  1998,  to  $328  million. 

II,  Bombardier's  planemakers 
ust  cruise — they're  in  the  midst 
urious  dogfight  with  rival  Gulf- 
n  Aircraft  Inc.  in  the  market 
Itralong-range  corporate  jets, 
ream's  top-of-the-line  jets  have 
ieen  the  ultimate  executive  perk, 
n  Bombardier  they  face  their 
serious  head-to-head  competi- 
ret.  With  its  entrant,  the  Global 
;ss,  Bombardier  wants  to  carve  out 
er  share  of  that  market.  The  com- 
says  the  plane,  which  will  be  able 
ry  16  or  so  people  from  New  York 
yo  nonstop,  should  reach  customers 
;his  year.  Gulfstream  is  already  de- 
lg  its  newest  planes  and  has  sold 
than  70,  claiming  a  superior  cabin 
ure  system  that  will  make  long 
more  comfortable.  But  the  Global 
jss  is  expected  to  fly  faster  and 
"  and  has  won  customers  like  Las 

architect  Anthony  A.  Mamell,  de- 
r  of  the  Mirage  casino  hotel. 
Jve  really  gone  out  and  designed  a 
century  airplane,"  says  Marnell, 
flying  an  old-model  Gulfstream  but 
xlered  a  Global  Express, 
die  Bombardier  appeal's  to  be  hold- 
s  own  in  the  battle  so  far,  serious 
rns  remain  about  whether  the 
ong-range  market  will  ever  pay 
r  either  player.  Richard  T.  Santul- 
lirman  of  Executive  Jet  Inc.,  the 
it  buyer  of  corporate  jets,  believes 
nd  for  this  latest  iteration  may  be 
ng  out.  That  would  be  bad  news 
Dmbardier,  which  says  it  has  more 
73  on  order  but  must  sell  at  least 
)  break  even  on  its  investment  of 

$280  million.  Bombardier  says  it 
Its  strong  demand. 
CKET  WINS.  Concerns  about  other 
;ss  lines — particularly  Bombardiers 
oillion  transportation  unit — have 
l  to  lift.  Countering  the  stalled 
:an  effort  and  erratic  and  declining 

in  Europe  are  recent  big-ticket 
in  the  U.  S.  Bombardier  is  building 
dghly  automated  New  York  City 
ay  cars  for  nearly  $1  billion  and 
ak's  first  high-speed  trains,  set  to 


PLANES,  TRAINS,  AND  SNOWMOBILES 

Bombardier  figures  a  host  of  new  products  will  fuel  growth  in  1998 


AEROSPACE 


LEARJET  45  The  midsize  business  jet  is 
in  hot  demand.  With  135  orders  out- 
standing, factories  will  be  humming  at 
least  through  2000. 

GLOBAL  EXPRESS  ►  Bombardier's  top- 
of-the-line  executive  jet  is  late  and  faces 
a  tough  rival  in  the  Gulfstream  V,  but 
they  say  they've  presold  more  than  73. 


TRANSPORTATION 


SUBWAY  CARS  Deliveries  start  in  1999 
on  a  nearly  $1  billion  contract  for  New  York 
City  featuring  cars  with  automatic  announce- 
ments and  electronic  information  signs. 

AMERICAN  FLYER  New  high-speed  trains 
will  carry  Amtrak  passengers  from  Boston  to 
Washington  at  150  miles  per  hour  starting 
in  1999. 


CONSUMER  PRODUCTS 


SKI-DOO  ►  New  models  of  Bom- 
bardier's workhorse  snowmobile — 
which  claims  30%  of  the  North  Ameri- 
can market  and  half  of  Europe's — 
should  ensure  continued  dominance. 


-  NEIGHBORHOOD  VEHICLE 

A  souped-up,  two-passenger  golf 
cart  featuring  an  electric  motor 
capable  of  25  mph  could  forge  a 
$33  million  market  by  yearend. 


DATA.  TD  SECURITIES.,  BOMBARDIER 


hit  the  Boston-Washington  route  by 
1999,  for  $419  million.  And  Bombardier's 
Mexican  prospects  may  also  be  on  the 
rise  again.  On  Jan.  12,  Mexican  officials 
told  a  visiting  Canadian  trade  delegation 
that  bidding  for  the  subway  cars  will  re- 
open in  two  to  three  months. 

Elsewhere,  Beaudoin  is  introducing 
entirely  new  products,  such  as  his  elec- 
tric "Neighborhood  Vehicle,"  or  nv.  Af- 
ter brainstorming  sessions  on  the  kind 
of  vehicles  people  will  drive  in  the  fu- 
ture, Bombardier  executives  began  re- 
searching this  souped-up  golf  cart. 
Aimed  at  gated  or  retirement  commu- 
nities, it  features  a  windshield  and  seat- 
belts  and  whizzes  along  at  up  to  25 
mph.  Says  Police  Chief  James  V.  Mur- 
ray, whose  force  is  using  one  to  patrol 
Peachtree  City,  Ga.:  "It's  a  spectacular 
little  machine."  Introduced  last  year,  an- 
alysts say  sales  of  the  $8,000  carts  could 
hit  $33  million  this  year.  Also  in  the 


works:  an  unmanned  hoveling  aircraft  to 
detect  buried  land  mines,  as  well  as  a 
sporty  all-terrain  recreational  vehicle  to 
be  introduced  this  spring  that  will  com- 
pete with  popular  models  now  sold  by 
Honda  Motor  Co.  and  Yamaha  Corp. 

Of  course,  new  projects  such  as  those 
bring  high  risk  and  high  costs.  Witness 
the  slow  takeoff  of  Bombardier's  de 
Havilland  Dash  8  Series  400  turboprop, 
a  regional  plane  that  will  carry  as  many 
as  78  passengers  and  cost  Bombardier 
some  $319  million  to  develop.  So  far, 
U.  S.  demand  has  been  weak.  But  for 
now,  the  success  stories  seem  to  out- 
weigh the  risks:  Bombardier's  backlog  of 
orders  is  up  to  $10.3  billion,  from  less 
than  $7  billion  a  year  ago.  That's  the 
kind  of  bump  Beaudoin,  a  snowmobiler 
for  40  years,  can  enjoy. 

By  Joseph  Weber  in  Montreal,  with 
Wendy  Zellner  in  Dallas  and  Geri 
Smith  in  Mexico  City 
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EDITED  BY  AMY  PUNKIN  

PITTING  YOUR 
COMPANY  ON 
THE  BLOCK 


When  Kathy  Knight 
decided  to  call  it 
quits  after  nearly 
30  years  doing  market  re- 
search for  large  corporations, 
she  had  no  idea  how  agoniz- 
ing the  process  would  be.  As 
owner  of  BAIGlobal  in  Tar- 
rytown,  N.  Y.,  Knight,  57, 
couldn't  just  pack  up  her  of- 
fice and  start  collecting  pen- 
sion checks.  She  had  to  sell 
her  business  first.  After  six 
months  of  bad  counsel  from 
ill-informed  advisers,  she  fi- 
nally hired  a  mergers-and-ac- 
quisitions  specialist.  He  engi- 
neered the  sale  of  BAIGlobal 
last  July  to  a  large,  publicly 
held  market  research  firm, 
Market  Facts,  for  $11  million. 

Knight  is  one  of  thousands 
whose  business  changed 
hands  last  year.  J.  P.  Morgan 
Securities    estimates  that 

a  record   

$110  billion 
in  U.  S.  pri- 
vate company  sales  were  an- 
nounced in  1997,  up  42%  from 
$80  billion  in  1996.  A  booming 
stock  market  has  pumped  up 
company  valuations  and 
prompted  owners  to  sell.  Also 
contributing  are  the  strong 
economy,  low  financing  costs, 
a  cut  in  the  capital  gains  tax 
to  20%,  and  consolidation 
pressures.  Fortunately  for  all 
those  aging  entrepreneurs 
ready  to  retire,  many  profes- 
sionals are  searching  for  new 
business  opportunities. 
RIGHT    ADVISER.    But  you 

don't  just  stand  in  front  of 
your  office  or  factory  with  a 
"for  sale"  sign  to  get  a  deal 
done.  As  Knight  quickly 
learned,  the  first  thing  you 
need  to  do  is  to  pick  the 
light  adviser.  A  good  one,  for 


SMALL  BUSINESS 


example,  can 
help  you  de- 
cide whether 
your  company 
should  remain 
independent, 
be  merged,  or 
liquidated. 
That,  in  turn, 
will  dictate 
t  o    whom  you 
sell — insiders,  an- 
other company,  in- 
vestors,   or  the 
public. 

In  addition  to 
guiding  you,  a  pro- 
fessional adviser  can 
help  negotiate  the 
deal — a  task  most  entre- 
preneurs aren't  trained  to  do. 
"People  think  they  can  nego- 
tiate alone,  but  it's  hard,  and 
often  a  mistake,"  says  Bob 
Weisman,  vice-president  for 
operations 
at  Hillside 
(N.J.)-based 
May  Tag  &  Label,  a  maker  of 
adhesive  computer  labels.  Be- 
cause of  growing  competition, 
he  sold  out  in  October  to 
Fortune  Brands  with  the  aid 
of  dak  Coip.,  a  Rochelle  Park 
(N.J.)  firm  that  helps  sell 
businesses. 

The  type  of  adviser  you 
hire  depends  on  the  size  and 
nature  of  your  enterprise. 
Smaller  deals — say,  under  $5 
million — can  be  handled  by 
business  brokers.  They  act  as 
listing  services,  broadly  ad- 
vertising your  company  for 
sale.  They  forward  bids,  but 
typically  don't  do  any  hand- 
holding.  A  business  broker 
would  be  the  best  choice  if 
you  owned  a  deli  or  a  dry 
cleaning  store.  Brokers  gen- 
erally charge  3%  of  the  sale 


price,  but 
the  fee  can  go  as  high  as  10%. 

Deals  involving  closely 
held,  midsize  companies  get 
trickier.  Transactions  ranging 
from  $5  million  to  $200  mil- 
lion are  often  handled  by  re- 
gional investment  or  com- 
mercial banks,  attorneys,  or 
accounting  films.  Independent 
m&a  specialists  may  also  play 
a  role,  serving  as  consultants 
and  even  investing  in  the 
company  for  sale. 

Middle-market  sellers  can 
even  go  to  a  big  investment 
bank.  But  since  experienced 


Questions 
To  Ask  When 
Selling  Your 
Business 


bankers  tend  to  focus  a 
transactions  above  $200  i8- 
lion,  you'll  likely  deal  wl 
a  less-seasoned  assochifc 
"Make  sure  the  adviser  ;l 
hire  has  done  transactions 
your  field  and  your  size,"  si 
Robert  Paglia,  a  partner  vl 
Coopers  &  Lybrand. 

As  a  rule,  middle-mar?1 
advisers  charge  about  21 
of  the  sale  proceeds,  pay£l 
at  the  deal's  close.  Usm 
the  seller  must  pay  an 
front  fee  of  up  to  $50,000  t 
gets  credited  against  clos 

WHY  AM  I  SELLING? 

Your  industry  may  be  co 
ing.  Or  perhaps  you  war 
to  grow.  Maybe  you'd  lik 
sue  other  interests  or  rt 

IS  THIS  THE  TIME  TO  SE 

Your  company  should  b( 
profitable,  the  economy 


ft 


ft 


Many  owners 
think  they  can 
negotiate  the 
deal  themselves. 
But  it's  a  task 
most  aren't 
trained 
to  do 


You  must  also  face  a 
Jy  retainer  fee  of  $5,000 
),000,  which  goes  toward 
g  costs  as  well, 
k  your  most  trusted 
ess  confidant  for  refer- 
to  advisers.  Once  you 
prospects,  ask  for  names 
numbers  of  their  last 

clients.  Call  them  and 
ss  how  satisfied  they 
,  When  you've  made 
choice,  be  prepared  for 
rough  going-over, 
st  advisers  go  through 
ilar  process.  First  they 
assess  what  the  compa- 


ny is  worth. 
Most  often,  a 
middle-mar- 
\  ket  company 
will  sell  for  a 
multiple  of  oper- 
ating cash  flow, 
Wj  as  measured  by 
▼  earnings  before 
/  interest,  taxes,  de- 
f  preciation,  and 
amortization.  John 
Jellinek,  owner  of  Jelco 
Ventures,  a  Chicago- 
based  private  equity  investor, 
estimates  that  middle-market 
private  companies  with  niche 
businesses  sell  for  five  to  sev- 
en times  operating  cash  flow. 
Larger  companies  command 
higher  multiples  because  they 
have  stronger  market  posi- 
tions and  greater  manage- 
ment depth. 

After  the  valuation  comes 
an  intensive  marketing  peri- 
od. Your  adviser  should  cre- 
ate a  glossy  book  to  be  dis- 
tributed to  potential  buyers, 
describing  your  company  in 
detail.  It  should  feature  man- 
agement details,  at  least 


three  years  of  financial  state- 
ments, and  other  confidential 
information  such  as  customer 
and  supplier  lists.  If  the  book 
lures  prospects,  a  due  dili- 
gence process  ensues.  Not 
only  will  a  potential  buyer 
want  to  know  more  about 
your  company,  you  will  have 
to  start  gathering  data  on  the 
buyer's  financial  standing. 

If  you  don't  want  it  widely 
known  in  your  industry  that 
your  business  is  for  sale,  it's 
best  to  do  a  "quiet  deal." 
This  "is  a  veiy  targeted  in- 
depth  search  using  databases 
and  personally  telephoning  a 
select  number  of  potential 
buyers  to  pitch  the  compa- 
ny," says  Jeffrey  Schneiders, 
a  managing  director  at 
Mesirow  Financial,  a  Chica- 
go-based investment  bank. 

If  you're  not  so  concerned 
with  keeping  your  plans  qui- 
et, you  may  want  to  consider 
a  campaign  targeting  thou- 
sands of  potential  buyers  via 
direct  mail.  Wellesley  (Mass.)- 
based  New  England  Business 
Exchange,  the  m&a  specialist 


that  sold  Knight's  business, 
sends  out  up  to  10,000  letters 
to  investors  and  cfos  in  re- 
lated industries,  among  oth- 
ers, describing  the  company 
for  sale  in  generic  terms.  A 
mailing  typically  gets  50  to 
250  responses.  After  inter- 
ested parties  sign  a  confiden- 
tiality agreement  and  send  a 
preliminary  letter,  marketing 
books  get  sent  out.  Ultimate- 
ly, five  or  so  prospects  end 
up  bidding  against  one  an- 
other. "This  auction  process 
will  get  you  a  higher  price 
than  a  quiet  deal,"  says 
Stephen  Madden,  president 
of  the  New  England  Business 
Exchange.  Since  it  will  also 
likely  turn  up  rivals  as  buy- 
ers, it  may  not  be  best  for 
companies  with  patents,  trade 
secrets,  and  other  confiden- 
tial information  to  protect. 
TAX-FREE  SALE.  In  deciding 
to  sell  out,  you  must  also 
consider  what  your  role  will 
be  after  the  transfer.  Do  you 
want  to  retire  or  stay  on  as 
a  manager?  If  you  stay  on, 
who  will  be  in  control?  And 
don't  forget  estate  and  tax 
planning  considerations.  For 
example,  you  should  trans- 
fer stock  to  your  heirs  be- 
fore you  sell,  says  Dick  May, 
president  of  vm  Equity  Part- 
ners, a  New  York-based  re- 
gional investment  bank.  In- 
stead of  selling  out  for  cash, 
a  move  that  could  trigger  a 
20%  capital  gains  tax,  you 
might  want  to  arrange  a  tax- 
free  sale  by  merging  your 
business  with  a  public  com- 
pany in  exchange  for  stock 
or  by  doing  a  management 
leveraged  buyout.  Whichever 
way  you  go,  however,  be 
sure  to  start  with  someone 
who  can  give  you  the  best 
counsel  all  along  the 
way.  Toddi  Gutner 


OF  ADVISER 
IIRE? 


on  the  size  and 
ie  business,  consult 
bankers,  business 
accountants. 

fALUE  MY  COMPANY? 


;ies  vary  by 


industry.  A  valuation  firm  or 
adviser  is  best  qualified  to  pro- 
vide an  estimate. 

WHO'S  THE  BEST  BUYER? 

You  can  take  the  company 
public  or  sell  it  to  another  com- 
pany, a  group  of  investors,  or 
inside  management. 


WHAT  SHOULD  THE  SALE 
TERMS  SPECIFY? 

You  can  finance  the  buyer;  take 
cash,  stock,  or  both. 

HOW  DO  I  HANDLE  THE  SALE 
PROCEEDS? 

Make  tax-  and  estate-planning 
provisions  in  advance,  so  you 


and  your  heirs  keep  as  much  as 
possible. 

HOW  INVOLVED  WILL  I  BE 
AFTER  THE  SALE? 

You  may  want  to  remain  a  full- 
time  manager,  become  a  part- 
time  consultant,  or  walk  away 
completely. 
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FUNDS  THAT  TAME 
BULL  AND  BEAR 

Until  recently, 

mutual-fund 

managers  who 

wanted  to  pro- 
tect shareholders 
against  falling  stock 
prices  were  limited 
in  what  they  could 
do.  A  61-year-old  re- 
striction known  as 
the  "short-short" 
rule  barred  mutual 
funds  from  generat- 
ing more  than  30% 
of  their  gross  in- 
come from  gains  on 
stock  held  less  than 
three  months  or 
from  short  sales,  in 
which  borrowed 
stock  is  sold  with 
the  hope  it  can  be 
replaced  with  shares  pur- 
chased at  a  lower  price. 

Then  Congress  passed  the 
Taxpayer  Relief  Act  of  1997, 
which  did  away  with  the 
short-short  rule.  The  repeal 
permits  money  managers  to 
respond  quickly  to  changing 
market  conditions  by  using 
short-selling  strategies  long 
practiced  by  hedge  funds.  For 
example,  when  IBM  took  over 
Lotus  in  1995.  Caldwell  & 
Orkin  Market  Opportunity 
Fund  had  a  huge  short-term 
gain  on  its  Lotus  holdings. 
So  portfolio  strategist  Michael 
Orkin  had  to  sell  other  stocks 
he  might  have  otherwise  kept 
to  stay  within  the  limits  of 
the  short-short  rule.  "The  re- 
moval of  the  rule  will  allow 
us  to  be  more  flexible,  with 
lower  administrative  and  cost 
burdens,"  Orkin  says. 
"LATITUDE."  Outright  bear 
funds  such  as  Prudent  Bear 
and  contrarians  such  as 
Heartland  Small  Cap  Con- 
trarian and  Crabbe  Huson 
Special  have  also  relied  on 
short-term  trading  and  short 
sales  (table).  These  funds 
have  seriously  lagged  the 
stock  market  during  its  bull 


"market-neutral"  mutual 
funds.  Long  popular  among 
the  hedge-fund  crowd,  mar- 
ket-neutral funds  try  to  gen- 
erate returns  from  stocks 
while  eliminating  the  volatility 
of  the  overall  market.  How? 


1 

M 

 1  \ 

f- 

> 

run  but  have  performed  bet- 
ter during  weak  periods  such 
as  March  and  October  last 
year.  "We're  not  going  to  use 
the  repeal  of  the  rule  to  be- 
come a  day 
trader,"  says 
Mason  Cole,  director  of  com- 
munications for  Crabbe  Hu- 
son funds.  "But  it  might  give 
us  the  latitude  to  capitalize 
on  some  positions  earlier." 

Besides  removing  a  trou- 
blesome constraint  for  exist- 
ing funds,  the  rule  change  has 
resulted  in  the  advent  of 


SMART  MONEY 


They  invest  in  stocks  and  off- 
set that  risk  by  putting  an 
equivalent  dollar  amount  into 
short  sales  of  other  stocks.  If 
they  successfully  identify 
undervalued 
and  overvalued 
stocks,  in  bull  markets  their 
longs  should  make  more  mon- 
ey than  their  shorts  will  lose. 
In  down  markets,  gains  on  the 
shorts  should  offset  losses  on 
the  longs. 

Barr  Rosenberg  Mutual 
Funds  introduced  the  first 
such  fund,  Barr  Rosenberg 


Stock  Market  Hedgers 


TOTAL  RETURN 


FUND 

PERCENT 
SHORT 

OCTOBER 
1997 

1997 

THREE- 
YEAR 

BARR  ROSENBERG  MARKET  NEUTRAL' 

50% 

2.0% 

17.4%  17.7% 

CALDWELL  &  ORKIN  MARKET  OPPORTUNITY  40 

4.2 

29.4 

24.3 

CRABBE  HUSON  SPECIAL 

23 

-3.7 

11.3 

9.3 

HEARTLAND  SMALL  CAP  CONTRARIAN 

25 

-1.2 

13.7 

N/A 

MERGER 

35 

0.5 

11.7 

11.8 

PRUDENT  BEAR 

70 

9.6 

-4.3 

N/A 

VANGUARD  INDEX  500 

0 

-3.4 

33.2 

30.9 

'Returns  are  through  Nov.  30,  1997,  for  a  hedge  fund  that  uses  the  same 
strategy  as  Barr  Rosenberg  Market  Neutral,  which  started  trading  Dec.  16. 
N/A=Not  applicable 

DATA:  INVESTOR'S  FASTTRACK.  FUND  COMPANIES 


Market  Neutral,  in  Decern^ 
It  uses  the  same  strategy 
the  company's  succesi 
hedge  fund,  which  started 
1989.  Montgomery  Asset  m 
agement  also  plans  to  bfl 
out  a  market-neutral  funii 
the  first  half.  O* 
groups  are  expeJ 
to  follow. 

BALANCING  ACT.  ii 

Jump,  who  mansl 
Barr  Rosenberg 
its  sister  hedge  fi 
says  he  tries  to  rr 
tain  a  balance  ac 
sectors.  "If  the  1 
is  long  5%  of  its 
sets    in  compi 
stocks,  it  will  also 
to  be  short  about 
in    other  compi 
stocks,"  he  expU 
Sectors  he's  focu 
on:  electronic  con 
nents  and  retail/wl 
sale.  Over  the 
three  years,  he 
earned  a  total  rem 
of  about  18%  a  \i 
after  fees,  with  I 
risk  than  an  intermediate  J 
emment  bond  fund.  That 
pares  with  about  31%  for 
Vanguard  Index  500  Fun< 
investment    with  gre 
volatility. 

The  Merger  Fund  foil 
another  long-short  strat 
It  plays  the  arbitrage  g; 
by  buying  shares  of  a  c 
pany  being  taken  over 
shorting  shares  of  the 
quirer.  The  fund  has  d< 
ered  steady,  though  not  s 
tacular.  returns  with 
volatility. 

While  market-neu 
funds  aim  to  hedge  mai 
risk  no  matter  which 
stock  prices  are  head 
their  success  can  be  un< 
mined  by  the  mismatchin 
long  and  short  positions, 
if  the  market  continue! 
defy  gravity,  returns  c< 
be  modest  compared  to  tl 
equity  funds  that  do  no  s 
selling.  Still,  if  you're  i 
ing  to  accept  lower  reti 
in  bull  markets  in  excha 
for  better  performance  w 
stocks  take  a  fall,  the  dt 
of  the  short-short  rul< 
opening  up  new  op] 
tunities.  Stanley  W.  Ang 


i  these  Business  Week  advertisers  on  the  Web: 


m.com 

ced  Micro  Devices 

md.com 

etna.com 
)istributors 

imlunds.com 
can  Century 
mericancentury.com 
an  Power  Conversion 

pcc.com 

:an  Express  Financial 
n 

mericanexpress.com/ 

MS/ 

merican  Institute 
liitects 

ia.org 

sen  Consulting 

:.com 

•  Andersen 

rthurAndersen.com 

tt.com 

nsurance  &  Investment 

u.com 

an  Ministry  for 
tnic  Affairs 

avern.de 
untie 
ell-ati.com 
ic 

tdillac.com 
r  System 

tiibersys.com 

isio.com 

)let  Motor  Division 

ievrolet.com/car 
er 

iryslercorp.com/ 

lsco.com 
IT  Group 

tgroup.com 

arify.com 

I  .importation  Inc. 

:if.com 


Comdisco 

www.comdisco.com 
Compaq 

www.compaq.com 

Computer  Associates 

www.cai.com 

Continental  Airlines 

wwwilvcontinental.com 

Control  Data 

www.cdc.com 

Dale  Carnegie  Training 

www.dale-c.unegie.com 

Dana  Commercial  Credit 

www.dana.com/dcc 

Dassault  Falcon  Jet 

www.falconjet.com 

Delta  Air  Lines 

www.delta-air.com 

Digital  PC 

www.windows.digital.com 
Diners  Club  International 

www.dinersclub.com 
EMC 

www.emc.com 

Ericsson 

www.ericsson.se 

E'TRADE 

www.etrade.com 

Federal  Express 

www.fedex.com 

Fidelity  Investments 

wwwiidelity.com 

FileNET 

www.filenet.com 

Flexilnternational  Software 

www.tlexi.com 

Ford 

www.ford.com/ 
France  Telecom 
WAVwirancetelecom.fr 
Fujitsu 

www.fujitsu.com 

Fujitsu  PC  Corporation 

www.fujitsu-pc.com 

Gateway  2000 

www.gateway.com 

GE  Information  Services 

www.geis.com 

General  Motors 

www.gm.com 


Greater  Phoenix  Economic 
Council 

www.gpec.org 
GTE 

www.gte.com 
Hammermill 

www.hammermillpaper.com 

Hewlett-Packard 

www.hp.com 

Hitachi 

www.hitachi.com 
Honda 

www.honda.com 
Hyatt  Hotels  Corporation 
www.hyatt.com 
Hyperion  Software 

www.hvsoft.com 
IBM 

www.ibm.com 
Imation 

www.imation.com 
International  Institute  for 
Management  Development 

www.imd.ch/ 
International  Paper 
www.ipaper.com 
JBA  International 

www.jbaintl.com 
Kinko's  Corporate 
www.kinkos.com 
Lawson  Software 
www.Lawson.com 
Lexus 

www.lexususa.com 
Lincoln-Mercury 
www.lincolnmercury.corn 
Lotus 

www.lotus.com 
Lucent  Technologies 

www.lucent.com 
MCI 

www.mci.com 

Mercedes-Benz 

www.usa.mercedes-benz.com 

Merrill  Lynch 

www.ml.com/ 

Microsoft 

www.microsoft.com/ 
Miravant 

www.  miravant.com 
Mississippi  Power 

www.mspower.com/ecodev 
MITA 

www.mita.com 

Netscape  Communications,  Inc. 

www.netscape.com 
NCR 

www.ncr.com 


Norfolk  Southern 

www.  nscorp.com 
Nortel 

www.nortel.com 
Northwest  Airlines 

www.nwa.com 
Novartis 

www.novartis.com 
Novell 

www.novell.com 
NYSE 

www.nyse.com 
Okidata 

www.okidata.com 
OPEL 

www.opci.com 

Palm  Computing 

A  division  of  U.S.  Robotics 

www.usr.com/palm 

The  Panasonic  Personal 

Computer  Company 

www.panasonic.com/ruggedpc 

Pandesic 

www.pandesic.com 

PeopfeSoft 

www.peoplesoft.com 

PLATINUM  Technology 

wwwjiatinum.com 

The  Principal  Financial  Group 

www.principal.com 

Praxair 

www.praxair.com 

PSINet 

www.psi.net/ 

QUALCOMM 

www.qualcomm.com/cdma 

Raytheon 

www.ravtheon.com 

Republic  National  Bank 

www.rnb.com 

Ricoh  Corporation 

www.ricoh.com 

Roberts  Express,  Inc. 

www.roberts.com 

Royal  Insurance 

www.royal-usa.com 

RPS,  Inc. 

www.shiprps.com 

SAP 

www.sap.com 
SAS  Institute 

www.sas.com/ 


Savin 

www.sales&'savin.com 
Charles  Schwab 
www.schwab.com 
Sharp 

www.sharp-usa.com/ 
Siemens  Microelectronics 
www.siemens.com 
Southern  Company 
www.southernco.com 
Sprint 

www.sprint.com 

Sun  Microsystems 

www.sun.com 

Symbios  Logic 

www.symbios.com/bw.htm 

Texas  Instruments 

www.ti.com 

Tivoli 

www.tivoli.com 
Toshiba  America 
Information  Systems 
computers.toshiba.com 
Toyota  in  America 
www.toyota.com/usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
United  Airlines 
www.ual.com 
United  Technologies 
www.utc.com 
UPS 

w  ww.ups  enm 

USAirways 

www.usairways.com 

UUNET  Technologies 

www.uu.net 

Visio 

www.visio.comp 
Visioneer 
www.visioneer.com 
Vizio 

www.vizio.com 
Walker 

www.walker.com 
Xerox 

www.xerox.com 
Zurich-American 

www.zurichamerican.com 
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Flexilnternational  Software 

800-353-9492  http://www.flexi.com 
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COMMENTARY 

By  Keith  H.  Hammonds 

A  PORTFOLIO  WITH  A  HEART  STILL  NEEDS  A  BRAIN 


Every  spring,  Ben  and 
Jerry  invite  me  to  a  big 
party  in  the  Vermont 
hills.  In  strictly  legal  terms, 
this  is  the  annual  meeting  for 
shareholders  of  their  famously 
countereultural  ice-cream  com- 
pany, Ben  &  Jerry's  Home- 
made. In  practice,  it's  more  a 
quasi-corporate  Woodstock, 
with  folk  music,  tie-dyed  T- 
shirts,  and  more  than  enough 
butterfat  to  go  around. 

It  sounds  like  fun.  I  keep 
meaning  to  go.  For  sure,  I 
haven't  gotten  much  else  out 
of  my  Ben  &  Jerry's  stock. 

It  has  been  five  years  since 
I  bought  my  200  shares.  Price 
then:  $27.  Price  today:  $15. 
Dividends:  Zippo.  Total  return: 
Well,  you  figure  it  out. 

The  episode  wouldn't  be  any 
more  than  a  regrettably  per- 
sonal lesson  in  stock-market 
vagaries,  except  for  the  reason 
I  bought  Ben  &  Jerry's  in  the  first 
place.  As  much  as  I  relished  its  prod- 
uct, supporting  the  company  seemed 
an  ethically  upright  thing  to  do.  Here 
was  an  employer  that  paid  workers 
decent  wages,  bought  environmentally 
sound  ingredients,  and  directed  a  big 
chunk  of  profits  to  charities  I  believed 
in.  This  business  was  changing  the 
world  a  bit. 

Yeah,  I  know.  Dumb.  When  people 
try  to  pick  socially  responsible 
stocks,  "they  tend  to  fall  in  love  with 
the  story  and  don't  pay  attention  to 
the  fundamentals,"  says  financial  ad- 
viser George  Gay,  president  of  First 
Affirmative  Financial  Network  in 
Colorado  Springs,  Co.  The  moral 
here  isn't  that  such 
investing  is  wrong. 
But  it  doesn't  make 
sense  if  you  don't 
do  the  numbers. 

Broadly  speaking, 
the  numbers  for  so- 
cially responsible  in- 
vesting look  decent 
enough.  Indeed, 
theoreticians  largely 
have  disproved  the 
old  presumption  that 
limiting  one's  invest- 


HAMMONDS:  A  sadder  but  wiser  investor 


ment  universe  limits  returns.  John 
Guerard  of  Vantage  Global  Advisors 
found  that  a  socially  screened  index  of 
950  stocks  produced  an  annualized  re- 
turn of  13.6%  over  the  10  years  ended 
in  1996,  only  slightly  less  than  1,200 
unscreened  stocks.  A  model  actively 
managed  for  value  and  growth  actual- 
ly did  better. 

RED  FLAGS.  True,  many  early  mutual 
funds  that  focused  on  social  responsi- 
bility have  underperformed  badly.  Yet 
the  $2.3  billion  tiaa/cref  Social 
Choice  fund  has  bettered  its  balanced- 
fund  peers  since  1990.  The  Domini 
400,  an  index  of  stocks  that  meet  a 
range  of  social,  environmental,  and 
workplace  standards,  has  consistently 
beat  the  Standard  & 
Poor's  500-stock  index. 

So  where  did  I  go 
wrong?  When  I  looked 


Ben  &  Jerry,  &  Me 


BEN  &  JERRY'S 
HOMEMADE  INC. 
STOCK  PRICE 


0  i 


JAN.12.'98 


DEC.31,'92 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


at  Ben  &  Jerry's  in 
1993,  I  should  have 
spotted  a  field  of  red 
flags.  The  company's 
shares,  having  tripled 
in  the  previous  18 
months,  were  selling  at 
30  times  trailing  earn- 
ings. Founders  Ben 
Cohen  and  Jerry 


Greenfield  seemed  nice,  reason 
ably  intelligent  guys,  but  they 
had  no  professional  manage- 
ment experience.  Not  a  good 
sign  when  their  company  was 
facing  a  new-product  onslaught 
from  Haagen-Dazs,  a  rival  wit! 
far  deeper  pockets. 

More  than  anything,  this 
was,  after  all,  fancy  ice  cream 
for  $3  a  pint.  How  long  could 
the  mania  persist?  As  it  turne< 
out,  about  a  month.  Then  my 
shares  began  tanking.  When 
the  competition  got  tough,  Ber 
&  Jerry's  was  proven  a  high- 
cost,  inefficient  producer.  Doinj 
good — paying  wages  higher 
than  market  or  buying  expen- 
sive, chemical-free  milk — ar- 
guably cramped  the  business. 

Like  a  growing  munber  of 
investors — assets  in  socially 
screened  portfolios  more  than 
tripled  from  1995  to  1997,  to 
$529  billion — I'm  content  to 
sink  money  into  companies  whose  be- 
havior reflects  my  values.  That's  my 
responsibility  as  a  participant  in  de- 
mocratic capitalism.  I'm  even  pre- 
pared to  forfeit  some  return  for  the 
privilege.  But  not  half  my  investmen 
Next  time,  I'll  dig  deeper  into  the  fi- 
nancials.  I'll  also  consider  companies 
such  as  Xerox  and  Motorola — big  out 
fits  just  as  responsible  as  some  sexy, 
politically  correct  startups. 

But  I'm  holding  onto  Ben  &  Jer- 
ry's, too.  The  stock  still  isn't  cheap, 
and  the  ice-cream  market  is  tepid.  U 
timately,  though,  I  believe  the  compa 
ivy's  behavior,  while  costly,  resonates 
with  the  people  who  buy  those  $3 
pints.  The  financials  look  solid,  and 
management  is  far  deeper-,  ceo  Perry 
Odak,  a  veteran  marketing  executive 
brought  on  a  year  ago,  assures  me 
that  while  Ben  &  Jerry's  social  mis- 
sion remains  intact,  "we've  had  to 
bring  some  new  balance  to  that  and 
focus  on  making  the  economic  side  of 
the  company  stronger." 

Besides,  I  still  want  to  make  that 
bash  in  Vermont.  Some  good  music, 
and  a  dish  of  Chocolate  Fudge 
Brownie,  will  ease  the  pain  nicely. 

Hammonds  writes  on  social  issue* 
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HAT  FEELS  LIKE  BUSINESS. 


Stories  of  immense  power,  fortune  and  risk.  Stories  brought  to  life  like  never 
before  —  from  the  perspective  of  the  people  behind  them.  Join  host  Sheilah 
Kast  for  TV's  most  compelling,  in-depth  business  news  analysis.  Watch  for 
"This  Week  in  Business"  on  public  television. 
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SURF  AND  FLY: 
NAVIGATING  NET  FARES 


When  airlines  started 
offering  cut -rate 
Internet  fares  two 
years  ago,  most 

shunned  the  full  high-tech 
route  and  still  made  you  wait 
on  the  phone  to 
buy  tickets.  Now. 
that's  changing.  Air  Canada. 
Northwest  Airlines,  and 
American  Airlines — the  in- 
ventor of  Xet  bargains — now 
offer  consumers  the  option  of 
buying  bargain  tickets  over 
the  Web  (table).  Continental 
and  Trans  World  Airlines  will 
soon  do  the  same  thing.  And 
when  United  Airlines  launch- 
es its  E-Fares  program  in 
the  coming  weeks,  it  will  re- 
quire deal-seekers  to  make 
purchases  online  and  even  al- 
low them  to  pick  seats. 

With  the  kind  of  deals  car- 
riers are  offering,  it's  no  won- 
der Internet  fares  have 
won  a  cult- 
like  following.  \^/ 
In    the    wee  \. 
hours  each 
Wednesday  morn- 
ing, most  major  U.  S.  air- 
lines release  E-mail  or  Web 
site  lists  of  bargain  fares  on 
flights  that  remain  largely 
unfilled.  Passengers  usually 


TRAVEL 


must  leave  on  the  coming  Sat- 
urday and  return  Monday  or 
Tuesday.  The  savings  can  be 
significant:  American  recent- 
ly offered  a  S130  round-trip 
from  Chicago  to  Boston — 
SI. 000  off  an  unrestricted 
coach  ticket  and  S125  less 
than  the  current 
sale  price.  A  few 
weeks  ago.  twa  posted  a  $250 
New  York-Milan  round-trip 
fare,  about  $550  less  than  a 
typical  advance  purchase 
coach  ticket.  Other  U.  S.  air- 
lines— such  as  Delta  and 
Southwest — run  occasional 
online-only  sales,  and  two 
foreign  carri-  _^---r*^ 
ers — Cathay 
Pacific  and 
Lufthansa —  * 
have  held  on- 
line auctions  of 


Online  Airfare  Deals 

Unless  noted,  carriers  require  travelers  to  leave 
on  Saturday  and  return  Monday  or  Tuesday 


(www.) 

E-MAIL 

SCT  FICATION 

FARES  LISTED 
ON  WEBSITE 

ONLINE  TRAVEL 
PURCHASE  FLEXIBILITY 

AIR  CANADA  aircanada.ca 

Yes 

No 

Yes 

Can  leave  Friday 

ALASKA  AIR  alaskaair.com 

No 

Yes 

Yes 

Can  return  Sunday 

AMERICAN  americanair.com 

Yes 

No 

Yes 

Can  leave  Friday 

AMERICAN  TRANS  AIR  ata.com 

Yes 

Yes 

No 

Must  fly  weekdays 

CONTINENTALflycontinental.com  Yes 

No 

Soon 

None 

KIWI  jetkiwi.com 

Yes 

Yes 

No 

Can  fly  any  day 

NORTHWEST  r.wa.com 

No 

Yes 

Yes 

None 

TWA  nva.com 

Yes 

Yes 

Soon 

None 

UNITEDual.com 

Soon 

Soon 

Soon 

Can  leave  Friday 

US  AIRWAYS  usairvvays.com 

Yes 

Yes 

No 

Can  return  Sunday 

you  start?  Go  to  www. 
ltravel.com  and  click  on  "last 
minute  deals."  This  allows 
you  to  check  all  the  available 
weekend  fares  from  a  given 
city.  You  can  even  sign  up  to 
receive  a  complete  E-mail  list 
each  Wednesday.  If  you  live 
in  Los  Angeles,  for  example, 
you  won't  have  to  worry 
about  checking  Alaska  Air. 
America  West,  and  Continen- 
tal.  A  similar  service, 
www. webflyer.com,  is  less  ex- 
tensive but  worth  a  look. 
TINY  WINDOW.  Because  air- 
lines don't  release  their  deals 
at  precisely  the  same  time, 
you  still  may  want  to  go  to 
individual  sites — especially 
ones  that  let  you  sign  up  for 
weekly  E-mail.  Anerican  E- 
mails  its  special  fares  to  1.3 
million  subscribers  each  week, 
including  a  separate  notice  for 
international  deals,  while  Con- 
tinental and  us  Airways 
send  out  hundreds  of  thou- 
sands of  messages. 

Keep  in  mind  that  the 
most  popular  routes  often 
sell  out  in  a  few  hours.  So 
if  you  have  an  E-mail 
provider   that    is  often 
slow — like  America  On- 
line— you  may  want  to 
check  the  carrier's  Web 
site  or  even  dial  its  toll- 
free  reservations  num- 
ber and  ask  about 
online  fares.  Don't 
call  United, 
though:  It  doesn't 
disclose  Xet  fares 
by  phone. 

Frequent  fliers 
may  get  an  addi- 
tional bonus  from 
using  online  ticket 
services.  American 
is  giving  away 
1.000  extra  miles 
through  June  30  to 
Aadvantage  mem- 
bers who  buy  over 
the  Web.  And 
United  may  follow 
soon  with  a  500- 
mile  award.  Bonus 
miles  or  not,  dis- 
count Xet  fares 
are  well  worth  the 
effort  of  a  few 
clicks  of  a 
mouse. 
David  Leonhardt 


FUND  WATCH 


To  in  Marsico 


■  A  STAR  IS  BACK. 

Lauded  growth-stock 
manager  Tom  Marsico, 
who  bolted  Janus  Fund 
last  summer,  opened  tw 
no-load  mutual  funds  oi 
his  own  on  Dec.  31. 
Investors  already  have 
put  up  $19  million. 
They're  hoping  he  can 
repeat  his  showing  at  tl 
$6  billion  Janus  Twenty 
fund,  where  the  22.4% 
average  annual  return 
over  10  years  outpaced 
the  broad  market  by  mi 
than  four  points. 

Marsico  Focus  will  pt 
all  its  bets  on  20  to  30 
stocks,  while  Marsico 
Growth  &  Income  will 
vest  more  broadly.  On  t. 
buy  list?  Marsico  has  a 
taste  for  Coca-Cola  Ent 
piises,  the  bottler  that  i 
a  recent  price  of  $36  a 
share  is  selling  for  8.5 
times  1998  cash  flow  estl 
mates.  He  likes  drugma 
ers,  such  as  Wamer-Lar 
bert  (S126).  He  says 
worries  over  the  side  ef 
fects  of  its  diabetes  druj 
Rezulin.  are  overblown. 
Long  a  fan  of  finance 
stocks,  he  remains  smitt 
by  Men-ill  Lynch  ($65). 

Marsico's  shareholder 
will  face  a  stiffer  head- 
wind. The  expense  ratio: 
1.6%  at  Marsico  Focus  2 
1.59c  at  Marsico  Growth 
Income — are  about  a  ha 
point  higher  than  what 
Janus  investors  paid. 

Robert  Bar, 

For  an  expanded  version,  go 
www.businessweek.com/todc 
htm  or  AOL.  keyword:  BW  Dai 
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DUCTION  INDEX 


lange  rrom  last  weeK:  u.y  /o 
lange  from  last  year:  7.7% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Jan.  3=130.9 
1992=100 


Jan.  May  Sept.  Jan. 

1997  1997  1997  1998 

index  is  a  4-week  moving  average 

eduction  index  continued  to  climb  in  the  week  ended  Jan.  3.  The 
aged  index  was  up  to  132.9,  from  131.6,  and  the  monthly  index  for 
ber  soared  2%  to  130.3,  from  127.7  in  November.  The  auto  and  truck 
>  were  closed  down  for  New  Year's  Day,  but  after  seasonal  ad|ustment, 
ight  traffic  was  up  7.4%  with  big  increases  in  carloads  of  lumber, 
vehicles,  and  equipment.  Steel  and  oil  production  were  also  up,  but 
i  power  output  fell  2.8%. 
iction  index  copyright  1998  by  The  McGraw-Hill  Companies 


DING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

(  PRICES  (1/9)  S&P  500 

927.69 

975.00 

22.1 

IRATE  BOND  YIELD,  Aaa  (1/9) 

6.55% 

6.70% 

-11.7 

TRIAL  MATERIALS  PRICES  (1/9) 

96.2 

97.6 

-11.4 

IESS  FAILURES  (1/2) 

NA 

NA 

NA 

ESTATE  LOANS  (1/1)  billions 

NA 

NA 

NA 

Y  SUPPLY,  M2  (12/29)  billions 

{,4,034  9  $ 

4,022.  lr 

5.6 

1L  CLAIMS.  UNEMPLOYMENT  (1/3)  thous. 

334 

314r 

-8.5 

es:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100). 
Reserve,  Labor  Dept. 


REST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

IAL  FUNDS  (1/13) 

5.35% 

5.14% 

ERCIAL  PAPER  (1/13)  3-month 

5.37 

5.51 

5.46 

FICATES  OF  DEPOSIT  (1/14)  3  month 

5.53 

5.58 

5.43 

MORTGAGE  (1/9)  30-year 

7.08 

7.26 

7.99 

STABLE  MORTGAGE  (1/9)  one  year 

5.68 

5.75 

5.78 

i  (1/9) 

8  50 

8.50 

8.25 

iS:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (1/10)  thous.  of  net  tons 

LATEST 
WEEK 

2,223 

WEEK 
AGO 

2,254# 

YEARLY 

%  CHG 

11.4 

AUTOS  (1/10)  units 

109,076 

l,593rff 

-3.2 

TRUCKS  (1/10)  units 

125,339 

Off 

4.3 

ELECTRIC  POWER  (1/10)  millions  of  kilowatt-hrs. 

61,852 

61,946# 

-5.9 

CRUDE-OIL  REFINING  (1/10)  thous.  of  bbl./day 

1-1  879 

14,86  Iff 

8.0 

COAL  (1/3)  thous.  of  net  tons 

NAff 

1  7,566 

NA 

LUMBER  (1/3)  millions  of  ft. 

282. 8# 

288.8 

-5.4 

RAIL  FREIGHT  (1/3)  billions  of  ton-miles 

23.4# 

20.7 

1.7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/14)  $/troy  oz. 

LATEST 
WEEK 

282.500 

WEEK 
AGO 

281.600 

YEARLY 
%  CHG 

-20.3 

STEEL  SCRAP  (1/13)  #1  heavy,  $/ton 

143.50 

143.50 

9.1 

COPPER  (1/9)  tz/lb. 

78.2 

80.0 

-30.2 

ALUMINUM  (1/9)  e/ib. 

72.3 

73.5 

-3.6 

COTTON  (1/9)  strict  low  middling  1-1/16  in.,  e/lb. 

63  93 

63.80 

-8.8 

OIL  (1/13)  $/bbl. 

16.25 

16  64 

-34.6 

CRB  FOODSTUFFS  (1/13)  1967=100 

226.39 

231.01 

-4.3 

CRB  RAW  INDUSTRIALS  (1/13)  1967=100 

295.58 

304.05 

-13.1 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (1/14) 

LATEST 
WEEK 

1  31  19 

WEEK 
AGO 

131.63 

YEAR 
AGO 

117.24 

GERMAN  MARK  (1/14) 

1.82 

1.82 

1.59 

BRITISH  POUND  (1/14) 

1.63 

1.63 

1.68 

FRENCH  FRANC  (1/14) 

6.11 

6.10 

5.37 

ITALIAN  LIRA  (1/14) 

1794.5 

1789.5 

1548  5 

CANADIAN  DOLLAR  (1/14) 

1.43 

1.43 

1.34 

MEXICAN  PESO 

8.178 

8.055 

7.809 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/14) 

110.9 

111.0 

100.2 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U  S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
ent.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


fflE  WEEK  AHEAD 


NATIONAL  TRADE 

tsday,  Jan.  21,  8:30  a.m. est >  The 
i  trade  deficit  for  all  goods  and  ser- 
ikely  widened  in  November  to  $10.1 
,  from  October's  $9.7  billion.  That's 
:dian  forecast  of  economists  surveyed 
>  International,  one  of  The  McGraw- 
)mpanies.  Exports,  which  jumped 
in  October,  probably  remained  at 
ecord  level  of  $80  billion,  but 
:s  likely  increased  for  the  fifth  con- 
i/e  month.  Trade  probably  added  to 
nic  growth  in  the  fourth  quarter.  But 
ms  in  the  Commerce  Dept.'s  season- 
istment  process  plus  a  drop  in  mer- 
ise  exports  headed  to  Southeast  Asia 
i  that  the  trade  deficit  will  likely 


widen  quite  substantially  in  the  first  quarter 
of  1998,  subtracting  from  growth. 

BEIGE  BOOK 

Wednesday,  Jan.  21,  2  p.m. est*  The  Fed- 
eral Reserve  Board's  roundup  of  regional 
economic  activity  will  be  released  in 
advance  of  the  first  monetary-policy  meet- 
ing of  1998,  scheduled  for  Feb.  3  and  4. 
The  financial  markets  examine  the  Beige 
Book  for  insight  into  concerns  among  poli- 
cymakers. In  addition  to  the  usual  anec- 
dotes on  retail  activity,  housing,  wage  pres- 
sures, and  iabor  shortages,  this  latest  Book 
is  likely  to  contain  information  on  whether 
the  Asian  financial  crisis  is  starting  to  hit 
U.  S.  businesses. 


HOUSING  STARTS 

Thursday,  Jan.  22,  8:30  a.m. est*  Housing 
starts  probably  slipped  to  an  annual  rate  of 
1.51  million  in  December.  That  follows 
three  straight  gains,  including  a  0.8%  rise 
in  November,  to  a  1.53  million  pace. 

TREASURY  BUDGET 

Friday,  Jan.  23,  2  p.m. est*-  The  Treasury 
Dept.  will  probably  report  a  surplus  of  $17 
billion  in  December,  says  the  mms  survey. 
That's  a  bit  less  than  the  $18.5  billion 
posted  in  December,  1996.  The  U.S.  gov- 
ernment had  a  deficit  of  only  $22  billion 
for  fiscal  1997  that  ended  in  September, 
and  Washington  is  now  wrangling  over  how 
to  spend  a  projected  budget  surplus. 
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Editorials 


WHAT  ASIA-AND  THE  WORLD-MUST  DO 


There  are  moments  in  capitalism  when  financial  plagues 
break  out  with  such  speed  and  intensity  that  the  inter- 
national economic  community  is  astonished.  The  Asian  finan- 
cial collapse  is  one  such  event,  as  were  the  panic  of  1907  and 
the  failure  of  Austria's  Creditanstalt  Bank  in  1931.  In  the  first 
instance,  J.  P.  Morgan  stepped  in  and  contained  the  infec- 
tion. In  the  second,  policy  mistakes  turned  a  serious  recession 
into  a  long  depression.  Today,  with  a  de  facto  debt  moratori- 
um in  place  and  a  recession  under  way,  Asia  is  unleashing  de- 
flation into  the  world  economy.  Should  China  devalue  its  cur- 
rency, the  world  could  find  itself  in  an  agonizing  slowdown. 

The  Asian  crisis  is  a  solvable  problem.  But  serious  blunders 
could  allow  it  to  spread  in  dangerous  ways.  Already,  analysts 
have  shaved  as  much  as  a  full  percentage  point  off  their  es- 
timates for  global  growth  for  1998.  They  have  consistently  un- 
derestimated the  impact  of  the  Asian  crisis  and  it  could  get 
worse.  The  main  trouble  is  that  the  aging  Bretton  Woods-era 
system,  designed  to  counterbalance  national  trade  deficits,  is 
coming  apart  under  the  strains  of  hot-wired  global  capital 
flows.  In  the  end,  a  commitment  to  changing  the  rules  of  the 
international  economic  game  by  all  the  players  involved  will 
be  needed  if  serious  trouble  is  to  be  avoided. 

Plunging  currencies  and  rising  unemployment  are  quickly 
destroying  the  wealth  of  Asia,  eroding  the  richest  growth 
markets  for  Western  exports  and  investments.  There  is  a  dan- 
ger that  Versailles-style  austerity  programs  imposed  on  In- 
donesia, Korea,  and  Thailand  by  the  International  Monetary 
Fund  and  the  U.  S.  Treasury  are  dumping  all  the  pain  of  re- 
stiucturing  on  Asia's  businesses  and  middle  class  while  Japan- 
ese, European,  and  American  banks  get  off  free.  So  far,  an 
Asian  backlash  has  targeted  corrupt  politicians  and  crony 
capitalists.  Bui  angry  nationalism  is  growing,  and  the  backlash 
can  easily  shift  to  anti-Americanism  or  even  anticapitalism. 

NO  RISK  ANALYSIS.  The  Asian  crisis,  like  all  previous 
panics,  has  not  one  but  many  causes.  Double-digit  growth 
was  based  on  cheap  credit  to  friends,  family,  and  favored 
businesses  by  politicians  or  bureaucrats.  Japanese  banks  in 
particular,  facing  low  interest  rates  at  home  and  unwilling  to 
write  off  the  bad  loans  of  the  1980s,  sought  salvation  by  lend- 
ing massive  sums  in  the  region.  German  and  U.  S.  banks  piled 
on,  as  did  pension  funds  and  emerging-market  mutual  funds. 
It  was  a  funny  kind  of  capitalism.  Local  banks  lent  on  the 
basis  of  contacts,  not  risk  analysis.  Foreign  banks,  project- 
ing from  their  Latin  American  experience,  looked  at  positive 
government  budget  numbers  but  not  at  negative  corporate 
earnings  figures.  Huge  overcapacity  resulted. 

A  rolling  bank  panic  brought  an  end  to  the  party.  The  end 
began  in  Thailand.  Devaluations  by  China  in  1994  and  Japan 
in  1995  made  Thai  exports  uncompetitive.  The  baht  fell.  U.  S. 
hedge  funds  pushed  the  currency  lower.  The  Thai  central 
bank  disclosed  that  it  barely  had  any  reserves  left.  Creditor 
banks  were  shocked  and  stopped  rolling  over  short-tenn  dol- 


lar loans  to  Thai  companies.  As  each  Asian  currency  came 
der  pressure,  new  surprises  surfaced.  Indonesia's  cen 
bank  had  no  idea  what  the  country  owed.  Korean  compai 
had  quietly  borrowed  up  to  $150  billion  short-term.  E 
crisis  revealed  more  secrets.  Credit  dried  up.  Asia  grount 
a  halt,  dumbfounded. 

What  must  be  done  now  is  clear.  First,  purchasing  po' 
and  growth  must  be  restored  to  Asia  by  restructuring 
dollar  liabilities  of  Asian  corporations  and  banks.  The 
erred  by  first  negotiating  with  Asian  governments.  It  sh< 
have  brought  borrowers  and  creditors  together  immedia' 
to  bang  heads.  The  IMF  should  have  pressured  the  banking 
stitutions  to  take  a  quick  hit,  securitize  the  bad  debt,  and 
tend  short-term  dollar  liabilities  to  Asian  corporations 
stimulate  growth  again.  Instead,  the  banks  are  now  tryinj 
offload  their  mistakes  in  extending  bad  loans  to  private  A 
companies  by  getting  governments  and  their  taxpayers  tc 
effect,  swallow  a  big  chunk  of  the  losses  the  banks  themse 
should  take. 

BOOST  BUYING  POWER.  Th  e  most  irresponsible  plaHr 

in  this  entire  crisis  has  been  Japan.  To  stem  the  curre 
slide,  a  lender  of  last  resort  should  have  immediately  step 
forward.  Japan  is  the  natural  choice  to  do  this,  just  as 
U.  S.  did  in  Mexico,  but  the  Japanese  Finance  Minis 
refused.  Instead  of  providing  Asia  with  backup  credits  in 
time  of  crisis,  it  is  being  stingy.  Amazingly,  Tokyo  is  e'| 
depreciating  the  yen  to  gain  advantage  during  the  crisis,  t 
exacerbating  it.  Japan  should  be  raising  the  value  of  the , 
and  cutting  taxes  to  boost  consumer  buying  power 
absorb  Korean  and  Thai  exports. 

Asia  must  realize  that  its  old,  secretive  mercantilist  w 
have  become  the  enemies  of  growth.  The  Japan  model  i 
working.  If  capital  is  to  start  flowing,  there  must  be  tr; 
parency  to  assess  risk.  Asia's  central  banks,  like  Mexic 
should  publish  honest  numbers  on  their  reserves  on  the 
ternet  daily.  Banks  and  mutual  funds  must  insist  on  ( 
crete  numbers  from  Asian  companies  before  they  lend  and 
vest.  Rating  agencies  must  get  real.  The  high-octane  gl( 
financial  markets  are  clearly  overshooting.  Thanks  to 
lower  cost  of  trading  due  to  communications  technology 
the  rise  of  derivatives  and  leverage,  the  magnitude 
volatility  of  capital  flows  are  rising.  With  enough  data,  n 
kets  can  make  the  right  decisions.  Without  it,  capital  flows 
wreak  havoc. 

Washington  must  lead  the  effort  to  reform  and  reb 
the  global  financial  system.  There  is  a  strong  chance  that 
Asian  crisis  can  act  as  a  solvent,  dissolving  authoritai 
governments  and  economic  practices  while  spreading  de 
cratic  market  capitalism.  These  are  values  cherished 
Americans  and  worthy  of  support  by  politicians,  busir 
people,  and  average  citizens.  The  Thais  say:  "from  bad  co; 
good."  This  could  be  one  of  those  moments. 
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THANKS  TO  ARAMARK'S  UNIQUE  FOOD  CONCEPTS  AND  INNOVATIVE  MICROBREW  PUB 

OUR  FANS  LEAD  THE  LEAGUE  IN 

PER  CAPITA  SPENDING.  IN  FACT,  IT  DOUBLED.  THEY  HAVE  REVOLUTIONIZED  ARENA 

EATING  AND  DRINKING 


Luukko  on  his  vision  of  Philadelphia's  new  CoreStates  Center:  "A  complete  entertainment  experience,  that's  what  we 
ed  for  our  fans.  An  arena  that  could  meet  the  needs  of  sports  fans  at  the  turn  of  the  century.  That's  the  challenge 
rave  Gail  Clark  and  her  whole  team  at  ARAMARK.  And  once  the  ideas  started  coming,  they  didn't  stop,  literally. 
!  Victor's  Club  restaurant,  to  customized  menus  in  the  bistros  and  sky  boxes,  to  the  Red  Bell  Brewery  ",  the  only 
ibrewery  in  a  sports  arena  in  the  country,  the  CoreStates  has  a  flavor  that  is  definitely  all  its  own."  At  ARAMARK  we  didn't 

the  CoreStates  Center  to  be  just  another  arena,  we  wanted  it  to  be  "the"  arena  by  which  all  others  would  be  judged.  To  us,  there 
»  standard  sports  arena  plan.  So  with  the  CoreStates  Center,  we  wanted  to  reinvent  the  sports  arena  as  we  know  it. 
his  has  led  Peter  Luukko  to  add,  "Thanks  to  ARAMARK's  innovative  thinking,  our  revenues  are  35%  higher  than  projected 
Der  caps  have  doubled.  That's  the  highest  per  capita  spending  the  industry  has  ever  seen."  ^j^/^Jft/\fyf/\[^fc 

ARN  MORH  AHOU  UNI  IMITED  PARTN1  RSHIP  <  Al  I  1 -800- ARAMARK  OR  VISH  US  A1  http://www.ardmdrk.com  Managed  Services,  Managed  Better. 
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Car  hits  tree.  Or  tree  hits  car.  Airbags  inflate.  OnStar  Center  is  alerted.  Computer  m 
pinpoints  location.  Advisor  calls  back,  gets  no  answer.  Advisor  calls  nearest  emergen' 
service  provider.  Yes,  someone  will  hear  you.  24  hours  a  day,  7  days  a  week.  Even  if  yn 
can't  call,  we'll  hear  you.  We'll  hear  you  in  other  ways,  too.  If  you're  lost,  we'll  direct  yi 


jr  car  is  stolen,  we  can  track  it.  If  you're  locked  out,  we  can  unlock.  It's  a  service  called 
;ar.  It's  available  on  nearly  2  million  new  GM  vehicles.  And  it  gives  you  more  peace  of 


I.  Because  it's  a  jungle  out  there.  Even  when  it's  only  a  forest. 
1 -888-ONSTAR-7  or  visit  our  website  at  www.onstar.com. 


Windows  IMP  is  indeed 
a  wave  sweeping  the 
world.  And  no  one 
has  more  experience 
with  NT  than  Compaq. 
Today,  we  have  more 
than  twice  as  many  servers  running  NT  as  any  other  computer 
company.  And  in  less  than  twelve  months'  time,  we've  become  the 
largest  provider  of  NT  workstations.  From  desktops  to  workstations  to 
servers  and  beyond,  Compaq  is  quickly  becoming  the  NT  choice  for 
corporations  and  individuals  alike.  Our  partnership  with  Microsoft  has 
optimized  NT  performance  on  our  products,  allowing  our  customers 
to  reduce  cost  and  risk  simultaneously.  What  else  would  you  expect 
from  the  world's  leading  provider  of  computers?  www.compaq 
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WILD  BLUE  YONDER 


NOT  QUITE  FLYING  COLORS,  BUT . . . 


DON  T     BE     SURPRISED  IF 

Boeing  emerges  with  a  clean 
bill  of  health  on  safety  from 
unscheduled  inspections  at 
two  of  its  aircraft  plants. 
Since  Jan.  12  the  Federal 
Aviation  Administration  has 
been  taking  a 
close  look  at  Boe- 
ing's quality-con- 
trol procedures  for 
horizontal  stabiliz- 
ers, and  so  far 
says  it  has  found 
no  safety  prob- 
lems. Its  final  re- 
port is  due  in 
February. 

The  unusual, 
unannounced  in- 
spections followed 
the  crash  of  a 
SilkAir  Boeing  ~ 
737-300  in  Indonesia  in  De- 
cember. The  10-month-old 
plane  was  found  to  have 
missing  tail  screws,  though 
the  cause  of  the  crash  is  not 
yet  known.  Boeing  saw  pro- 
duction bottlenecks  and  prob- 


737:  Safety  check 


lems  on  its  737s  last  year  due 
to  a  heavy  backlog:  it  was 
also  chastised  by  the  faa  on 
some  procedural  paperwork 
matters. 

Separately,  the  faa  has 
asked  airlines  to  inspect  211 
737s  made  since 
September,  1995. 
It  said  that  90% 
of  them,  mostly 
owned  by  foreign 
earners,  have  been 
inspected  through 
Jan.  16.  Twenty 
had  minor  prob- 
lems, including 
loose  or  missing 
screws  or  bolts  or 
missing  sealant  on 
some  bolts.  The 
faa,  however,  in- 
sisted that  these 
did  not  represent  safety 
problems.  An  agency  spokes- 
man said  that  the  faa  is 
unable  to  say  whether  these 
problems  were  the  fault 
of  Boeing  or  poor  airline 
maintenance.      Stan  Crock 


VALLEY  AND  HILL 

BILL  AND  NEWT  S 
EXCELLENT  RAPPORT 


Microsoft  tilt,  signaling  that 
the  market,  not  the  Justice 
Dept.,  should  deal  with  the 
software  giant.  "You  may 
have  to  be  big  in  the  U.  S.  to 
be  a  world  player,"  said  the 
Speaker.  He  added  that,  "as 
gm  and  IBM  can  tell  you,  being 
big  this  year  doesn't  mean 
you'll  be  big  next  year.  It's  a 
competitive  environment  and 
you  have  to  stay  agile." 
Gingrich's  comments  came 
two  days  after  a 
private  chat  with 
Gates  at  Microsoft 
headquarters  that 
was  followed  by  the 
Speaker's  praise  for 
the  company.  So  it 
seems  that  Gates 
has  found  at  least 
one  sympathetic 
ear  inside  the  Belt- 
later,  he  displayed  a  MICROSOFT  FAN?     way.   Steve  Hamm 


HOUSE       SPEAKER  NEWT 

Gingrich  has  never  taken  a 
public  position  on  the  anti- 
trust battle  between  the  Jus- 
tice Dept.  and  Microsoft.  But 
Gingrich  all  but  endorsed  Bill 
Gates's  way  of  doing  things 
recently — and  he  did  it  on  a 
recent  jaunt  to  Sili- 
con Valley,  no  less, 
where  Microsoft  is 
often  reviled. 

Gingrich  at  a 
press  conference 
told  reporters  that 
he  did  not  know 
enough  to  comment 
on  the  Microsoft 
case.  But  moments 


TALK  SHOW  ((But  for  some  in  Washington,  balancing  tl 
budget  is  just  an  excuse  to  bring  back  the  era  of  Big  Gov< 
ment  as  they  unleash  the  hounds  of  higher  spending.  55 

— House  Ways&Means  Chairman  Bill  Archer  (R-Tex.) 


SPORTS  BIZ 

INCOMPLETE  PASS 
AT  FOX  

NOW  THAT  THE  CHEERING  HAS 

died  down  at  the  networks 
that  won  National  Football 
League  broadcast  rights,  it's 
time  to  divvy  up  the  tab.  Af- 
filiate stations  at  cbs,  abc, 
and  Fox  love  the  deal — but 
they're  not  rushing  to 
help  pay  for  it. 

The    issue  looms 
biggest  at  Fox,  which 
is  already  urging  its 
217    affiliates    to  ,\ 
help  defray  the 
cost  of  its  $2.75 
billion,  five-year 
contract.  At  a  re 
cent  meeting  of  its 
affiliates,  the  idea 
went  over  like  a 
lead  football.  "I  can't 
see  us  giving  them 


any  more  cash,"  said 
O'Brien,  general  manaj 
ktuv  in  Oakland,  Calif. 
Fox  stations  were  also 
of  giving  up  ad  time  tl 
network  in  lieu  of  cash.  I 
currently  hand  over  $31 1 
lion  a  season  for  nfl  g;  I 
Fox  would  likely  take  I 
local  ad  time  from  its  I 
ates  if  it  expands  its  pra| 
NFL  show  to  90  minutesli 
an  hour.  Affiliates  ma} 
give  Fox  a  bigger  sha 
profits  from  the 
Children's  Netwc 
joint  venture  bel 
Fox  and  its  sta 
Ultimately,  Foxl 
ball  might  thei 
up  being  subs 
part  by 
cartoo 


JOHN  ELWAY:  Silbsid 


BANK  NOTES 


DID  MARINE  MIDLAND  SHIELD  A  CROOK? 

a  Marine  Midland  doci 
filed  in  the  action.  The 
ment,  from  early  M 
1991 — months  after  1 
well's  layoff — recountsj 
bank's  probe  into  his  m 
ties  regarding  one  invl 
Charles  Pooley.  The  inB 
unearthed  details  about  Jj 
head  misusf 


DENNIS   HELLIWELL   RAN  A 

Ponzi  scheme  for  11  years, 
using  his  former  employer's 
name,  Marine  Midland  Bank, 
to  trick  his  victims  out  of  $4 
million-plus.  Turns  out  that 
the  bank  knew  all  along  what 
he  was  up  to,  yet  did  nothing 
to  stop  him,  says  a  victims' 
lawsuit  filed  against  the  bank 
to  recover  money. 

Helliwell,  now  in  prison  for 
four  years  after  pleading 
guilty  in  October  to  mail 
fraud,  was  a  junior  Marine 
Midland  staffer  in  1985  when 
he  began  soliciting  invest- 
ments for  the  fictitious  Ma- 
rine Midland  Trust  B,  which 
offered  lush  18%  to  21%  re- 
turns. He  used  bank  sta- 
tionery to  keep  up  the  scam 
even  after  he  was  laid  off  in 
late  1990.  Helliwell,  who 
parked  the  funds  in  his  own 
Marine  Midland  accounts  for 
his  personal  use,  was  caught 
in  1996  after  one  of  his  50  in- 
vestors got  suspicious. 

Key  to  the  victims'  suit  is 


HELLIWELL 


fake  TrusS 
and  the  si 
ing  of  Pofl 
money  intl 
art  markets 
Helliwell| 
~  ogized  toi 
bank,  which  did  nothing  |l 
the  suit  says.  Filed  in  I 
hattan's  State  Supreme  (I 
it  also  charges  that  bar 
ficials  attended  Hellii 
parties  for  investors,  le 
credence  to  Trust  B's  lj 
macy.  Marine  Midlan 
nation's  No.  24  bank,  hi 
clined  to  comment  wit 
matter  in  litigation.  1 
well's  prosecutor  and  1 
could  not  be  reached. 
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i've  heard  a  lot 
about  the  new 


WHAT  I  NEED  TO  KNOW  IS  WHAT  S  BEST  FOR  ME 


There's  been  a  lot  of  talk  about  the 
new  IRA  tax  laws.  But  chances  are 
you  haven't  heard  what  any  of  it  means 
to  you.  So  Founders  has  developed 
retirement  tools  to  help  you  choose  the 
IRA  options  that  are  right  for  you.  Look  to  our  retirement 
planning  guide  or  the  retirement  planning  section  of 
our  website  for  up-to-date  information  as  well  as  helpful 
planning  worksheets  and  calculators. 

And  no  matter  which  type  of  IRA  you  choose,  you'll  find 
Founders  Growth  Fund  may  be  an  excellent  choice  for  a 
wide  range  of  retirement  needs.  It  has  outperformed  the 
S&P  500  Index  for  the  5-,  1 0-,  and  20-year  periods  that 
ended  12/31/97.  If  that's  the  kind  of  long-term  performance 
you're  looking  for,  call  for  our  new  retirement  planning 
guide.  You'll  also  receive  more  information  including  a 
prospectus  on  Founders  Growth  Fund,  and  our  other 
no-load  growth,  growth-and-income,  international,  and 
aggressive  growth  funds. 


PERFORMANCE  HISTORY: 

AVERAGE  ANNUAL  TOTAL  RETURN  AS  OF    1  2/3  1  /97 

FOUNDERS  GROWTH  FUND 

1  year  5  year  10  year  20  year 

26.59%       21.12%       18.20%  18.07% 


GROWTH.   PLAIN  AND  SIMPLE. 


FTP 


OneSource 


FROM   S  C  H  W 


AB  | 


800-5-NO-LOAD 


CALL  FOR  OUR  FREE  RETIREMENT  PLANNING 
GUIDE  OR  VISIT  THE  NEW  RETIREMENT  SECTION  ON 
OUR  WEBSITE  FOR  MORE  IN-DEPTH  INFORMATION. 

1-888-216-3100  Ext.  858  www.founders.com 


Past  performance  is  no  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be  worth  more 
or  less  than  their  original  cost.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  It  contains  more  complete  information,  including  management  fees  and 
expenses.  The  Standard  &  Poor's  (S&P)  500  Index  is  an  unmanaged  index  of  common  stocks  considered  representative  of  the  broad  market.  You  cannot  invest  in  this  index. 
Founders  Funds,  the  Founders  logo,  and  "Growth.  Plain  and  Simple."  are  registered  trademarks  of  Founders  Asset  Management,  Inc. 
©  1998  Founders  Asset  Management,  Inc.,  Distributor. 

Charles  Schwab  &  Co.,  Inc.,  Member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services  for  shares  purchased  through  its  Mutual  Fund  OneSource'"  Service. 


Up  Front 


WILD  BLUE  YONDER 

RICHARD  BRANSON 
RIDES  AGAIN 

EVER  UNDAUNTED,  RICHARD 
Branson  hopes  to  launch  yet 
another  attempt  from  Moroc- 
co, about  Jan.  25,  at 
the  first  nonstop  bal- 
loon flight  around 
the  world.  The 


DRAT!  Rill 


ballt 


on  ( i nset) 


flamboyant  British  entrepre- 
neur, whose  empire  includes 
Virgin  Atlantic  Airways,  has 
suffered  vexing  reverses. 


Two  years  ago,  severe 
rainstorms  prevented  him 
and  his  two-man  team  from 
lifting  off.  Last  January,  they 
got  only  as  far  as  Algeria  be- 
fore equipment  problems 
forced  a  landing.  And  in  De- 
cember, the  parked  balloon 
slipped  its  moorings  and  left 
without  them.  "I  must  pick 
myself  up  from  my  setbacks," 
he  says.  One  solace:  The  oth- 
er teams  trying  the  same 
feat  have  also  failed. 

Branson  has  a  history 
of  stubbornly  trying  again 
to  set  some  record  or  oth- 
er. In  1985,  he  sought  to 
make  the  fastest  Atlantic 
crossing  by  powerboat,  but 
the  craft  foundered  when 
he  hit  a  log  off  Cornwall. 
The  next  year,  he  succeed- 
ed. Aside  from  the  thrill, 
"  why  does  Branson  do 
these  tilings?  He  reaps  a  pub- 
licity bonanza  with  each  at- 
tempt, he  says,  be  it  a  suc- 
cess or  a  failure. 


RETAIL  TALES 


NOW,  FOR  OLYMPIA'S  NEXT  ROLE 


ACTRESS  OLYMPIA  DUKAKIS 
knows  how  to  please  an 
audience.  Now,  she'll  see  if 
her  homemade  salad  dress- 
ing draws  raves,  too.  The 
Oscar  winner  (for  Moon- 
struck) recently  launched 
four  lines  of 
Greek  dress- 
ings as  the 
first  venture  of 
Famous  Fix- 
ins,  where  her 
son  works.  It 
aims  to  market 
the  favorite 
recipes  of 
celebrities. 

Most  famous 
folks'  food  en- 
terprises are  ~ 
novelty  items,  on  the  order 
of  Dennis  Rodman's  lollipops. 
But  then  there  are  serious 
ongoing  concerns,  most 
prominently  that  of  Paul 
Newman.  Since  1982,  his 
Newman's  Own  salad  dress- 
ings and  other  products  have 


DUKAKIS:  Lettuce,  anyone 


generated  $90  million  for 
charity. 

Other  celeb  food  forays 
haven't  fared  as  well.  In 
199o,  Tommy  Lasorda,  then 
the  Los  Angeles  Dodgers 
manager,  sold  his  pasta-sauce 
outfit  after 
years  of  losses. 
It's  no  longer 
made. 

Famous  Fix- 
ins  is  in  talks 
with  ex-boxing 
great  Sugar 
Ray  Leonard 
for  his  barbe- 
cue sauce.  The 
company  has 
gotten  the 
Dukakis  dress- 
ing onto  the  shelves  of  2,000 
supermarkets  in  the  North- 
east and  seeks  to  expand  na- 
tionally. Dukakis,  whose  com- 
pensation is  undisclosed, 
makes  personal  appearances 
to  promote  the  salad  dress- 
ings. Roy  Furchgott 


DRAWN  &  QUARTERED 


THE  FUND  FRONT 


WHEN  THE  CHIPS  ARE  DOWN-HESITATE 


BARGAIN  HUNTERS,  BEWARE 

of  shares  of  semiconductor- 
equipment  makers,  says 
Christopher  McHugh,  one  of 
1997's  top  mutual-fund  man- 
agers. The  Asian  financial 
crisis  means 
Asian  chip- 
makers  aren't 
building  new 
factories.  So 
w ho  needs 
the  equip- 
ment  to  make 
the  chips? 
That  rea- 


What  McHugh  Sold 


COMPANY 


$75.63 
$58.50 


$36.94 
$25.00 


KLA-TENC0R 
PRI 

AUTOMATION 


TERADYNE     $58.75  $33.56 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Don't  go  near  the  wm 
says  McHugh,  co-managj* 
Turner  Midcap  Growth  Fg| 
McHugh,  whose  performpt 
was  boosted  by  a  big  ijg 
tion  in  the  chip-equiprB 
group  b(jp 
he  bailed! 
in  Oetofc 
has    a  | 
hand.  J 
fund's  4\ 
return 
1997  ea 
him  reccl 
tion  as  oil 


1 997  HIGH  RECENT  PRICE 


soning,  however,  doesn't  faze 
some  analysts  who  are  now 
recommending  the  likes  of 
Applied  Materials,  Teradyne, 
and  KLA-Tencor.  With  these 
stocks  off  about  50%  since 
last  fall,  they  figure  it's  time 
for  a  little  bottom-fishing. 


Morningstar  Inc.'s  RookiM 
the  Year.  The  wTay  he  se<l 
weak  chip  prices,  currfl 
devaluations  in  South  Kdei 
and  delayed  orders  will  i 
the  semiconductor-equipife 
makers  in  hot  water  fl 
long  time.       Robert  Bern 


THE  BIG  PICTURE 


M 

THESE  ARE  THE  GOOD  OLD  DAYS 

Last  year  capped  a  period  of  remarkably  low  inflation.  1 
most  recent  historical  comparisons  go  back  to  the  1960 
Shown  here:  the  four  years  ending  in  1997,  vs.  the  four-y< 


trailing  averages  in  the  1960s.  ,        average  of  annual 

4      consumer  price  index 
increases  for  four  years 
ending  in  given  year 


'60  '61  '62  '63  '64  '65  '66  '67  '6* 
▲  PERCENT    DATA  BUREAU  OF  LABOR  STATI: 


FOOTNOTES  At  the  largest  U.  S.  corporations,  the  CEO's  average  equity  stake,  in  1996:  $39  million;  in  1997:  $58  million 
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DATA  PEARL  MEYER  &  PARTNE 


THE  ART  OF  PRINTING 
HAS   BEEN   EVOLVING  FOR 
OVER  22,000  YEARS. 
YOU'LL  BE   PLEASED  TO 
LEARN  IT'S  DONE. 


ity  the  small  business  owner 
of  primitive  times.  When  it 
came  to  printing,  there  were 
a  limited  few,  if  any,  choices. 
Especially  if  you  needed 
professional-looking  color 


cs 


OMAGHSCFT WAI 


materials.  (  Need  that  in  ] 
XXL?  Print 

COLOR  BANNERS 
.   AND  POSTERS. 


Fast  for- 
ward a  few 

centuries.  Now,  when  you 
visit  Kinko's,  you'll  find 
plenty  of  choices.  You  would 
be  surprised  at  the  quality  of  our  digital 
prints  when  compared 
to  conventional 
printed  pieces. 
And  with  no 


Affordable  materials  that  look 
like  they  came  right  off  a  press, 


minimum  runs,  you  can  print  as  few 
as  10  or  as  many  as  10,000.  Plus  with 
a  range  of  papers  like  glossy  stock, 
you  can  look  professional  at  an  afford- 
able price.  In  short, 
digital  technol- 
ogy lets  you  make 
the  sort  of  pol- 

ished  materials  I    No  minimum 


RUNS  LETS  YOU 

PRINT  IUST 
WHAT  YOU  NEED. 


you  probably 
thought  were  too 
expensive  to  consider. 
Printing  technology's  been  evolving 
for  eons.  We've  just  made  it  easier  and 
more  affordable.  So  you  can  work  smart 
as  well  as  look  good. 


kinko's 

Color  Made  Easy 


Products  and  services  vary  by  location.  Sec  your  local  Kinko's  tor  details,  or  call  1-S00-2-KINKOS  tor  a  location  nearest  you. 
Kinko's,  Inc.  All  rights  reserved.  Kinko's  is  a  registered  trademark  of  Kinko's  Ventures,  Inc.  and  is  used  by  permission. 
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ONLINE  HELP  FOR  INVESTORS 


Since  its  1986  launch,  our  Mutual 
Fund  Scoreboard  has  been  one 
of  business  week's  most  popu- 
lar1 features.  We  were  one  of  the  first 
to  include  risk — not  just  returns — in 
determining  the  value  of  a  fund. 
Those  with  superior  risk-adjusted  re- 
turns get  the  highest  ratings.  And 
we  require  a  five-year  track  record 
before  rating  any  fund. 

Under  the  direction  of  Senior 
Writer  Jeffrey  M.  Laderman,  we 
have  expanded  the  Scoreboard  over 
the  years,  near- 
ly doubling  the 
number  of  equi- 
ty funds  includ- 
ed, adding  more 
data,  and  pub- 
fishing  separate 
Scoreboards  for 
bond  funds  and 
closed-end 
funds. 

But  frankly, 
it's  getting 
tough  to  keep 
up  with  the  ex- 
ploding mutual-fund  world  on  paper 
alone.  That's  why  we're  introducing 
the  business  week  Interactive  Mutu- 
al Fund  Scoreboard  on  our  Web  site, 
vAVw.businessweek.com.  The  Score- 
board printed  in  this  issue  contains 
data  on  885  funds,  but  on  business 
week  Online,  we're  offering  data  on 
nearly  2,300,  plus  total  returns  for 
multiple  periods,  from  a  month  to  10 
years.  You  also  get  crucial  data,  such 
as  the  fund's  risk  level  and  expense 
ratio.  And,  of  course,  business 
week's  ratings. 

The  online  Scoreboard  also  gives 
you  several  ways  to  search  for  funds: 
by  name  or  by  category,  by  best  1- 
or  10-year  return,  or  by  rating.  Per- 
haps best  of  all,  we'll  update  the  en- 
tire online  Scoreboard  monthly,  not 
just  annually. 


Scoreboard  maven 
Laderman 


In  addition  to  our  new  Scoreboa  , 
investors  will  find  plenty  of  other 
timely  and  useful  information  on 
business  week  Online,  both  on  the1 
Web  and  on  America  Online.  Our  I 
vestors  Central  area  features  a 
browsable  collection  of  Inside  Wall 
Street  columns  and  investment-orv 
ented  stories  from  the  magazine.  Ife 
you  missed  our  "Where  to  Invest  i| 
1998"  package,  you  can  find  it  all 
here  (with  several  online-only  extr 
Investors  will  also  want  to  che; 

the  business  WEi 
Online  Daily  BmJ 
ing,  which  offers 
preview  of  possib-, 
market  activity  'A 
snapshots  of  clos 
ing  info  for  nr- 
kets  worldwic. 
The  Daily  Brii 
ing  is  also 
where  busine! 
week  reporter 
break  news  tit 
happens  be- 
tween issues 
the  magazine  and  provide  addition; 
stories,  such  as  a  new  weekly  pers 
al-finance  column  by  Senior  Writer 
Robert  Barker1. 

We'll  keep  adding  new  investing 
features,  many  in  cooperation  with; 
our  McGraw-Hill  Companies  col 
leagues  at  Standard  &  Poor's  Pers> 
al  Wealth  (www.personalwealth.cor 
a  brand  new  Web  site  designed 
specifically  to  guide  individual  in- 
vestors. We  think  the  combination :' 
business  week  and  s&p  will  be  onl 
that  investors  find  unbeatable,  in  c\. 
berspace  or-  anywhere  else.  Visit  u] 
online  soon,  and  keep  coming  backs 
we  grow  in  the  future. 

Editor-in-Chf 
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aders  Report 


I0ND  OPINION 
IPAN'S  ILLS 


fessor  Rudi  Dornbusch's  advice 
5  Japanese  economy  is  only  partly 
■get  ("What's  the  weakest  link  in 
orld  economy?  Japan,"  Economic 
oint,  Jan.  12).  He  is  right  to  insist 
apan  must  discard  its  tight  fiscal 
s.  And  Tokyo  must  move  urgent- 
rescue  its  banking  system,  re- 
gis of  justified  populist  antibank 
lent. 

the  tax  cuts  he  urges  would  have 
mpact,  given  the  saving  propensi- 
'  the  Japanese,  particularly  when 
are  bad.  And  Reagan-Thatcherite 
ilation  would  need  years  to  pro- 
effects,  even  if  Japan  were  as 

a  country  as  Dornbusch  likes  to 
-which  it  is  not.  As  in  South  Ko- 
major  cause  of  the  present  crisis 
adequate,  rather  than  excessive, 
tion  of  the  finance  industry,  large- 
i  result  of  past  U.  S.  pressure, 
an's  immediate  need  is  for  tax 
;s  and  other  moves  to  halt  the  col- 
in  land  prices.  Another  need:  a 
;-boosting  commitment  to  expand 
ng  on  badly  needed  public  works 
jutting  fiscal  waste  in  other  areas. 

Gregory  Clark 
'  Tokyo 

VIACOM  SHAREHOLDER 
HAPPY  

ive  been  a  Viacom  Inc.  stockhold- 
ce  the  company  bought  Block- 
Video  a  few  years  ago.  I  have  of- 
vondered  why  my  stock  has 
med  so  poorly.  Now,  after  read- 
Daught:  A  job-hunter.  Penalty: 
arrest"  (News:  Analysis  &  Com- 
ry,  Jan.  12),  I  have  my  answer.  If 
n  has  nothing  better  to  do  than 
:ute  Rich  Cronin  [former  head  of 
n's  Nick  At  Nite  and  TV  Land  ca- 
tworks],  I  see  little  chance  for  im- 
nent  in  my  stock. 

Allen  Ulibarri 
Downey,  Calif. 


ERGOLLINS: 
IN  THE  BLACK 


Be  I  am  flattered  to  be  included  in 
It  of  "Managers  to  watch  in  1998" 
*  Story,  Jan.  12),  I  must  take  issue 
your  comments  on  the  current 
of  HarperCollins  Publishers.  Far 
Remaining  troubled,"  the  company 
i  solid  growth  track. 
!  fact  is  that  HarperCollins  has 
returned  to  profitability.  Its  re- 
1  operating  profit  for  the  first 


quarter  (ending  September,  1997)  was 
$13  million,  a  figure  that  far  exceeded 
industry  expectations.  Cash  flow  also 
improved,  compared  with  the  same  pe- 
riod a  year  ago,  and  we  expect  further 
improvement  for  both  trends  in  the  sec- 
ond quarter. 

HarperCollins'  turnaround  perfor- 
mance is  the  result  of  a  tough  12-month 
restructuring  program  completed  in 


June,  1997.  The  cancellation  of  100-plus 
book  contracts — the  only  initiative  to 
which  business  week  refers — was  just 
one  aspect  of  this  restructure.  It  in- 
cluded streamlining  our  publishing  pro- 
grams, reducing  worldwide  overhead  by 
$25  million  annually,  and  cleaning  up 
excess  inventories  and  large  amounts 
of  unrecouped  royalty  advances. 

HarperCollins'  strategy  of  focusing 


It  was  while  trying  to  draw  frozen  yogurt 
through  a  straw  that  Bjorn  came  to  know  what  the 
promise  of  greater  bandwidth  really  meant  from 
that  Williams  network. 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www  willtales.com,  or  call  1-80O-WILLIAMS,  loi  big  bandwidth  and  easy-toswallow  solution?. 


'  1W;  The  Williams  Companies.  Inc 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

In "  'It's  about  capturing  eyeballs'"  (News: 
Analysis  &  Commentary,  Jan.  19)  and 
"Microsoft's  future"  (Cover  Story,  Jan.  19), 
the  value  of  Microsoft  Corp.'s  acquisition  of 
Hotmail  Inc.  was  misstated.  Sources  now 
say  the  deal  was  worth  $395  million  in 
stock. 

In  "It's  the  best  of  times — or  is  it?" 
(News:  Analysis  &  Commentary,  Jan.  12),  we 
cited  only  Travelers  Group  Inc.'s  purchase  of 
Smith  Barney  Inc.  as  a  factor  in  continued 
layoffs  on  Wall  Street.  Travelers'  subsequent 
acquisition  of  Salomon  Inc.  is  expected  to 
cause  additional  downsizing. 

Northrop  Grumman  was  misspelled  in 
"Trustbusters  get  Lockheed  on  radar"  (Up 
Front,  Dec.  29/Jan.  5). 


its  publishing  programs  on  core  book 
segments  is  paying  off.  As  a  result  of 
reducing  the  number  of  first-quarter  ti- 
tle releases  by  some  32%  from  the  same 
period  last  year,  HarperCollins'  prof- 
itability per  title  has  nearly  doubled. 

These  are  hard  facts,  and  I  hope  they 
will  set  the  record  straight. 

Anthea  Disney 
Chairman  and  ceo 
News  America  Publishing  Group 
New  York 

DEREGULATION 

FLOPS  AGAIN  

Your  pessimistic  report  on  the  dereg- 
ulation of  the  electric-power  industries 
is  right — but  not  surprising  ("So  far, 
it's  all  buzz  and  no  zap,"  News:  Analy- 
sis &  Commentary,  Jan  12).  Even  be- 
fore deregulation  starts,  it  promises  to 
expire  in  the  same  welter  of  skimming, 
advertising  hysteria,  lawsuits,  and  du- 
plication of  facilities  as  in  telecommu- 
nications, on  which  you  also  report 
("Telecom:  Congress  should  reform  its 
reform,"  News:  Analysis  &  Commen- 
tary, Jan.  12). 

It  will  probably  be  even  worse.  The 
reason  phone  service  did  not  collapse 
is  that  Ma  Bell  was  broken  up  just 
when  everybody  had  to  change  from 
electro-mechanical  to  electronic  switch- 
ing, a  huge  cost-saving  technical  change. 
So  there  was  not  as  much  capital-inten- 
sive "stranded"  equipment  to  worry 
about.  No  remotely  comparable  technical 
changes  exist  in  electric  service. 

John  E.  Ullmann 
Professor  Emeritus  of  Management 
Hofstra  University 
Hempstead,  N.  Y. 


SPEAKING  UP 
FOR  BILL  GATES 


Your  commentary  asking  Microsoft 
Corp.  to  comply  with  the  Justice  Dept.'s 
demands  ended:  "Bill,  let  the  markets 
decide,  and  save  yourself  a  lot  of  trou- 
ble" ("Let  it  go,  Mr.  Gates.  You'll  win 
anyway,"  News:  Analysis  &  Commen- 
tary, Dec.  29/Jan.  5).  I  fail  to  under- 
stand how  complying  with  demands  is 
letting  the  markets  decide.  In  fact,  isn't 
Microsoft  a  success  story  because  of 
consumer  decisions  to  buy  its  products? 

Microsoft  is  a  success  because  William 
H.  Gates  III  has  been  free  to  bring  to 
market  a  valuable  commodity.  But  not 
anymore.  I  would  like  Mr.  Gates  to  tell 
the  Justice  Dept.  to  let  the  markets  de- 
cide. Protect  each  software  executive's 
right  to  make  decisions  that  can  be  di- 
rectly tested  in  the  markets.  To  the 
software  executives  backing  Justice's 
claims,  I  say:  Take  the  trouble  to  com- 
pete with  Microsoft  in  the  market,  and 
don't  invite  government  intervention 
into  this  country's  least-regulated  and 
most  flourishing  industry. 

Farhana  Bandukwala 
Pittsburgh 

SUPERMARKETS  ARE  STILL 

THE  FOOD  KINGS  

Your  report  on  "Food"  (Industry  Out- 
look, Jan.  12)  contained  some  miscon- 
ceptions about  the  share  of  food  moving 
through  the  supermarket  and  restau- 
rant industries.  While  losing  some 
ground  to  restaurants,  supermarket  op- 
erators account  for  nearly  three  of 
every  four  pounds  of  product  sold. 

In  1997,  food  store  sales  will  be  an 
estimated  $432  billion,  and  restaurant 
sales  will  be  $244  billion,  while  the  non- 
commercial sector  will  approach  an  es- 
timated $85  billion.  Since  traditional  gro- 
cery stores  mark  up  an  estimated  22f£, 
vs.  an  estimated  60%  markup  in  the 
restaurant  sector,  the  approximate 
wholesale  values  are  closer  to:  72%  food 
stores,  21%  restaurants,  and  7%  non- 
commercial (hospitals,  schools,  airlines). 

Industry  trends  underscore  the  com- 
petition between  the  at-home  and  away- 
from-home  sectors.  Industrywide,  super- 
markets still  sell  most  of  the  food. 

Rick  Pfaff 
Food  Institute 
Fair  Lawn,  N.J. 

SOCIAL  CAPITAL 

IS  NOT  CAPITAL  AT  ALL'  

Sociologists  should  be  gratified  to  see 
that  they  are  no  longer  third-class  citi- 


zens vis-a-vis  economists  in  the 
ness  world  ("The  ties  that  lead  to 
perity,"  Economics,  Dec.  15).  Cert 
social  relationships  have  a  lot  to  do 
the  functioning  of  business  and  the 
omy  in  general. 

But  sociology  is  not  economics 
it  is  unfortunate  that  the  importar 
social  relationships  had  to  be  t 
formed  into  a  pseudo-economic  l 
"social  capital,"  in  order  to  be 
interesting. 

Social  capital  is  not  capital  at  all 
cannot  spend  it,  you  cannot  bo 
against  it,  and  it  has  no  dollar  ^ 
Would  it  not  be  more  productive  t< 
ognize  social  relationships  for  what 
are  and  research  their  proper  pis 
business  and  the  economy,  rather 
concoct  some  consultant-like  ter 
pretend  it  is  something  that  it  is 

Jeffrey  E.  HJ 
Beverly  Farms, 
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Welcome  to  Four  Points 
Hotels  by  Sheraton.  We're 
the  full-service  hotel  that  scales 
down  cost,  not  comfort.  With  all  the  real 
amenities  you  can't  always  count  on  from 
other  mid-priced  hotels.  Like  a  fitness  facility 
a  three-meal  restaurant  right  on 
the  premises,  and  room  service. 
We  even  provide  a  free  weekday 
newspaper,  delivered  right  to  your 
door.  Four  Points  Hotels  are  perfect  Sheraton 


for  your  meetings  too. 
We  offer  a  range  of  flexible 
meeting  space,  from  small  to  banquet 
size,  available  with  full  catering  service  if 
you  need  it.  All  the  qualities  and  features 
you'd  expect  with  our  ITT  Sheraton  name.  At 
a  surprisingly  affordable  price. 
For  reservations  call  your  travel 

Four  Points*  pr°^ess'°na''  v's'*  °ur  s'te  at 

www.fourpoints.com  or  just  give 
us  a  call  at  800-325-3535. 


HOTELS 


A    REAL    HOTEL    YOU    CAN    REALLY  AFFORD. 


N'l Shenifwi  (Mi  lnJerii:<lioiul 


Earn  more  of  the  miles  yon  want.  Join  ITT  Sheraton  Club  International  and  enter  a  world  of  generous  rewards 
and  personal  recognition.  Call  1-800-247-CLU8(2582)  in  the  US  or  Canada  or  visit  our  Sheraton  Web  site. 


©  1998 ITT  Steralon  Cmwaten 
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CLONE 

The  Road  to  Dolly,  and  the  Path  Ahead 

By  Gina  Kolata 
Morrow  •  276pp  •  $23 


REMAKING  EDEN 

Cloning  and  Beyond  in  a  Brave  New  World 

By  Lee  M.  Silver 
Avon  •  317pp  •  $25 


CLONING'S  STRANGE  PAST 
-AND  STRANGER  FUTURE 


In  1995,  two  Welsh  mountain  lambs 
were  born  at  an  obscure  research 
institute  in  Scotland.  It  was  a  his- 
toric event  because  the  two  ewes  in 
question,  Megan  and  Morag,  were 
clones — identical  twins  produced  by  in- 
serting nuclei  from  one  developing  em- 
bryo into  sheep  eggs  stripped  of  their 
genes.  The  feat  smashed 
through  what  was  considered 
a  fundamental  hairier  of  na- 
ture. Scientific  dogma  had 
held  that  only  unspecialized 
cells  from  embryos — those 
that  still  have  the  ability  to 
develop  into  any  organ  of 
the  body — could  be  used  to 
create  a  clone.  But  Megan 
and  Morag  sprang  from  cells 
that  had  already  begun  to 
specialize.  As  a  result,  mi 
theoretical  hurdles  stood  in 
the  way  of  cloning  an  adult  animal — or 
human. 

And  yet  the  response  to  the  two 
lambs  and  their  creator,  Ian  Wilmut, 
was  deafening  silence.  At  The  New  York 
Times,  "we  were  oblivious  to  the  re- 
search," admits  Times  science  writer 
Gina  Kolata  in  her  perceptive  new  book, 
Clone:  The  Road  to  Doll//,  ami  the  Path 
Ahead.  Few  scientists  or  ethicists  took 
notice,  either.  As  far  as  most  of  science 
was  concerned,  the  cloning  of  adults 
was  still  the  stuff  of  fiction. 

That's  why  the  world  reacted  with 
amazement  and  shock  a  year  later  when 
Wilmut  did  clone  an  adult  sheep — the 
famous  Dolly  "Most  of  us  thought  it 
could  never  happen,"  recalls  Princeton 
University  biologist  Lee  M.  Silver  in 
his  own  provocative  book,  Remaking 
Eden.  "How  wrong  we  were." 

So  why  did  Wilmut  s  "magnificent  and 
chilling  experiment,"  as  Kolata  describes 
it,  come  as  an  utter — and,  to  many,  hor- 
rible— surprise?  The  answer,  Kolata  ar- 
gues persuasively,  lies  in  the  intertwined 


GINA  KOLATA 


histories  of  cloning  research  and  the  sci- 
entific-ethics movement. 

Kolata  begins  with  a  whole  notebook's 
worth  of  reactions  to  human  cloning. 
Sample:  Big  deal,  shrugs  writer  Joyce 
Carol  Oates,  who  adds:  "Most  people 
don't  have  any  individuality  anyway." 
But  the  guts  of  the  book  is  a  fascinat- 
ing, vivid  history  of  embry- 
ology and  cloning,  an  account 
that  helps  explain  why  Dolly 
has  triggered  so  much  anxi- 
ety and  fear. 

Along  the  way,  we  get  an 
illuminating  look  at  how  sci- 
ence is  really  carried  out — 
and  we  meet  such  giants  as 
Nobel  Prize  winner  Hans 
Spemann.  In  the  first  few 
years  of  the  20th  century, 
Spemann  used  a  baby's  hair 
to  split  hundreds  of  sala- 
mander embryos  in  two,  creating  not 
only  twins  but  also  creatures  with  two 
heads  and  two  egos.  By  1938,  he  had 
proposed  "a  fantastical  experiment" — 
the  cloning  of  an  adult  cell. 

By  1952,  science  had  tak- 
en the  next  step  along  that 
path.  Attempting  what  one 
reviewer  of  grant  applica- 
tions called  "a  harebrained 
scheme  with  little  chance  of 
success,"  American  Thomas 
J.  King  succeeded  in  trans- 
ferring the  nucleus  from  a 
frog  embryo  into  an  egg  cell 
from  which  he  had  removed 
the  nucleus.  The  result:  a 
tadpole  cloned  from  the  em- 
biyo.  "It  was  chubby  and  plump,  a  right 
jolly  old  tad/And  we  were  to  it — both 
Mother  and  Dad  ..."  King  recounted  in 
giddy  verse. 

Cloning  an  adult  suddenly  seemed 
possible.  And  as  Kolata  recounts,  the 
idea  inspired  none  of  the  horror  in  the 
'50s  and  '60s  that  it  does  today.  But 


CLONING  AND 

BEYOND  IN  A 
BRAVE  NEW  WORLD 


that's  when  the  story  takes  some  il 
pected  twists.  One  key  event  isH 
emergence  of  the  field  of  bioetliics.ls| 
ing  to  gain  attention  and  respect,!! 
neer  Willard  Gaylin  "thought  elcj 
could  be  an  issue  that  could  put 
new  bioethics  center]  on  the  map,' 
lata  explains.  So  he  wrote  a  landil 
1972  article  decrying  the  "awful  ki' 
edge  to  make  exact  copies  of  hi 
beings." 

Cloning  also  suffered  a  major 
tine  blow.  In  1979,  a  budding  supe! 
named   Karl   Illmensee  showecfl 
amazed  world  three  adult  mic 
claimed  to  have  cloned  from  eml 
cells.  It  was  front-page  news.  Bi] 
one  could  duplicate  his  work.  Fraui 
alleged,  though  never  proved,  anc] 
whole  field  was  discredited.  Grant 
ey  evaporated  as  top  scientists 
on  to  the  next  fad. 

Enter  a  new  cast  of  characters, 
ing  in  the  backwaters  of  science, 
most  prominent  was  a  mysterious  I 
Steen  Willadsen,  "a  man  who  se< 
to  spring  up  out  of  nowhere,  rear, 
do  the  impossible,"  Kolata  wi 
Willadsen's  credo:  "The  role  of  th< 
entist  is  to  break  the  laws  of  nat 
Laboring  in  a  little-known  British 
disobeying  the  rule  of  modern  sc 
that  researchers  must  publish  or  p< 
Willadsen  did  just  what  he  had 
cated.  He  created  sheep-cow  chim 
for  instance,  even  roasting  one 
party  in  1985.  "It  was  not  very 
but  that  was  because  the  sheep  p: 
it  was  too  old,"  he  repc 
And  more  than  a  decad 
fore  Dolly,  he  cloned 
from  embryo  cells  that 
already  begun  to  speci 
But  he  did  not  publisl 
news  of  his  feat. 

Over  drinks  in  a  b 
1986,  Ian  Wilmut  heai 
Willadsen's  achiever 
Wilmut  figured  it  wai 
solution  to  his  own  prol 
A  scientist  at  Scotl 
Roslin  Institute  and  "o 
the  most  unlikely  heroes  of  the  cli 
saga,"  writes  Kolata,  he  was  tryii 
genetically  engineer  cows  so  they  \ 
make  drugs  or  other  substances  in 
milk.  But  he  was  not  able  to  get 
genes  into  embryo  cells,  which 
then  have  been  cloned.  Cloning 
stage  or  adult  cells  would  thus 


THE  EARLY  TRIUMPHS  WERE  IGNORED.  AND  THE 


LONG-RANGE  IMPLICATIONS  ARE  LITTLE  EXPLORE 
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•oblem,  since  those  cells  could  be 
cally  engineered. 

ided  by  a  struggling  company, 
it  and  colleague  Keith  Campbell 
dly  leaped  over  the  scientific  hur- 
i  their  path.  No  one  noticed.  Even 
atershed  birth  of  Megan  and  Mor- 
s  ignored  "because  it  was  outside 

mainstream  and  it  took  place  not 

Ivy  League  university  with  an 
ssive  public-relations  staff  but  at  a 
ural  research  institute  where  a 

dog  named  Buster  roamed  the 
3s  at  night,"  Kolata  explains.  And 

this  "atmosphere  of  mostly  blind 
:rence  to  their  work  that  gave 
it  and  Campbell  the  courage  to 

clone  an  adult  sheep,"  she  adds, 
r/s  concerns  had  been  raised  then, 
possible  that  history  would  have 
a  different  path." 
ata  never  does  pass  judgment  on 
ierits  and  eventual  legacy  of 
I.  But  the  impression  she  leaves  in 
Dmpelling  book  is  that  cloning  is 
ible  and  that  its  consequences  are 
reaching  they  will  "alter  our  very 

of  what  it  means  to  be  human." 
biologist  Silver  puts  it:  "For  bet- 
d  worse,  a  new  age  is  upon  us." 
t  as  scientists  inexorably  marched 
i  Dolly  with  little  thought  of  the 
^uences,  Silver  argues,  few  re- 
iers  today  grasp  what  cloning  will 

Indeed,  he  writes,  "most  practic- 
ientists  and  physicians  have  been 
to  speculate  about  where  it  may 
d." 

in  Remaking  Eden,  which  is  an 
complement  to  Kolata's  book,  Sil- 
aps  into  the  fray  himself.  He  fore- 
;verything  from  children  created 
?  mingled  genes  of  two  "mothers" 
•ents  deciding  which  embryos  to 
to  term  on  the  basis  of  computer 
itions  of  prospective  children.  And 
"the  techniques  of  cloning  and  ge- 
sngineering  are  combined,"  Silver 
i,  "the  human  species  will  gain 
il  over  its  own  destiny,"  wiping 
isease  and  creating  people  with 
1  abilities. 

jntually,  Silver  predicts,  genetical- 
lanced  people  and  "natural"  hu- 
will  be  so  different  that  they  will 
le  "entirely  separate  species  with 
ility  to  cross-breed,  and  with  as 
romantic  interest  in  each  other 
current  human  would  have  for  a 
anzee." 

)ossible,  most  scientists  would  say. 

s  physicist  Freeman  Dyson  notes 

ver's  book:  "The  human  species 
deeply  ingrained  tendency  to 
the  experts  wrong."  Remember, 

ng  Dolly  was  "impossible,"  too. 

BY  JOHN  CAREY 

dor  Correspondent  Carey  covered 

rth  of  Dolly. 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


HOW  $10,000  INVESTED  A/30/'/3 
WOULD  HAVE  GROWN 


T.  Howe  Price  Blue  Chip  Growth 
Fund  invests  in  today's  leading 
growth  companies  as  well  as  those 
with  the  ability  to  become  tomor-  $24 
row's  industry  leaders.  These  blue 
chip  companies  offer  the  potential 
for  sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  hind's  strategy  has  proven 
effective.  As  the  chart  indicates,  the 
fund  has  outperformed  its  Lipper 

Category  Average  since  inception.  Past  performance  cannot  guarantee  future 
results.  Minimum  investment  $2,500  ($1,000  for  IRAs).  No  sales  charges. 


ASK 
ABOUT 
THE 

ROTH 
IRA 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-8467 

www.  troweprice.com 


Invest  With  Confidence 

T.RoweRrice 
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32.8 1'\>,  29.82°o,  ami  24.22°o  are  the  fund's  average  annual  total  returns  for  the  1-year,  3-year,  and  since 
inception  periods  ended  9/30/97,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  may  he  worth  more  or  less  at  redemption  than 
at  original  purchase.  (Source:  Lipper  Analytical  Services,  Inc.) 

Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  i«  G039955 
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The  new  premium  edition  of 


BusinessWeek  ONL  INE 


Get  the  full  text  of  Business  Week  on  the  World  Wide  Web 
...  plus  receive  premium  online-edition  features  exclusively 
available  to  paid  subscribers,  including: 

♦  Original  online-only  stories. 

♦  Expanded  coverage  of  the  most  impor- 
tant stories  in  every  current  issue. 

♦  Every  story  published  in  every  edition  of 
Business  Week  around  the  world. 

♦  Access  to  next  week 's  top  business 
stories  every  Thursday  night. 

♦  Free  access  to  the  two  most  recent 
issues. 


♦  Monthly  updates  to  our  exclusive 
Business  Week  Mutual  Funds 
Scoreboard  beginning  in  mid-January. 

♦  A  daily  Wall  Street  columnist  (coming 
soon). 

♦  Stock  market  updates  three  times  a 
day  at  opening,  mid-day  and 
closing  bell. 

♦  Standard  &  Poor's  company  profiles 
(coming  soon). 


To  access  the  premium  edition  of  BusinessWeek  ONLINE,  visit  our  Web  Site 
and  complete  the  registration  form  with  information  from  the 
mailing  label  on  your  magazine. 

If  you  have  questions  or  wish  to  subscribe  to  Business  Week, 
phone  1-888-878-5151  or  visit  our  Web  Site. 

A  special  version  of  BusinessWeek  ONLINE  is  available  on  AOL  at  Keyword:  BW. 
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chnology  &  You 


EPHEN  H.  WILDSTROM  

ITER  A  LOW-COST 
)ME  LAPTOP 


iba's  newly 
pied,  sub-$2,000 
il  should  shake 
e  market 

ist  year,  the  desktop 
lome  computer  that 
:ost  less  than  $1,000 
he  market  by  storm, 
ear,  full-featured  lap- 
;hat  cost  less  than 
—and  possibly  less 
$1,500— may'  ac- 
ish     the  same 

se  machines  are 
squarely  at  indi- 
3 — rather  than  at 
•ate  customers, 
ant  features,  such 
dular  designs  and 
g  stations,  that  the 
ner  machines  gen- 
lack.  The  new  lap- 
achines  will  give 
an  appealing  new 
and  could  threaten 
ngstanding  domi- 
of  desktop  ma- 
s  in   the  home 
t. 

ETTER.  The  idea  of 
ner  laptops  is  not 
of  course.  Compaq 
iter  introduced  its  Pre- 
ine  of  home  notebooks 
ear,  and  a  small  per- 
;e  of  portables  has  al- 
inded  up  in  homes  and 
its'  backpacks.  But  un- 
y  recently,  $2,500  was 

the  least  the  home 
ould  expect  to  pay  for 
to-date  laptop,  a  price 
cared  away  many  po- 

buyers. 

liba  is  setting  the  pace 
j  newest  wave  of  con- 
laptops  with  its  Jan. 
inouncement  of  the 
te  305CDS,  starting  at 
1,699.  There  have  been 


laptops  from  top-tier  brands 
available  at  this  price  before, 
but  typically  they  have  been 
promotions  designed  to 
dump  old  products.  The 
305CDS  is  a  brand-new 
design. 

Toshiba  didn't  have  to 
make  many  compromises  in 
design  to  take  the  price  $300 


-ssssr 
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The  16  megabytes  of  base 
random-access  memory  is  ad- 
equate, but  moving  to  32  MB 
for  around  $200  will  enhance 
performance  considerably. 

Any  sub-$2,000  notebook 
will  use  a  passive-matrix,  or 
dual-scan,  display.  Active-ma- 
trix displays  are  preferable, 
but  the  12.1-inch  screen  on 
Satellite  305CDS  is  a  good 
one:  It's  bright  and  subject 
to  only  moderate  "ghosting" 
when  the  mouse  pointer  is 
moved  rapidly. 

One  nice  touch  is  that  a 
little  wheel  on  the  edge  of 
the  display  makes  it  very 
easy  to  make  the  adjust- 
ments to  changing  light  con- 
ditions that  passive-matrix 
displays  need. 

Toshiba  is  in- 
troducing two 
other  machines 
also:  the  $2,599 
Satellite  siocdt, 
with  an  active- 
matrix  screen, 
200-Mhz  Pen- 
tium, and  32  MB 
of  memory;  and 
the  in-between 
$2,199  310CDS, 
with  the  same 
features  but  a 


to  $400  below  the  competi- 
tion. The  166-megahertz 
mmx  Pentium  processor  is 
not  state-of-the-art,  but  it  is 
speedy  enough  for  most 
users.  Arcade-style  games, 
the  main  consumer  use  for 
ultrafast  computers,  are  ill- 
suited  for  laptops  anyway. 

The  Satellite's  design  fea- 
tures built-in  floppy  and  CD- 
ROM  drives,  and  the  base 
price  includes  a  K56flex  PC 
Card  modem  from  Xircom. 


passive-matrix 
screen. 
About  the  only  thing 
left  out  of  the  new  Satellites 
is  a  docking  connector.  Toshi- 
ba says  that  only  20%  to 
25%  of  its  laptops  are  sold 
with  docking  stations  or  so- 
called  port  replicators  that 
allow  easy  attachment  to 
networks  and  desktop  moni- 
tors, keyboards,  and  mice. 
And  nearly  all  of  those  sales 
are  corporate.  Leaving  the 
connector  out  allowed  a  sig- 
nificant cost  saving  while 


eliminating  a  component  that 
few  in  the  target  audience 
for  this  laptop  will  ever  miss. 

Just  as  Compaq's  release 
of  the  sub-$  1,000  Presario 
2100  desktop  computer  last 
spring  scrambled  the  mar- 
ket, the  Toshiba  announce- 
ment is  likely  to  change  the 
competitive  landscape.  Com- 
paq's cheapest  consumer  lap- 
top, the  Presario  1200  with  a 
200-Mhz  Cyrix  Mediacx 
processor  and  32  MB  of  mem- 
ory, goes  for  $1,999.  There's 
going  to  be  a  lot  of  down- 
ward pressure  on  laptop 
prices,  with  models  in  the 
Satellite  305CDS  class  proba- 
bly falling  well  below  $1,500 
by  the  end  of  the  year. 
followers.  These  machines 
are  not  likely  to  get  a  lot  of 
interest  from  corporations, 
which  are  not  as  price-sensi- 
tive as  individuals.  "The  bulk 
of  the  market  is  well  above 
$2,000,  with  most  units  on  the 
commercial  side  selling  for 
$2,500  to  $4,000,"  says  Mark 
Vena,  director  of  North  Amer- 
ican mobile  products  for  Com- 
paq. "Commercial  accounts  are 
very  wary  about  spending  as 
little  as  possible." 

Retail  sales,  however,  ac- 
count for  a  steadily  growing 
share  of  the  laptop  market, 
and  I  think  these  new  mod- 
els   will    accelerate  the 
trend.  Other  manufactur- 
ers are  following  the 
lead  of  Compaq  and 
Toshiba    in  designing 
models  specifically  for 
home  and  small-business  use. 
In  many  homes,  a  laptop 
that  can  be  tucked  into 
a  drawer  when  not  in  use  is 
an  attractive  alternative  to 
a  full-size  machine  that  tends 
to  dominate  a  room.  And  for 
home  uses  such  as  E-mail, 
Web  browsing,  and  word 
processing,  even  the  rela- 
tively low-powered  proces- 
sors in  inexpensive  laptops 
are  more  than  adequate. 

Until  now,  it  has  mostly 
been  cost  that  has  kept  lap- 
tops out  of  the  home  mar- 
ket. These  welcome  new  of- 
ferings from  Toshiba  will 
help  change  that. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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r     n  e  t  w. 
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e     same     warmth     and  hospitality 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


ASIA  MAY  BE  SHAKEN 

BUT  IT'S  NO  HOUSE  OF  CARDS 


GROUNDED: 

The  Tigers' 
success  grew 
from  skilled 
labor,  vigorous 
entrepreneurs, 
and  a  good  deal 
of  economic 
freedom, 
which  are  all 
still  in  place 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


The  Asian  financial  crisis  may  have  fi- 
nally put  to  rest  the  myth  that  the  re- 
gion's success  is  due  to  a  superior,  Con- 
fucian-rooted capitalism,  one  immune  to  the 
depressions  and  other  troubles  that  plague 
Western  economies.  But  this  claim  is  being 
replaced  with  a  criticism  that  is  equally 
wrongheaded:  that  the  so-called  Asian  miracle 
had  no  substance,  that  it  was  built  on  a  house 
of  cards,  which  inevitably  collapsed. 

The  fact  is,  nations  in  other  regions  would 
be  delighted  with  the  Tigers'  achievements 
since  1960,  as  well  as  their  present  problems. 
Then-  average  annual  growth  rates  in  real  per 
capita  incomes  was  over  6%  since  1960.  That 
this  was  no  mirage  conjured  by  misleading  na- 
tional income  accounting  can  be  seen  from  the 
huge  rise  in  cars,  vcrs,  computers,  and  other 
consumer  goods  in  these  countries  and  from 
the  vast  improvements  in  health,  life  ex- 
pectancy, and  education  of  their  people. 

The  International  Monetaiy  Fund  recent- 
ly drastically  lowered  its  forecasts  for  sever- 
al Asian  economies  but  still  anticipates  2.57c 
growth  in  1998  for  South  Korea  and  positive 
growth  for  Indonesia,  Malaysia,  Thailand,  and 
the  Philippines.  Even  if  the  IMF  is  much  too 
optimistic  and  the  present  crisis  stopped  all 
growth  for  the  next  five  years,  these 
economies  would  have  performed  well  above 
the  world  average  for  nearly  two  and  a  half 
decades.  Some  house  of  cards. 
VITAL  INGREDIENTS.  The  Asians'  success  has 
been  built  not  on  their  discovery  of  a  new 
form  of  capitalism  but  on  a  tried-and-true 
recipe.  The  vital  ingredients  include  a  hard- 
working, well-educated,  and  trained  labor 
force,  ami  a  vigorous  entrepreneurial  class 
that  invests  in  efficient  plants  and  equipment. 
Each  country  spends  more  on  human  capital 
than  do  the  vast  majority  of  nations  with 
comparable  levels  of  per  capita  income.  Most 
of  these  nations  also  encouraged  entrepre- 
neurial activities  after  they  learned  to  appre- 
ciate the  importance  of  a  market  economy. 

Taiwan,  for  example,  has  many  successful 
small  and  midsize  companies  formed  not  long 
ago;  some,  such  as  Acer  and  Formosa  Plastics, 
have  grown  into  formidable  competitors 
worldwide.  Even  the  much-criticized  Korean 
conglomerates,  the  chaebol,  grew  from  meager 
beginnings  in  the  early  1960s  into  giant  com- 
panies largely  through  the  ability  and  hard 
work  of  their  founders  and  other  leaders. 
Prosperity  is  traditionally  assumed  to  re- 


quire a  substantial  level  of  economic  free' 
in  the  form  of  a  predominantly  private 
terprise  economy  and  a  relatively  small 
effective  government  sector  that  enforces 
tracts  and  promotes  necessary  public  gi 
The  Heritage  Foundation  and  The  Wall  & 
Journal  recently  issued  a  1998  Index  of 
nomic  Freedom  for  150  countries.  They  i 
each  nation  on  the  basis  of  the  size  oi 
government,  the  level  of  taxes,  barrier 
capital  movements,  curbs  on  foreign  tr 
and  other  indicators  of  economic  freedoir 

Although  the  measures  are  far  from 
feet,  they  do  suggest  that  the  fast-gro 
Asian  nations  have  generally  had  more 
nomic  freedom  than  other  countries.  H 
Kong,  Singapore,  and  Taiwan  rank  among 
top  10  economies,  and  so  far,  they  have 
vived  the  crisis  much  better  than  the 
ers.  Indonesia  is  the  only  one  that  ranks 
atively  low  in  economic  freedom,  althoug 
too,  is  rated  much  liigher  than  a  slow-gro\ 
Asian  nation  such  as  India.  And  Indo: 
may  be  having  the  greatest  difficulties 
sponding  effectively  to  the  crisis. 

These  measures  of  economic  freedo: 
dicate  that  obtrusive  regulations  and  exce: 
government  control  over  the  financial  se! 
are  the  weakest  links  in  the  economic  su 
structure  of  Indonesia,  Malaysia,  Thail 
and  South  Korea.  Their  governments 
regularly  steered  subsidies  and  other  a: 
tance  to  favored  companies  and  bailed 
those  that  got  into  financial  difficulties 

Government  support  of  troubled  comp; 
has  made  the  present  crisis  much  more  se 
Inevitably,  companies  will  take  excessive  II 
even  reckless  risks  when  the  governnn 
stands  ready  to  help  them  out  if  the  gi| 
gets  rough.  The  imf  and  other  internatiiJ 
organizations  are  distorting  incentives  furtpi 
They  are  trying  to  rescue  countries  and  cl 
panies,  including  banks,  from  their  own  11,. 
and  excessive  optimism — not  from  major  LJ' 
astrophes  that  are  beyond  their  control. 

Despite  widespread  pessimism  about  P\ 
most  of  its  fast-growing  economies  continut 
have  bright  long-term  futures.  I  believe  8 
before  very  long,  their  many  positive  fini 
mentals  will  extricate  these  economies  fB 
their  present  problems.  But  their  prosp't 
would  be  even  better  if  private  compais 
and  the  financial  system,  had  to  bear  the  >i 
sequences  of  their  mistakes  and  could  l 
rely  on  taxpayers'  money  to  rescue  them 
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Economic  Trends 


BY  GENE  KORETZ  

FOREIGN  AID  FOR 
U.S.  PROFITS? 

Europe  may  offset  Asian  woes 

The  specter  haunting  Wall  Street 
these  days  is  fear  that  the  turmoil 
in  Asia  will  take  a  big  dent  out  of  U.  S. 
corporate  earnings  and  imperil  Ameri- 
ca's seven-year  expansion.  With  each 
new  twist  in  the  region's  cliffhanger, 
the  stock  market  reels  between  hope 
and  despair,  reflecting  uncertainty  that's 
unlikely  to  be  resolved  anytime  soon. 

One  Wall  Streeter  who  isn't  spooked 
by  the  crisis,  however,  is  international 
economist  Joseph  P.  Quinlan  of  Morgan 
Stanley,  Dean  Witter,  Discover  &  Co. 
"We  think  Asia's  travails  will  have  less 
of  an  impact  on  the  international  profits 
of  U.  S.  companies  than  the  market  is 
currently  assuming,"  he  says. 

To  be  sure,  Morgan  Stanley's  ana- 

WHERE  U.S.  BUSINESS  HAS 
EXPANDED  ABROAD 


EUROPE  (excluding  Britain) 


LATIN  AMERICA 


ASIA  (excluding  Japan) 


DIRECT  FOREIGN  INVESTMENT 
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lysts  concede  that  U.  S.  exporters  to 
Asia  will  take  a  hit  and  that  some  do- 
mestic producers  will  be  hurt  by  an  in- 
flux of  cheap  Asian  imports.  But  while 
Asia  accounts  for  roughly  one-third  of 
U.  S.  exports,  they  contend  that  Amer- 
ica's exposure  in  the  region  is  far  less 
than  most  investors  realize.  A  better 
way  of  gauging  such  exposure,  says 
Quinlan,  is  to  look  at  Coiporate  Ameri- 
ca's direct  investment  overseas  and  the 
sales  racked  up  by  its  foreign  affiliates. 

Not  only  has  the  U.  S.  been  the  lead- 
ing foreign  direct  investor  for  decades — 
shelling  out  $85  billion  last  year  alone — 
but  such  investment  has  been  heavily 
skewed  toward  developed  nations. 
Through  1996,  based  on  historical  costs, 
62%  of  the  total  was  in  Europe  and 
Canada.  Latin  America's  share  was  18%, 
and  all  of  Asia  accounted  for  just  11.6% — 
with  the  remaining  2.4%  in  other  areas. 

The  same  pattern  characterizes  the 


sales  posted  by  foreign  affiliates  of  U.  S. 
companies.  Such  sales  revenues  (including 
domestic  and  export  receipts)  are  more 
than  triple  the  size  of  U.  S.  exports,  and 
over  59%  of  the  take  comes  from  Eu- 
rope alone.  By  contrast,  Asia  provides 
only  18.8%  of  the  affiliates'  total  sales 
revenues,  and  that  continent's  share  of 
global  trade  by  all  countries  is  still  a 
mere  7%. 

Thus,  Corporate  America's  biggest 
stake  overseas  lies  not  in  Asia  but  in 
Europe.  And  the  likelihood  of  continu- 
ing growth  there  this  year,  says  Quinlan, 
suggests  that  "a  relatively  healthy  Eu- 
rope could  offset  a  sick  Asia,  resulting  in 
far  less  damage  to  profits  than  many  in- 
vestors expect." 


BETTER  LATE 
THAN  NEVER? 

Foreigners  rediscover  U.S.  stocks 

During  most  of  the  U.  S.  stock  mar- 
ket's epic  bull  nan  in  recent  years, 
foreigners  have  remained  on  the  side- 
lines. Indeed,  from  1987  through  early 
last  year,  U.  S.  net  purchases  of  foreign 
equities  far  exceeded  foreign  purchases  of 
U.  S.  stocks. 

The  pattern  reversed  dramatically  in 
the  second  quarter  of  1997,  however,  as 
foreign  investors  staged  a  veritable  in- 
vasion of  Wall  Street.  By  the  end  of 
the  third  quarter.  Federal  Reserve  data 
reveal,  foreigners  had  channeled  $52  bil- 
lion into  U.  S.  equities — four-  times  U.  S. 
purchases  of  foreign  equities  and  only  a 
tad  less  than  foreigners  had  shelled  out 
over  the  previous  five  years. 

Why  the  sudden  appetite  for  U.  S. 
stocks?  Market  analyst  Melissa  R.  Brown 
of  Prudential  Securities  thinks  that  the 
rising  U.  S.  dollar  may  have  been  the 

catalyst.  With  in-  «  ■■»■  ■  i™™ «■.<■»  it 

flation  subdued, 
the  U.  S.  economy 
roaring  ahead,  and 
interest  rates  low, 
many  European 
and  Asian  in- 
vestors finally  de- 
cided the  surging 
U.  S.  stock  market 
was  the  best  place 
to  be.  In  any  case, 
the  cash  infusion 
from  overseas  un- 
doubtedly helped 
boost  stock  prices 
last  year — and 
may  well  do  so  again  in  1998  if  Asian 
turmoil  fails  to  subside. 


OVERSEAS  INVESTORS 
BET  ON  WALL  STREET 
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THE  VITAL  ROLE 
OF  SELF-ESTEEM 

It  boosts  productivity  and  earnii 

Why  do  some  people  earn  m 
than  others?  And  what  can 
done  to  enhance  an  individual's  c 
group's  productivity  and  earning  pov 
Economists  pondering  these  quest 
have  focused  on  the  importance  of 
vesting  in  human  capital  in  the  fom 
education,  training,  and  work  exp 
ence.  In  a  study  in  a  recent  issui 
Economic  Inquiry,  economists 
H.  Goldsmith  of  Washington  &  Lee 
versity,  Jonathan  R.  Veum  of  the 
reau  of  Labor  Statistics,  and  Will; 
A.  Darity  Jr.  of  the  University  of  N( 
Carolina  add  another  variable  to 
wage  equation:  psychological  capita 
"Everyone  knows  that  psycholog 
variables  such  as  attitudes  and  pen 
ality  can  affect  productivity,"  says  G 
smith,  "but  economists  have  gene; 
shied  away  from  studying  their  im; 
on  wages  on  the  grounds  that  they 
difficult  to  measure."  He  and  his 
leagues  got  around  this  problem  by 
alyzing  a  nationwide  survey  of  sev 
thousand  young  workers  that  inclul 
a  widely  accepted  psychological  tj 
measuring  self-esteem. 

The  results  were  stinking.  Predicts! 
the  researchers  found  that  human 
tal — schooling,  basic  skills,  and  workjx> 
perience — had  a  big  impact  on  wai 
But  their  statistical  analysis  also  ii] 
cated  that  roughly  10%  of  this  e: 
was  really  due  to  self-esteem,  wl 
highly  correlated  with  human  capita 
In  terms  of  causality,  the  research 
found  both  that  self-esteem  affected 
acquisition  of  human  capital  and  t 
human  capital  and  its  payoff  via  hig 
wages  tended  to  enhance  self-este 
Moreover,  productivity  (as  reflected 
relative  wages)  was  more  sensitive, 
changes  in  self-esteem  than  to  chan 
in  human  capital.  At  the  margin,  s 
Goldsmith,  "a  10%  rise  in  self-est( 
boosted  wages  more  than  a  10% 
crease  in  education  or  work  experien 
Such  findings  have  many  implicate 
They  suggest,  for  example,  that  a  su 
effect  of  rising  income  inequality  ma\ 
to  erode  the  self-esteem  and  produc 
ity  of  those  who  feel  they  have  fa 
behind.  More  significantly,  since  m 
of  self-esteem  is  acquired  in  childk 
the  results  underscore  the  importance 
parents  and  teachers  acting  to  enha 
this  aspect  of  "psychological  capital" 
addition  to  fostering  youngsters'  act 
sition  of  basic  skills. 
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)MESTIC  DEMAND  MAY  OFFSET 
OBBLY  FOREIGN  TRADE 

ppers  and  home  buyers  look  ready  to  dominate  the  first  half 


J.  S.  ECONOMY 


IUSTRIAL  OUTPUT 
RGED  AT  YEAREND 


INDUSTRIAL 
'RODUCTION 
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II  I 


There  is  a  battle  raging  within 
the  economy,  and  the  victor 
jcide  how  first-half  growth  shapes  up.  On  one  side 
small  but  strategic  foreign-demand  sector.  Asia's  fi- 
ll crisis  is  threatening  to  weaken  exports  and  bal- 
he  trade  deficit  so  that  economic  growth  suffers, 
d  the  ramparts  are  the  much  bigger  forces  of 
[  domestic  demand,  led  by  battle-ready  consumers 
)mebuilders  who  are  gearing  up  to  repel  the  attack, 
far,  the  news  from  the  front  is  sketchy.  The  latest 
data  run  only  through  November,  and  they  show 
damage.  The  November  trade  gap  actually  nar- 

I  sharply,  but  the  brunt  of  the  downdraft  from 
d  will  not  hit  until  the  first  quarter. 

Still,  the  foreign-trade  sec- 
tor will  have  a  tough  time  try- 
ing to  dent  overall  growth. 
The  Federal  Reserve's  Jan.  21 
update  on  conditions  in  the 
Fed's  12  districts  through  ear- 
ly January  says  that  "the  im- 
pact of  Asian  financial  turmoil 
was  felt  in  most  districts,"  as 
manufacturers  and  agricultur- 
al firms  reported  weaker  ex- 
ports and  increased  competi- 
n  U.S.  markets.  But  the  Fed  also  reported  that 
markets  remained  "tight  to  very  tight"  and  that 

II  factory  activity  remained  "fairly  strong." 

eed,  domestic  economic  supports  ended  1997  even 
?er  than  they  began  the  year.  And  early  1998 
lgs  show  robust  retail  activity,  high  household 
ism,  and  rising  mortgage  applications,  suggesting 
onsumer  spending  and  homebuilding  are  beginning 
with  increasing  momentum, 
reover,  the  manufacturing  sector,  where  any  Asian 
t  on  growth  will  be  concentrated,  finished  1997 
ut  even  a  flinch.  Industrial  output  rose  strongly 
lifting  capacity  utilization  to  a  two-year  high, 
actories  beefed  up  their  payrolls.  As  a  result  of 
>us  production  gains,  inventory  growth  appears  to 
picked  up  last  quarter.  But  amid  strong  domestic 
nd,  stockpiles  are  unlikely  to  become  excessive. 

THE  QUARTER  JUST  ENDED,  the  economy  ap- 
to  have  sped  up  the  3.2%  pace  in  the  second  and 
quarters.  Indeed,  when  the  Commerce  Dept.  re- 
its  initial  estimate  of  fourth-quarter  gross  do- 
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mestic  product  on  Jan.  30,  real  GDP  may  well  have  ex- 
panded in  the  neighborhood  of  4%. 

Growth  last  quarter  was  led  by  an  advance  of  about 
3%  in  consumer  spending.  That  would  be  down  from 
the  blistering  5.6%  pace  in  the  third  quarter,  but  still 
sturdy.  Housing  outlays  picked  up,  as  did  inventory 
growth,  while  capital  spending  on  equipment  slowed. 

Trade  turned  out  to  be  a  plus  for  fourth-quarter 
growth  (chart).  The  November  trade  deficit  for  goods 
and  services  narrowed  to  $8  billion  from  October's  $9.1 
billion  gap,  which  had  been  revised  lower  from  $9.7  bil- 
lion originally.  As  a  result,  foreign  trade  alone  likely 
added  more  than  half  a  percentage  point  to  GDP  growth. 

The   November  data  do 
suggest  some  slowing  in  the     TRADE  WAS  A  PLUS  FOR 
growth  rate  of  exports,  which     GR0WTH  Ji**  ftUARTER 
fell  1.3%  in  the  month.  The  net  exports 

drop  was  led  by  capital  goods,    iso   deficit 

which  are  expected  to  take 
the  biggest  hit  from  weaker 
Asian  demand.  Adjusted  for 
prices,  exports  of  goods  grew 
14.8%  from  a  year  ago,  but  ,l%  1 v  ,«j7  11  %^ 
that's  down  from  a  yearly  a  billions  of  1992  dollars 
pace  of  26.8%  in  July,  when 
the  Asian  currency  crisis  began. 

November  imports  fell  more  than  exports,  dragged 
down  partly  by  falling  oil  prices.  However,  the  yearly 
growth  rate  of  real  merchandise  imports  continues  to 
outrun  the  pace  of  real  exports. 

BUT  NOW,  ATTENTION  IS  ON  the  fust  quarter.  To  be 
sure,  the  trade  deficit  is  set  to  widen  this  quarter,  tak- 
ing a  chunk  out  of  economic  growth,  if  only  because  of 
the  seasonal-adjustment  quirk  that  has  caused  the  gap 
to  increase  in  each  first  quarter  for  the  past  six  years. 
Any  Asian-led  weakness  will  add  to  that  widening. 

However,  increasing  evidence  points  to  a  new  burst 
of  demand  for  consumer  goods  and  housing,  stemming 
from  the  sharp  drop  in  interest  rates  in  recent  weeks 
and  continued  strong  growth  in  household  real  income. 
For  example,  the  January  housing-market  index,  a  sur- 
vey of  builders'  assessments  of  market  conditions,  re- 
mained at  December's  high  level  of  59.  Also,  the  Mort- 
gage Bankers  Assn.'s  weekly  index  of  mortgage 
applications  to  buy  a  home  surged  13.6%  on  Jan.  9,  to  a 
record  level  of  266. 

More  important  for  overall  consumer  spending,  the 
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mba's  index  of  applications  to  refinance,  already  at  lev- 
els not  seen  since  the  1993-94  refi  boom,  nearly  doubled 
from  972.7  on  Jan.  2  to  a  record  1,842.5  on  Jan.  9.  The 
subsequent  boost  to  the  monthly  cash  flow  of  many 
homeowners  will  come  at  a  time  when  the  inflation- 
adjusted  aftertax  income  of  households  is  already  rising 
at  a  rate  of  nearly  4%  from  a  year  ago. 

Little  wonder,  then,  that  consumer  spending  has 
been  able  to  match  that  heady  pace  over  the  past  year, 
with  no  apparent  slowing  in  January.  The  weekly  retail 
survey  by  ljr  Redbook  Research  shows  that  seasonal- 
ly adjusted  retail  sales  in  the  first  two  weeks  of  the 
month  rose  a  strong  1.8%  from  December. 

VIBRANT  DOMESTIC  SPENDING  will  cushion  the 

blow  from  abroad  on  the  manufacturing  sector,  which 
exports  about  one-fourth  of  its  products.  But  keep  in 
mind  that  only  20%  of  those  exports  go  to  Asia,  ex- 
cluding Japan,  while  31%  head  to  thriving  markets  in 
Canada  and  Mexico. 

Those  trade  patterns,  along  with  booming  U.  S.  mar- 
kets, is  why  manufacturing  production,  employment, 
and  hours  worked  remained  so  strong  in  December, 
when  Asian  impact  on  demand  may  have  been  starting 
to  show  up.  Industrial  production  increased  a  solid  0.5% 
in  December,  after  rising  an  even  more  robust  0.8%  in 
November.  The  output  gains  boosted  overall  capacity 
utilization  to  83.4%,  the  highest  since  September,  1995. 


CANADA 


ARE  INVENTORIES 
GETTING  CHUBBY? 


INVENTORY-SALES  RATIO 

MANUFACTURING, 
WHOLESALE  AND  RETAIL  jj 
TRAOE 


In  the  manufacturing  sector  alone,  output  rose  04 
in  December,  after  surging  1.2%  in  November,  but 
and  downs  in  auto  production  caused  that  slowdo 
Excluding  cars  and  trucks,  factory  production  ros 
solid  0.9%  in  November  and  0.8%  in  December.  A 
smoothing  out  the  monthly  gyrations,  factory  outpu 
the  quarter  increased  at  an  annual  rate  of  8.3%, 
largest  quarterly  gain  in  three  years. 

One  potential  cause  of  slow- 
er economic  growth  in  early 
1998  could  be  fatter  invento- 
ries. In  November,  inventories 
held  by  manufacturers,  whole- 
salers, and  retailers  rose  a 
moderate  0.4%,  after  growing 
0.3%  in  October.  The  ratio  of 
inventories  to  sales  has  risen 
somewhat  in  recent  months 
(chart),  suggesting  that  the 
fourth  quarter's  production 
gains  were  faster  than  the  pace  of  demand  could 
sorb,  and  first-quarter  inventory  growth  bears  watch 

But  if  spending  remains  strong  this  quarter,  excess 
inventories  should  not  pose  a  problem.  The  key  to 
battle  will  be  the  growth  in  domestic  demand,  t 
right  now,  those  home  forces  look  strong  enough 
withstand  anything  the  foreign-trade  sector  is  likelj 
dish  out. 
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GROWTH  SLIPS  IN  THE  ICE  STORM 


The  Canadian  economy  ended 
1997  with  enough  energy  to 
bode  well  for  growth  in  early 
1998.  Then  the  ice  came. 

The  good  news  was  widespread 
at  yearend.  Holiday  retail  sales 
were  robust.  Housing 
starts  unexpectedly 
rose  in  December. 
While  new  factory  or- 
ders were  flat  in  No- 
vember, they  were  up 
9.8%  from  a  year  ago, 
and  unfilled  orders 
surged  23.4%  (chart). 
Real  gross  domestic 
product  likely  grew  at 
an  annual  rate  of  3!4% 
to  4%  last  quarter.  For  1997,  real 
GDP  grew  about  4% — the  fastest 
in  three  years. 

But  the  best  news  came  on  the 
labor  front.  December  payrolls 
surged  61,700,  with  factory  jobs 


RISING  DEMAND  WILL 
KEEP  FACTORIES  BUSY 
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BILLIONS  OF  CANADIAN  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


up  by  28,000.  And  the  jobless  rate 
fell  to  8.6%,  a  seven-year  low. 
Better  job  prospects  will  lift  con- 
sumer spending,  as  will  the  drop 
in  mortgage  rates,  since  most 
Canadian  mortgages  carry  ad- 
justable rates.  That's 
why — before  the  ice 
storms  devastated 
parts  of  Quebec,  New 
Brunswick,  and  On- 
tario— the  economy 
was  set  to  grow  more 
than  4%  this  quarter, 
on  its  way  to  a  3.7% 
gain  for  all  of  1998. 

But  the  storms  will 
alter  first-half  growth. 
Tim  O'Neill,  chief  economist  of  the 
Bank  of  Montreal,  has  cut  his 
forecast  of  first-quarter  gdp 
growth  by  half  a  percentage  point, 
to  4%.  He  says  that  a  rebound  in 
consumer  outlays,  the  rebuilding 


of  the  electrical  grid,  and  home  r 
pairs  should  enable  second-quart* 
growth  to  recoup  some — but  not 
all — of  the  lost  output. 

Out  west,  Asia  will  hurt  more  | 
than  the  weather.  Major  indus 
tries  such  as  lumber,  agriculture,| 
and  minerals  already  are  seeing 
drop  in  Southeast  Asian  demand 
If  commodity  prices  fall  further, 
growth  will  suffer  even  more. 

The  Asia  crisis  also  is  hamper- 
ing monetary  policy.  The  Bank  o: 
Canada  probably  would  like  to 
hike  short-term  rates  to  defend 
the  sagging  Canadian  dollar.  It 
last  raised  rates  by  a  half-point 
Dec.  12,  but  at  4.5%,  the  boc's 
overnight  lending  rate  is  still  a 
point  below  the  Federal  Reserve 
federal-funds  rate.  For  now, 
though,  ice  and  Asia  will  likely 
preclude  the  BOC  from  making  ar 
further  moves. 
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one  of  the  world's  leading  long-distance  and 
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THE  ECONOMY 


THE  PARTY  IS 
GETTING  QUIETER 

Earnings  growth  is  expected  to  begin  tailing  off  fast  in  '98 


What  a  long,  straight  trip  it's 
been.  Out  of  the  depths  of 
the  early  1990s  recession, 
U.  S.  corporate  profits  en- 
tered a  seeming  Golden 
Age,  driven  by  forces  from  the  payback 
of  sweeping  restincturing  to  the  opening 
of  new  markets  abroad.  And  the  under- 
pinnings of  a  continued  domestic  ex- 
pansion are  firmly  in  place:  inflation  is 
repressed,  consumer  confidence  is  high, 
and  real  wages  are  once  again  rising. 

But,  first,  we  have  to  get  through 
1998.  Even  the  early  returns  on  the 
fourth  quarter  of  1997  are  mixed.  De- 
spite respectable  revenue  growth  in  the 


quarter,  business  week's  flash  survey  of 
profits  reported  through  Jan.  21  (page 
34)  shows  earnings  flat  with  1996.  But 
when  all  the  numbers  are  tallied,  Stan- 
dard &  Poor's  dri  estimates,  net  earn- 
ings of  U.  S.  corporations  will  come  in  a 
healthy  11.4%  above  1996  levels. 
GLOOMY  IBM.  After  that,  dri  says,  the 
outlook  dims.  First-quarter  earnings 
are  expected  to  be  up  6.8%,  but  by  the 
fourth  quarter,  earnings  growth  will 
have  gone  into  reverse,  leaving  full- 
year  earnings  growth  at  a  puny  1.2% 
(chart).  Other  forecasters  are  more  op- 
timistic, but  the  trend  is  toward  slower 
earnings  growth. 

Wall  Street  began  fixating 
on  that  prospect  after 
bellwether  IBM 
warned  in  its  Jan. 
20  earnings  re- 
port that  first- 
quarter  profits 
could  be  14% 
below  the 
.      $1.2  billion  it 
earned  a 


year  ago. 
What  troubled 
investors  was  the 
breadth  of  challenges 
facing  ibm — everything  from  expected 
one-time  expenses  to  fierce  price  com- 
petition in  personal  computers  to  weak 


Asian  markets  and  currency  woes.  Tat 
sent  analysts  racing  to  recrunch  rub- 
bers on  other  companies — even  ahr 
they  had  cut  estimates  on  dozensot 
companies  that  had  issued  warniw 
about  fourth-quarter  results.  "Sevety 
percent  of  the  revisions  are  downwai," 
the  highest  in  years,  says  Ben  Zaa 
of  Zacks  Investment  Research. 

For  now,  nobody  is  predicting  a  h- 
damental  change  in  the  outlook  for  le 
U.  S.  economy.  Strong  consumer  dermd 
should  help  businesses  from  homebul- 
ing  to  discount  retailing.  Miami-ba*l 
builder  Lennar  Corp.  is  looking  a  a 
strong  first  quarter  and  a  record  8. 
"People  are  confident,  they  feel  thr 
jobs  are  secure,  and  the  job  markeis 
strong,"  says  ceo  Stuart  A.  Miller,  il 
figures  U.  S.  domestic  consumption  .11 
grow  at  3.3%  this  year,  equal  to  1J7. 
Moreover,  says  James  E.  Glassman,  ?- 
nior  economist  at  Chase  Manhat  n 
Corp.,  "if  Asia  keeps  inflation  dowitit 
buys  you  many  more  years  of  expi- 
sion — well  beyond  this  decade." 

But  multinationals,  export-orien  d 
manufacturers,  and  companies  with  h:h 
labor  content  could  feel  a  pinch.  Hea-'- 
equipment  maker  Caterpillar  Inc.  B 
nounced  record  fourth-quarter  and  f  1- 
year  earnings  on  Jan.  21,  but  execs  gfe 
a  decidedly  mixed  forecast  for  gloi 
sales:  slowing  growth  in  the  U.  S., 
upturn  in  Europe,  and  trouble  in  Soil 
east  Asia.  As  a  result,  they  warni 
earnings  in  '98  are  likely  to  be  flat. 

Clearly,  turmoil  in  Asia,  followed  ; 
depressed  demand  there,  are 
biggest  blows.  The  fallout  from  trl 
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osses  with  Asian  counterparts  con- 
ited  to  J.  P.  Morgan  &  Co.'s  35% 
;h-quarter  earnings  plunge,  an- 
ced  on  Jan.  20.  Citicorp,  which  that 
•eported  a  7.5%  gain  in  fourth-quar- 
arnings,  to  $1.1  billion,  said  Asian 
oil  reduced  pretax  profits  for  the 
ter  by  $250  million.  Chairman  and 
John  S.  Reed  told  analysts  he  does 
re  as  a  concern,  as  I'm  sure 
do,  as  to  just  how  the 
omic  activity  in  Asia  will 
lop." 

tddenly,  the  cornerstone  of 
)rate  strategy  in  the  '90s — 
global  is  good — looks  shaky, 
ider  Coca-Cola  Co.,  which  de- 
80%  of  its  earnings  from  out- 
the  U.  S.  A  spokesman  says 
Coke  expects  that  in  1998, 
;ncy  translation  "will  be 
;er  than  a  3%  hit"  to  earn- 
-more  than  its  usual  impact, 
r  SQUEEZE.  The  backlash  from 
will  spread  far  beyond  com- 
is  with  direct  investments  in 
"ar  East.  The  Asian  crisis  will 
sify  global  overcapacity  across 
basic  industries  as  oil,  steel, 


go  through  '98 . . .  we  will  be  feeling  more 
pressure  from  the  yen  and  see  increased 
exports  from  Japan,"  warns  Ford  Motor 
Co.  ceo  Alexander  J.  Trotman.  Earnings 
forecasts  are  mixed.  After  rising  an  esti- 
mated 46%  in  '97,  General  Motors  Corp.'s 
profits  will  be  up  just  2.3%  in  '98,  ac- 
cording to  analysts  surveyed  by  First 
Call.  Ford,  up  57%  last  year,  may  see  a 

THE  END  OF  AN  EARNINGS  CYCLE? 
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IN  THE  FOURTH  QUARTER,  THE 
EARNINGS  ENVIRONMENT  WAS  GOOD... 


'acks  survey  of  analysts.  Asia 
spell  trouble  for  technology 
anies  as  well.  Microsoft  Corp. 
ted  quarterly  income  of  $1.13 


CONSUMER  CONFIDENCE  at  a  28-year  high, 
a  nearly  4%  rise  in  real  disposable  incomes, 
and  low  unemployment  fueled  growth 

in  check,  rising  only 


:ommodity  chemicals — among 

veakest  earners  this  year  in     "l1".!^!  "l!?ll^Lu/ll^'^i"^l5"_?l_u_v!.1!!   product  introductions 


INFLATION  remained 
1.7%  for  all  of  1997 


PRODUCTION  LEVELS  were  high  to  fill 


falloff  of  3.1%,  while  Chrysler  Corp., 
down  24%  in  '97,  may  spurt  26%. 

There  may  be  hopeful  news  coming. 
Many  economists  and  executives  feel 
that  the  dollar  will  drift  down  from  its 
highs  against  other  currencies  by  mid- 
year if  the  economy  slows.  "I'm  not  pre- 
pared to  hang  black  crepe,"  insists  IBM 
Senior  Vice-President  Lawrence  R.  Ric- 
ciardi.  Indeed,  he  and  other  cor- 
porate optimists  believe  that  the 
Asian  picture  could  brighten  as 
early  as  mid-1998. 

Some  companies  are  making 
rapid  adjustments  to  the  new  en- 
vironment. Northwest  Airlines  Inc. 
plans  to  reduce  capacity  on  such 
Asian  routes  as  Japan-Hawaii  by 
10%  in  the  first  quarter,  and  an- 
other 13%  in  the  second  quarter. 
And  some  execs  are  even  hunting 
for  post-meltdown  business  in  de- 
pressed Asian  markets.  "My  sense 
is  that  Asia  has  more  opportunity 
than  risk,"  says  Sara  Lee  Presi- 
dent C.  Steven  McMillan,  who  has 
three  officials  looking  for  produc- 
tion sites  in  the  region. 

Meantime,  others  are  redoubling 
cost-cutting  and  stepping  up  new- 
"We  will  in- 
troduce a  larger  number  of  new 
products  across  every  single  prod- 
uct line"  this  year,  says  Medtronic 
President  Arthur  D.  Collins  Jr. 


n,  up  52%,  but  said  earnings     unprecedented  o^der  ^^S^'-PM?.  _  The  medical-equipment  maker  says 


>e  relatively  fiat  over  the  next 
quarters,  in  part  because  of 
,  Richard  C.  O'Brien,  chief 
imist  at  Hewlett-Packard  Co., 
consumer  demand  remaining 
ig  for  at  least  six  months. 
"Asia  is  a  shock,"  he  says, 
ng  other  things,  hp  fears  5 


...BUT  THE  WEATHER  REPORT  IS 
DIFFERENT  THIS  QUARTER 

ASIA'S  MELTDOWN  will  hit  multinationals 
and  spread 

CHEAPER  IMPORTS  are  putting  more  price 


>n  too  many  printers  will  be     P_ressure_on  _U-_S-_com_panles 


it's  "comfortable"  with  analysts' 
expectations  that  its  earnings  in 
the  current  quarter  will  rise  18%. 
Still,  for  all  too  many  companies, 
1998  will  represent  a  detour  from 
a  long,  straight  profit  ride. 

By  Richard  A.  Melcher  in 
Chicago,  with  bureau  reports 


in  1998  as  Asian  makers  try 
port  their  way  out  of  trouble. 
|  Detroit,  Asia  is  only  part  of 
•rofit  squeeze.  Even  as  fallout 
id  crimps  overseas  profits,  auto 
rs  will  battle  more  fiercely  for 
;et  share  at  home.  The  Big 
e  are  already  facing  excess 
iction  capacity  of  up  to  6  mil- 
cars.  At  the  same  time,  the 
:  yen  and  Japanese  price-cut- 
sould  threaten  profits.  "As  we 


EXPORT  ORDERS  are  softening  according  to 
a  December  index 
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CORPORATE  PROFITS  

1997  WENT  OUT 
SLOW  BUT  STEADY 

Not  counting  losses,  earnings  rose  a  not-so-shabby  9% 


A statistical  anomaly  or  sign  of  things  to  come?  business 
week's  flash  earnings  report — an  early  sampling  of 
fourth-quarter  results  from  80  companies  reporting 
through  Jan.  21 — came  out  flat.  Revenues  rose  6%,  while 
earnings  held  steady,  vs.  a  47%  jump  in  flash  profits  a  year 
earlier.  Results  were  skewed  by  some  large  one-time  losses: 
Unisys  and  Eastman  Kodak  each  took  more  than  $1  billion  in 
charges.  But  Apple  Computer  and  Computer  Associates  Inter- 
national returned  to  profitability  after  losses  in  1996.  General 
Electric  and  the  Big  Three  carmakers  are  expected  to  have 
strong  quarters,  but  further  charges  from  the  likes  of  Boeing 
could  keep  the  tally  low. 

Nino  will  wreak  havoc  in  Silicon  Val- 
ley. On  Jan.  21,  Texas  Instruments  Inc. 
provided  fresh  evidence  of  profit  pres- 
sures when  it  reported  lower-than-ex- 
pected  earnings  due  to  plunging  prices 
during  late  1997  and  warned  that  Asia's 
woes  would  "put  pressure"  on  the  com- 
pany's first-quarter  results. 

But  the  outlook  for  U.  S.  chipmakers 
and  equipment  suppliers  isn't  nearly  as 
bleak  as  their  stocks  indicate — for  two 
reasons.  First,  the  global  sales  figures 
reflect  the  ravaging  effects  of  the  free- 
fall  in  prices  for  dynamic  random-access 
memory  chips,  dram  shipments  continue 
to  swell,  but  revenue  peaked  in  1995  at 
$41  billion  and  has  been  plunging  ever 


A  DIP 
IN  CHIPS? 

Maybe  not  .  Asia's  crisis  could 
barely  dent  U.S.  companies 

Chipmakers  in  the  U.  S.  are  getting 
beaten  up  on  Wall  Street  these 
days.  Since  October,  the  Philadel- 
phia Stock  Exchange's  semiconductor 
index  has  plunged  more  than  30%, 
largely  on  fears  that  Asia's  financial  El 


CURRENT  QTR.  SALES 
 (MILLIONS)  I  ? 

INDUSTRIALS  101,866.2  1 

ABBOTT  LABORATORIES  3,118.1 

ALCOA  3,298.6 

BOISE  CASCADE  1,444.9 
BO  WATER  401.0 
BURLINGTON  RESOURCES  541.0 

CATERPILLAR  5,193.0 

CHAMPION  INTERNATIONAL  1 ,482 . 9 

COCA-COLA  ENTERPRISES  3,049.0  ■ 
COLTEC  INDUSTRIES  359.0 

CONAGRA  6,433.6fe 

CONSOLIDATED  PAPERS  509.7 

EASTMAN  KODAK  3,779.0  i 

EXXON  34,495.0  ! 
GLOBAL  MARINE  319.3 

INTERNATIONAL  PAPER  5,100.0 

JOHNSON  &  JOHNSON  5,630.0 

LOCKHEED  MARTIN  7,878.0  I 

MONSANTO  1,820.0 

NIKEtt  2,255.3 

PARKER  HANNIFIN  1,114.9 

PFIZER  3,496.0  g 
PHELPS  DODGE  865.9  I 

PPG  INDUSTRIES  1,846.0  I 

REYNOLDS  METALS  1,767.0 

TRW  2,799.0 

WEYERHAEUSER  2,870.0 

SERVICES  49.700.6 

AMR  4,636.0 
BANKAMERICA  NA 
BANKBOSTON  NA 

BEAR  STEARNStt  1,993.1 
BOISE  CASCADE  OFFICE  PRODS.  718.5 

CAPITAL  ONE  FINANCIAL  519.6 
CHASE  MANHATTAN  NA 
CITICORP  NA 

CSX  2,727.0 

DELTA  AIR  LINEStt  3,433.0 

ENRON  5,872.0 

FEDERAL  EXPRESStt  3,299.2 
FIRST  CHICAGO  NBD  NA 
FLEET  FINANCIAL  GROUP  NA 

FREDDIE  MAC  3,795.0 

HILTON  HOTELS  1,339.0 


since.  These  figures,  however,  don't] 
fleet  what's  happening  in  the  U.  S 
cause  few  U.  S.  companies  make  drj 
Even  at  Texas  Instruments,  drams 
count  for  only  a  fifth  of  its  chip  busir, 
Cross  out  drams,  and  1997  sales  gro 
was  11%,  almost  double  the  6%  j 
when  drams  are  included. 
threshold.  Second,  the  need  for  i 
chipmaking  equipment  shows  no  sign 
softening.  Indeed,  plummeting  Dl 
prices  are  spiuring  demand.  Unit 
duction  last  year  was  90%  higher  tha 
1995.  To  keep  up,  even  Asia's  be 
guered  dram  makers  "have  got  to  h 
buying  equipment,"  says  G.  Dan  Hu 
eson,  president  of  VLSI  Research  I 
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EST.  EPS 

REPORTED 

%  CHG 

(11/17) 

EPS 

DIFF. 

-22 

0.59 

0.60 

+0.01 

,  |  < 

0.74 

0.74 

cc 

1.32 

1.23 

-0.09 

238 

-0.07 

0.02 

+0.09 

62 

NA 

0.72 

NA 

-74 

0.65 

0.60* 

-0.05 

i  f  ft 

1.12 

1.22 

+0.10 

MM 

0.34 

0.34* 

NM 

-0.07 

-0.05 

+0.02 

+21 

0.38 

0.39 

+0.01 

+12 

0.46 

0.46 

— 

-4 

0.83 

0.80 

-0.03 

NM 

0.77 

0.76* 

-0.01 

0 

0.74 

0.89* 

+0.15 

-47 

0.48 

0.34 

-0.14 

NM 

0.46 

0.44 

-0.02 

+13 

0.47 

0.47 

NA 

1.83 

NA 

NM 

0.14 

0.01 

-0.13 

-20 

0.57 

0.48 

-0.09 

+36 

0.64 

0.64 

+11 

0.43 

0.44 

,0.01 

-69 

1.67 

0.84* 

-0.83 

+5 

0.93 

0.89 

-0.04 

NM 

0.92 

-0.23 

-1.15 

NM 

1.06 

1.12* 

+0.06 

0 

0.56 

0.49 

-0.07 

15 

0.78 

0.76 

-0.02 

-44 

NA 

2.33 

NA 

+9 

NA 

1.12 

NA 

+16 

NA 

1.56 

NA 

-9 

1.05 

1.11 

+0.06 

+23 

0.27 

0.27 

— 

+18 

0.73 

0.89 

+0.16 

+5 

NA 

1.94 

NA 

+7 

NA 

2.20 

NA 

-15 

1.16 

0.98 

-0.18 

+52 

NA 

2.40 

NA 

29 

0.51 

0.55 

+0.04 

+3 

1.07 

0.91 

-0. 16 

+1 

NA 

1.28 

NA 

+11 

1.24 

1.28 

+0.04 

+16 

0.51 

0.51 

NM 

0.37 

0.25* 

-0.12 

CURRENT  QTR.  SALES 

QTR  PROFITS 

EST.  EPS 

REPORTED 

(MILLIONS) 

%  CHG. 

(MILLIONS) 

%  CHG. 

(11/17) 

EPS 

DIFF. 

KEYCORP 

NA 

NA 

248.0 

+64 

1.13 

1.13 

MBNA 

NA 

NA 

188.3 

+26 

0.35 

0.37 

+0.02 

McKESSON 

4,670.8 

+34 

42.0 

NM 

0.43 

0.45 

+0.02 

MERRILL  LYNCH 

8,123.0 

+23 

466.0 

+5 

NA 

1.17 

NA 

MORGAN  (J.  P.) 

NA 

NA 

271.0 

-35 

1.98 

1.44 

-0.54 

MORGAN  STANLEY,  DEAN  WITTER 

3,732.0 

+22 

810.0 

+79 

NA 

1.30 

NA 

NATIONSBANK 

NA 

NA 

818.0 

+29 

NA 

1.12 

NA 

NORTHWEST  AIRLINES 

2,491.3 

+6 

114.7 

+341 

NA 

1.06 

NA 

PIER  1  IMPORTSttt 

262.8 

+  16 

16.8 

+58 

NA 

0.23 

NA 

SCHWAB  (CHARLES) 

768.4 

+28 

63.1 

+6 

0.28 

0.24 

-0.04 

SLM  HOLDING 

884.7 

-3 

133.7 

+22 

0.71 

0.77 

+0.06 

1  ICCDCirUTUIAVC 
U9r  KtluH  1  WAT  9 

+27 

14.7 

+85 

0.53 

0.57 

+0.04 

WELLS  FARGO 

NA 

NA 

298.0 

1 142 

3.43 

3.40 

-0.03 

TECHNOLOGY 

69,694.6 

+5 

5,502.2 

0 

0.81 

0.82 

+0.01 

ADVANCED  MICRO  DEVICES 

613.2 

+23 

-12.3 

NM 

-0.09 

-0.09 

APPLE  COMPUTER  I 

1,578.0 

-26 

47.0 

NM 

-0.06 

0.37 

+0.43 

BAY  NETWORKStt 

644.9 

+25 

59.5 

NM 

0.25 

0.28 

+0.03 

BIOGEN 

124.0 

+42 

31.7 

+286 

0.38 

0.43 

+0.05 

COMPAQ  COMPUTER 

7,323.0 

+23 

667.0 

+37 

0.42 

0.44 

+0.02 

COMPUTER  ASSOCIATES  INTL. 

1,239.0 

+18 

339.9 

NM 

0.59 

0.62 

+0.03 

DIGITAL  EQUIPMENT 

3,324.5 

-1 

74.8 

+135 

0.59 

0.45 

-0.14 

HONEYWELL 

2,325.8 

+  10 

178.1 

+16 

1.40 

1.41 

+0.01 

IBM 

23,723.0 

+3 

2,093.0 

+3 

2.17 

2.16 

-0.01 

INTEL 

6,507.0 

+1 

1,743.0 

-9 

0.91 

1.07 

+0.16 

MICROSOFT 

3,585.0 

+34 

1,133.0 

+53 

0.82 

0.93 

+0.11 

MOTOROLA 

8,278.0 

+8 

321.0 

+35 

0.71 

0.54 

-0.17 

ROCKWELL  INTERNATIONAL! 

1,979.0 

+7 

89.0 

-42 

0.68 

0.43 

-0.25 

SEAGATE  TECHNOLOGY 

1,673.3 

-30 

-183.2 

NM 

0.34 

0.08* 

-0.26 

SUN  MICROSYSTEMStt 

2,450.2 

+18 

149.4 

-16 

0.54 

0.40 

-0.14 

TCVAC  IftJCTDI  IMCUTC 
1  LAA3  1N9  1  HUmfcN  1  3 

-1 

-263.0 

NM 

0.65 

0.55* 

-0.10 

UNISYS 

1,898.6 

+5 

-965.7 

NM 

0.29 

0.25* 

-0.04 

UTILITIES  &  TELECOM 

30,459.2 

+10 

3,042.9 

+11 

0.91 

0.85 

-0.06 

AMERITECH 

4,147.0 

+7 

610.0 

+7 

1.10 

1.12 

+0.02 

BELL  ATLANTIC 

7,695.7 

+4 

940.0 

+27 

1.26 

1.21 

-0.05 

EDISON  INTERNATIONAL 

2,329.4 

+6 

149.3 

+16 

0.33 

0.37 

+0.04 

FPL  GROUP 

1,477.7 

+3 

94.7 

+4 

0.53 

0.52 

-0.01 

GPU 

1,032.4 

+  10 

95.8 

+28 

0.63 

0.77 

+0.14 

LUCENT  TECHNOLOGIESt 

8,724.0 

+  10 

792.0 

-8 

1.52 

1.23 

-0.29 

PUBLIC  SERVICE  ENT.  GROUP 

1,746.0 

+  11 

155.1 

+18 

0.59 

0.66 

+0.07 

SOUTHERN 

3,307.0 

+36 

206.0 

+30 

0.34 

0.28 

-0.06 

t  First-quarter  results 

tt  Second-quarter  results 

ttt  Third-quarter  results 

*L~PS  adjusted  for  special  items 


:  not  meaningful  NA  =  not  available 

DATA:  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COS  EARNINGS  ESTIMATE  DATA  PROVIDED  BY 
l/B/E/S  INTERNATIONAL  INC  ,  NEW  YORK,  NY  l/B/E/S  IS  A  REGISTERED  TRADEMARK  OF  l/B/E/S  INTERNATIONAL  INC. 


i  tracks  the  equipment  industry. 
dram  makers  also  will  be  ordering 

equipment  for  the  transition  to  the 

generation  of  drams,  which  store 

sgabits  of  data. 

st  October's  forecast 

e  Semiconductor  In- 

y  Assn. — predicting 

sales  would  increase 
to  $163  billion— is 

widely  dismissed  be- 
it  assumed  a  21% 

in  Asia-Pacific  sales. 

even  if  demand  in 

remains  flat,  world- 
sales  would  still 

•  12%.  And  zero 


HOW  THE  CHIPMAKERS 
HAVE  FALLEN 


PHILADELPHIA 
SEMICONDUCTOR 
INDEX  — 


200U. 


JAN. 16. '98 


AUG.  1,97 
▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


growth  in  Asia  is  unlikely,  since  most 
sales  to  Southeast  Asia  are  "transship- 
ment" sales:  The  chips  get  inserted  into 
products  that  are  sent  back  to  the  West. 

Thus,  some  markets 
where  U.  S.  companies 
dominate  may  barely  no- 
tice Asia's  problems. 
Take  digital-signal  pro- 
cessing (DSP),  where 
Texas  Instruments  is 
the  leader,  dsp  chip  sales 
should  jump  30%  this 
year,  says  William  I. 
Strauss,  president  of  dsp 
market  researcher  For- 
ward Concepts  Co. 


1 1 1 1 1 


In  fact,  chipmakers  could  be  on  the 
threshold  of  the  next  cyclical  upswing. 
Moshe  Handelsman,  president  of  Ad- 
vanced Forecasting  Inc.,  which  is  based 
in  Cupertino,  Calif.,  predicts  future  sales 
of  semiconductors  and  production  equip- 
ment by  analyzing  demand  for  the  fin- 
ished products  that  use  chips.  "This  un- 
derlying demand  is  pretty  strong," 
Handelsman  says — so  strong  that  he's 
now  looking  for  a  replay  of  the  boom 
that  swept  the  industry  from  1993  to 
1995.  That's  when  semiconductor  sales 
practically  doubled,  from  $77.3  billion 
to  $144.4  billion.  For  chipmakers  every- 
where, it  can't  happen  too  soon. 

By  Otis  Port  in  New  York 
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LEFT  TURN? 

Kennedy  hopes  for  a 
return  to  traditional 
Democratic  values 


WASHINGTON 


THE  STATE  OF  THE  UNION? 
IT'S  FLUSH 

With  a  balanced  budget,  Clinton  will  push  for  new  social  spending 


When  Bill  Clinton  steps  up  to  the 
podium  on  Jan.  27  to  deliver  his 
State  of  the  Union  address,  the 
mist  of  scandal  will  hang  over  him  (page 
38).  The  President  hopes  to  dispel  some 
of  the  gloom  by  bearing  good  news — 
and  more  good  news.  Surging  federal 
receipts  will  slice  more  than  $100  billion 
off  this  year's  deficit.  The  gusher  per- 
mits Clinton  to  submit  a  balanced  bud- 
get for  1999 — three  years  ahead  of 
schedule.  With  the  era  of  austerity  be- 
hind him,  he'll  emerge 
as  a  newly  activist 
President,  unveiling  a 
raft  of  social  programs. 

Clinton's  domestic 
agenda,  majestically  de- 
scribed by  a  top  White 
House  official  as  "a  new 
social  compact  for  the 


A  NEW  DOMESTIC  AGENDA 


CHILD  CARE  $22  billion  for 
state  day-care  subsidies  and 
tax  breaks 

MEDICARE  FOR  EARLY  RETIREES 

To  let  early  retirees  "buy  in" 


premiums,  and  up  to  $60  billion  from  a 
hoped-for  tobacco  industry  settlement. 
"All  our  ideas  are  paid  for,"  says  Budget 
Director  Franklin  D.  Raines. 

Still,  business  would  feel  the  sting 
from  many  of  the  Administration's  pro- 
posals. New  protections  for  workers  in 
managed-care  health  plans  could  boost 
employers'  costs.  Clinton  will  also  jaw- 
bone ceos  to  provide  more  day  care  for 
employees.  And  while  the  President  may 
not  decide  to  back  a  minimum-wage  hike 
before  the  Jan.  27 
speech.  White  House 
economists  are  giving 
that  measure  serious 
consideration  (page  44). 

Liberal  Democrats, 
who  bristled  at  Clinton's 
balanced-budget  deal- 
making  and  killed  his 


New  Economy,"  entails    *°  Medicare   fast-track  trade  bill  last 


at  least  $72  billion  in 
new  spending  over  five 
years.  Plans  range  from 


PATIENT  BILL  OF  RIGHTS  For 

consumers  to  battle  cost- 
conscious  HMOs 


year,  are  heartened  by 
the  emphasis  on  liberal 
party  values.  "If  we 


child-care  tax  credits  to    can't  do  these  things 


expanded  Medicare 
benefits  for  early  re- 
tirees. Much  of  the  cost, 
Clintonites  insist,  will 
be  offset  by  user  fees, 


EDUCATION  $15  billion  for 
teacher  recruitment, 
training,  and  new  school 
construction 


now,  in  the  face  of  this 
kind  of  prosperity,  when 
can  we  do  them?"  asks 
Senator  Edward  M. 
Kennedy  (D-Mass.). 


Naturally,  Republics 
and  their"  business  allies  I 
irked  by  the  leftward  dft 
So  far,  though,  then-  opp,i 
tion  consists  mainly  of 
eralized  sputtering.  "On- 
ton's  trying  to  have  it  tyi 
ways,"  says  RepresentaB 
Jennifer  B.  Dunn  (R-Wa. 
who  chairs  the  House  pi 
conference.  "He's  acting  « 
he's  God's  gift  with  his  kl 
anced  budget  while  he'sn- 
veiling  a  new  governnint 
program  every  day." 

That  may  be,  but  Rej> 
iicans  are  leery  of  attai 
ing  the  President's  domeic 
priorities  head-on  in  an  election  yar. 
The  fear:  GOP  candidates  who  plaifto 
campaign  on  tax  cuts  could  wind  up  e- 
ing  labeled  insensitive  to  the  needoi 
seniors,  kids,  and  working  women. 

gop  leaders  hope  to  pay  lip  servictc 
Clinton's  agenda — while  quietly  buy- 
ing it.  The  strategy,  says  Senator  M± 
McConnell  (R-Ky),  chair  of  the  Natn- 
al  Republican  Senatorial  Commite: 
"Benign  neglect."  Former  White  Hcst 
guru  Dick  Morris  says  that  is  a  if 
take.  "Republicans  forget  that  the  p 
lie  likes  these  little  micro-hit  progran 
as  long  as  the  budget  is  balanced 
TOUGH  SLEDDING.  Case  in  point:  Co- 
ton's  $22  billion  package  of  tax  bres 
and  subsidies  for  child  care.  The  j§ 
will  have  a  hard  time  deep-sixing 
plan.  Instead,  Republicans  hope  too 
opt  the  issue  by  boosting  current 
credits,  giving  states  money  with  fej 
federal  restrictions,  and  adding  tax  rite 
for  stay-at-home  moms. 

Corporate  America  can  live  y 
some  new  day-care  programs.  But  b 
ness  vows  all-out  opposition  to  Clint1 
patients'  "bill  of  rights,"  which  wd 
help  consumers  fight  HMOs  that  refusj 
pay  for  treatments.  Employers — \ 
kept  the  rise  in  health-care  costs  to 
0.2%  last  year — fear  that  the  plan 
force  them  to  pay  more.  "Business  c 
pass  along  the  cost  of  mandates  in 
day's  zero-inflation  environment,"  wd 
Jerry  Jasinowski,  president  of  the  |J 
tional  Association  of  Manufacturers' 
Another  Administration  health  ins 
tive  that  faces  tough  sledding:  a  \i 
to  let  early  retirees  and  displaced  w«jl) 
ers  buy  into  Medicare.  The  W 
House  insists  the  new  enrollees'  pr 
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WE  WORK 

at  the  I  N  T  E  R  S  E  C  T  I  O  N 

oj  REAL  ESTATE  w 
INVESTMENT  BANKING 


At  LaSalle  Partners,  our  investment  bankers  skillfully  merge  their  capital  markets  expertise  with 
unmatched  real  estate  know-how.  In  1997,  we: 

•  Completed  more  than  70  assignments  valued  in  excess  of  $5.4  billion  for 
leading  corporations,  institutions,  developers  and  government  entities. 

•  Represented  owners  in  the  sale  of  prime  office,  retail  and  mixed-use 
space  valued  at  more  than  $2.1  billion  and  in  excess  of  13.7  million 
square  feet. 

•  Secured  more  than  $1.3  billion  of  corporate  and  real  estate  financing  for 
real  estate  portfolios  and  individual  assets,  including  $160  million  of  private 
equity  investment  capital. 

•  Conceived  and  implemented  value-enhancement  strategies  for  more 
than  $1.8  billion  of  assets  for  our  real  estate  investor  clients. 

Whether  your  real  estate-related  investment  banking  needs  call  for  transaction  services,  consulting 
services  or  the  aggressive  implementation  of  programs  and  strategies,  we  have  the  skills,  resources  and 
expertise  to  achieve  your  business  and  financial  objectives. 
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London   0 1 1 -44- 1  7  1 -533:73Q0 
•   San   Francisco  415-433-9000 


News:  Analysis  &  Commentary 


urns  will  cover  the  costs,  but  some 
health  experts  warn  the  measure  will 
undermine  Medicare's  shaky  finances. 

The  proposal  infuriates  Hill  Republi- 
cans, who  have  taken  their  lumps  from 
Clinton  over  Medicare  for  three  years 
running.  They  thought  the  issue  would 
be  off  the  table  until  after  the  1998  elec- 
tion, when  a  bipartisan  panel  investi- 


gating long-term  reform  is  scheduled  to 
report.  "Even  before  he  appointed  the 
commission,  the  President  was  under- 
cutting it,"  gripes  a  Senate  gop  aide. 

Can  gop  foes  capitalize  on  Clinton's 
sudden  political  vulnerability  to  shred 
the  White  House's  new  safety-net  ideas? 
Probably.  But  if  they  try,  the  gop  risks 
giving  the  opposition  fodder  for  the 


coming  elections.  "Republicans  will  | 
about  40%  of  their  support  if  they 
attacking  this  program,"  says  stratd 
Morris.  That's  why  Clinton  is  confij 
he  has  covered  all  the  angles.  He 
his  programs  get  enacted.  And  he 
even  bigger  if  the  gop  stonewalls. 

By  Lee  Walczak,  Mike  McNai 
and  Richard  S.  Dunham  in  Washir 


IS  THIS  ONE  SCANDAL  TOO  MANY? 


c 


jats  have  nine  lives,  old  Washing 
■  ton  hands  like  to  say,  and  Bill 
'Clinton  has — well,  more  than 
you  can  count.  But  that  view,  a  tes- 
tament to  Clinton's  extraordinary 
ability  to  deflect  potentially  lethal 
charges  of  ethical  impropri- 
ety, may  be  changing.  New 
allegations  that  the  Presi- 
dent had  an  affair  with  a 
young  White  House  in- 
tern— and  urged  her  to  He 
about  it  under  oath — have 
even  die-hard  Clinton  de- 
fenders worried  that  his 
Presidency  is  at  risk. 

At  the  very  least,  the 
momentum  that  Clinton 
was  riding  into  his  Jan.  27 
State  of  the  Union  address 
has  been  slowed  by  the  lat- 
est in  what  Clinton  cam- 
paign aides  used  to  call 
"bimbo  eruptions."  At 
worst,  the  new  explosion 
threatens  to  become  a  polit 
ical  Vesuvius.  It  could  ex- 
pose the  President  to  ob- 
struction of  justice 
charges — and  embolden 
some  Republicans  to  seek 
impeachment. 
TEFLON  KID.  Claibourne 
Darden,  an  independent 
pollster  in  Atlanta,  says  the  imbroglio 
may  be  the  silver  bullet  that  pierces 
Clinton's  armor.  "If  he's  lying  through 
his  teeth,  this  could  dethrone  him." 
Republicans,  frustrated  by  failure  to 
make  ethics  charges  stick,  aren't  get- 
ting their  hopes  up  yet.  "A  lot  of  us 
are  demoralized,"  says  a  gop  consul- 
tant. "This  stuff  never  sticks.  People 
never  seem  to  care." 

Certainly,  the  story  line  sounds  fa- 
miliar. It  centers  on  Monica  Lewin- 
sky, a  24-year-old  former  White 
House  intern  and  onetime  Pentagon 
public-affairs  aide.  Lewinsky  previ- 
ously denied  to  lawyers  for  Paula 


Jones — who's  suing  Clinton  for  sexu- 
al harassment — that  she  had  a  sexual 
relationship  with  the  President.  But 
on  Jan.  21,  news  leaked  that  a 
Lewinsky  colleague,  Linda  Tripp,  had 
provided  Whitewater  independent 


^^^^ 

ON  THE  SPOT 

Jordan  and  the  President 
golfing  in  Martha's  Vineyard 
last  September.  Lewinsky 
in  a  Pentagon  photo 


counsel  Kenneth  W. 
Starr  with  tapes  in 
which  Lewinsky  al- 
legedly describes  an  18- 
month  liaison  with  the  President. 
Starr  followed  up  the  same  day  with 
a  new  wave  of  White  House  sub- 
poenas. The  tapes  are  said  to  detail 
Lewinsky's  assertion  that  the  Presi- 
dent suggested  she  deny  the  affair  in 
an  upcoming  deposition.  Lewinsky 
also  hints  that  Clinton  confidant, 
Washington  superlawyer  Vernon  E. 
Jordan  Jr.,  was  willing  to  help  tailor 
her  testimony.  In  a  Jan.  21  pbs  inter- 
view, Clinton  flatlv  denied  the 


charges.  "There  is  not  a  sexual  rela- 
tionship.... I  did  not  ask  anyone  to  g 
in  there  and  say  something  that  is 
not  true."  Clinton  also  said  that  Jor- 
dan "is  in  no  way  involved."  Howev 
er,  Lewinsky's  lawyer,  William  Gins- 
burg,  said  Jordan  arranged 
for  her  to  get  a  job  at  a 
New  York  public-relations 
firm. 

Outraged  Clinton  defend; 
ers  contend  that  Whitewa- 
ter prober  Starr  has  a  per- 
sonal vendetta  against  the 
President.  In  fact,  Starr's 
3^-year-old  case  long  ago 
strayed  far  from  the  origin; 
Whitewater  land  deal  to 
possible  attempts  by  top 
White  House  officials  to 
cover  their  tracks. 

Clinton's  best  hope  for 
surviving  his  latest  scrape  i 
that  Lewinsky  recants  the 
story  she  allegedly  told  to 
Tripp  or  that  his  lawyers  ca 
paint  her  as  a  spinner  of  tal 
X-rated  tales.  But  already, 
the  charges  have  damaged 
his  ability  to  fight  for  his 
second-term  agenda.  "This 
casts  a  dark  shadow  over 
the  State  of  the  Union,"  say 
a  House  gop  staffer. 

Clinton  loyalists  fear 
graver  consequences:  a  cor- 
rosive loss  of  confidence  by 
the  President's  backers,  es- 
pecially women.  "It's  appalling  if  he 
would  tell  her  [Lewinsky]  to  lie,"  say 
a  woman  who  formerly  held  a  senior 
Clinton  Administration  post.  "If  true, 
it's  an  impeachable  offense."  With 
sentiments  like  that  coming  from  the 
President's  associates,  it's  easy  to  see 
why  the  White  House  is  deadly  seri- 
ous about  this  latest  scandal. 

By  Lee  Walczak,  Richard  S. 
Dunham,  and  Owen  Ullmann  in 
Washington 
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enditures.  Never-ending  maintenance 
:s.  Painful  upgrades.  And  a  support  team 
1  nowhere  in  sight.  Fortunately,  these 
Lgs  can  be  avoided.  Lawson  Software's  fully 


enterprise-wide  access  to  vital  information, 
while  reducing  training  and  network  main- 


mce  costs.  Plus,  the  open  architecture 
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view 


of  our  systems  enables  you  to  migrate  to 
future  databases,  user  interfaces,  networks, 
or  hardware  platforms,  without  reinvesting  in 


3        software.  Lawson  Software  has  helped  customers 
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ASIAN  CRISIS 


NOW,  THE  IMF 
NEEDS  A  BAILOUT 

Clinton  faces  a  tough  fight  pulling  $18  billion  from  Congress 


Barely  two  months  after  a  humiliat- 
ing loss  on  "fast-track"  trade  legis- 
lation,   worried    White  House 
staffers  see  another  big  global  issue  in 
peril  on  Capitol  Hill.  This  one:  a  re- 
quest for  $18  billion  for  the  Interna- 
tional Monetary  Fund,  which  has  been 
depleted  by  its  Asia  bailout.  Indeed,  a 
coalition  similar  to  the  one  that  killed 
the  trade  bill — the  Republican  /jfoa 
Right,  the   Democratic  Left 
environmentalists,  human 
rights    activists,  and 
import-sensitive  indus- 
tries— is  mobilizing 
again.  The  Clinton  Ad- 
ministration is  "really 
scared  of  how  this  one 
will  come  out,"  confides 
a  Democratic  Senate 
staffer. 

True,  the  White 
House  is  bracing  for  an- 
other ugly  fight  that  po- 
litical observers  expect  it 
to  lose.  But  this  time  the 
conventional  wisdom  may 
be  wrong.  The  main  reason:  The  stakes 
on  resolving  the  Asia  crisis  are  far  high- 
er than  in  the  vote  to  renew  President 
Clinton's  authority  to  cut  trade  deals 
without  Hill  meddling.  Rejecting  fast- 
track  was  risk-free — no  trade  pacts  were 
at  stake  and  financial  markets  shrugged 
it  off.  And  few  voters  cared.  But  with  In- 
donesia, South  Korea,  and  other  Asian 
countries  still  ailing  and  possibly  in  need 
of  more  aid,  financial  markets  around 
the  world  could  sink  if  Congress  refuses 
to  bolster  the  imf's  reserves. 
"SCARY  STUFF."  The  Administration  is 
already  using  such  scare  talk.  "The  al- 
ternative of  doing  nothing  will  lead  to 
far  deeper  and  far  longer  financial  in- 
stability and  economic  duress,"  Trea- 
sury Secretary  Robert  E.  Rubin  warned 
in  a  Jan.  21  speech.  Adds  a  Wall  Street 
lobbyist:  "This  is  scary  stuff,  and  there's 
a  lot  of  fear  on  the  Hill.  They're  looking 
for  reasons  to  vote  for  this." 

The  Administration  is  happy  to  note 
that  organized  labor,  its  most  effective 
foe  on  fast-track,  is  not  making  a  major 
offensive.  The  unions  see  merit  in  a 
healthy  Asia  because  the  region  is  a 
customer  for  U.  S.  goods.  What's  more,  a 


sick  Asia  could  threaten  U.  S.  jobs  by 
flooding  the  world  with  cheaper  exports. 
Asia's  crisis  is  "serious,"  acknowledges 
afl-cio  President  John  J.  Sweeney. 
"There's  no  question  what  effect  it  could 
have  on  the  world  economy." 

Still,  the  Administration  isn't  taking 
any  chances.  Although  Congress  doesn't 
open  for  business  until  Jan.  26,  Clinton 
has  already  assembled  a  group  of 
heavy-hitters  to  lobby  lawmakers. 
Along  with  Rubin,  Secretary  of 


YOU  WANT  IMF 

FUNDING?  HERE'S  THE  DEAL: 

HUMAN  RIGHTS  Liberals  say  the 
only  bill  they'll  approve  is  one  that 
improves  Indonesia's  poor  human 
rights  record 

NO  MORE  BANK  BAILOUTS 

Conservatives  and  liberals  agree 
that  IMF  loans  should  be  restruc- 
tured to  ensure  that  global 
investors  take  huge  losses  before 
any  foreign  aid  is  provided 

ENVIRONMENT  Friends  of  the 
Earth  and  other  groups  are  press- 
ing lawmakers  to  demand  better 
environmental  performance  as  a 
condition  of  IMF  funding 

STOP  POTENTIAL  DUMPING 

Chipmakers  and  steelmakers  are 
lobbying  Congress  to  add  language 
prohibiting  nations  such  as  South 
Korea  from  flooding  U.S.  markets 
with  products  priced  below  cost 


State  Madeleine  K.  Albright  and|)i 
fense  Secretary  William  S.  Cohen 
been  making  the  rounds.  In  addi 
Rubin  and  Federal  Reserve  Chaiit 
Alan  Greenspan  will  make  a  st 
pitch  for  imf  funding  when  they  tt 
before  the  House  Banking  Comm 
on  Jan.  30. 

REFORM  COMING?  To  improve  ch 
for  passage,  the  White  House  has)! 
etly  signaled  that  it  will  shelve 
for  a  second  push  on  fast-track 
spring.  And  more  deals  are  su: 
come,  including  pork-barrel  proj 
"This  is  how  we're  going  to  spen 
budget  surplus,"  jokes  one  Admini 
tion  official. 

Clinton  may  also  have  to  pro 
something  harder  to  deliver:  IMF 
form.  Many  lawmakers  want  to  ch. 

the  way  the  imf  dispc 
loans.  Their  aim  is  to  r 
sure  the  money  isn't  i 
primarily  to  bail  out 
eign  banks  and  cj 
creditors — as  wai 
case  with  the 
Mexican  resa 
"It's  difficult 
come  up  witj 
case  for  suppoij 
imf  assistance 
goes  in  a  nam 
ond  to  pay 
creditors,"  ij 
Representali 
John  J.  LaF 
(D-N.Y.). 
Other  crir 
such  as  conse 
tive  publisher  Si 
Forbes,  contend  that  the  imf  is  offe 
the  wrong  medicine  when  it  calls 
austerity  measures,  and  not  stimi 
"When  a  doctor  kills  a  patient  thrc 
malpractice,  you  don't  renew  his  lici 
and  raise  his  pay,"  says  Forbes,  a 
Presidential  wannabe,  who  favors 
cuts  to  revive  the  region. 

Then  there  are  U.  S.  companies 
fear  Asia  will  export  its  way  ou 
trouble  with  a  flood  of  cheap  go 
"We're  being  asked  to  take  our-  tax 
lars  and  bail  them  out  so  they  can 
us  out  of  business,"  frets  Steven 
pleton,  ceo  of  chipmaker  Micron  T 
nology  Inc.  in  Boise,  Idaho. 

The  White  House  is  betting  that  i 
complaints  will  be  shrugged  off  in 
face  of  possible  global  economic  cl 
without  IMF  support.  When  the  sU 
are  raised  this  high,  Congress  alw 
comes  up  with  the  votes. 

By  Dean  Foust,  with  Richarc 
Dunham,  in  Washington,  and  A 
Reinhardt  in  San  Mateo,  Calif. 
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COMMENTARY 

By  Aaron  Bernstein 

THE  CASE  FOR  ANOTHER  MINIMUM-WAGE  HIKE 


Whether  or  not  Bill  Clinton  de- 
cides to  endorse  a  proposed  in 
crease  in  the  minimum  wage 
in  his  State  of  the  Union  address  on 
the  evening  of  Jan.  27,  the  idea  will 
already  be  on  the  agenda.  That  day, 
Senator  Edward  Kennedy  (D-Mass.) 
plans  to  introduce  a  bill  to  lift  the 
minimum  wage  in  three  increments 
from  the  current  $5.15  an  hour  to 
$6.65  in  2000. 

Many  employers  no  doubt 
will  think  this  scheme  crazy. 
After  all,  we  just  hiked  the 
minimum  in  1996  and  1997. 
But  today's  healthy  economy 
provides  a  good  opportunity  to 
help  low-wage  workers  make 
up  more  ground.  Unemploy- 
ment is  the  lowest  it  has  been 
in  a  generation.  And  welfare 
reform  is  creating  more  job 
seekers  at  the  bottom  of  the 
labor  market.  Even  if  you  still 
believe  a  minimum-wage 
boost  means  fewer  jobs — 
which  is  no  longer  the  consen- 
sus among  economists — there's 
less  reason  to  worry  when  em- 
ployers everywhere  are  beg- 
ging for  help. 

A  FEW  risks.  True,  there  are 
risks.  A  higher  minimum  wage 
could  hurt  if  the  Asian  mess  drags 
down  the  American  economy.  And 
no  matter  what,  some  smaller  em- 
ployers will  be  hard  pressed  to  pay 
more  so  soon  after  being  hit  with 
the  last  increase.  Still,  even  econo- 
mists who  staunchly  opposed  the 
last  hike  concede  that  another  one 
may  not  cost  many  jobs  this  time  ei- 
ther. "In  a  very  tight  labor  market 
like  today,  there  might  be  less  of  an 
unemployment  effect,"  says  David 
Neumark,  an  economics  professor  at 
Michigan  State  University  who  was 
a  staunch  opponent  of  the  1996  and 
1997  increases. 

Here's  why  Neumark  has  softened 
his  opposition.  Congress  lifted  the 
minimum  by  50(2  in  October,  1996,  to 


$4.75,  and  by  another  40<2  last  Sep- 
tember. The  double-barreled  hike 
produced  no  blip  in  inflation.  More 
increases  would  add  to  wage  pres- 
sures, but  slower  growth  in  1998 
still  should  keep  inflation  in  check, 
says  Bruce  Steinberg,  chief  econo- 
mist at  Merrill  Lynch  &  Co.  And 
while  many  considered  the  1996  and 
1997  increases  substantial,  they  did- 


ADJUSTED  FOR  INFLATION, 
THE  MINIMUM  WAGE  IS  DOWN 
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n't  even  bring  low-end  workers  back 
to  the  inflation-adjusted  levels  they 
enjoyed  throughout  the  1960s  and 
1970s  (chart). 

Also,  unemployment  fell  after  the 
hikes,  from  5.5%  in  the  summer  of 
1996  to  4.7%  today.  More  telling,  em- 
ployment rates  remained  the  same  or 
increased  for  groups  with  the  largest 
share  of  minimum-wage  workers — 
teenagers  and  20-  to  24-year-olds,  in- 
cluding minorities — according  to  a 
mid- 1997  study  of  the  first  increase 
by  the  Economic  Policy  Institute,  a 
Washington  think  tank. 

Now,  Princeton  University  econo- 
mist Alan  B.  Krueger  and  David 
Card,  an  economist  at  the  Universi- 
ty of  California  at  Berkeley,  bolster 


the  epi  findings  with  a  study  of  the 
fast-food  industry  in  Pennsylvania. 
"There's  no  indication  that  the  1 
ast  increases  have  had  an  adverse 
impact  on  employment,"  asserts 
Krueger. 

Other  work  by  Card  and  Kruege: 
has  also  challenged  the  decades-old 
assumption  that  higher  minimums 
evitably  cost  jobs.  In  1994,  the  pair 
looked  at  the  fast-food  industry 
after  New  Jersey  raised  its 
state  minimum  in  1992  to  $5.0f' 
an  hour,  up  from  $4.25,  while 
Pennsylvania  kept  its  own  at 
$4.25.  Result:  Employment 
grew  at  about  the  same  rate  ii 
both  states.  Michigan  State's 
Neumark  and  a  colleague  chal- 
lenged the  study.  But  Card  an( 
Krueger  have  reconfirmed  its 
conclusions  in  a  new  paper  tha 
draws  on  confidential  employer 
data  collected  by  the  Bureau  o 
Labor  Statistics. 
A  MILLION  MOTHERS.  The  basicjf 
lesson:  Economic  context  mat- 
ters. True,  raising  the  price  of 
labor  at  any  time  may  force 
some  employers  to  hire  fewer 
workers.  But  the  findings  of 
Card  and  Krueger  as  well  as 
the  impressive  job  growth  of 
the  past  year  show  that  modest 
hikes  aren't  necessarily  destructive 
to  an  already  booming  economy. 

Welfare  reform  is  the  other  rele- 
vant factor.  Experts  say  that  a  mil- 
lion or  so  welfare  mothers  will  be 
pushed  into  the  workforce  by  2000. 
This  is  likely  to  lift  the  jobless  rate 
for  unskilled  workers  or  lower  their 
wages.  New  minimum-wage  hikes 
would  offset  the  downward  pressure 
on  their  pay.  What's  more,  unless  re 
cipients  earn  enough  to  live  on,  soci- 
ety will  be  forced  to  pick  up  the  tab 
one  way  or  another.  And  nobody 
likes  higher  taxes. 

Bernstein  is  business  week's 
workplace  editor. 


Opponents  said  the  last  two  increases  would  kill  jobs 
and  spur  inflation.  That  didn't  happen 
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M  OIL  PRICES  GO? 


in  woes  and  rising  supply  could  drop  crude  to  $15  a  barrel 


ington-based  consultants  Petroleum  Fi- 
nance Corp.:  "The  Saudis  are  sick  of 
everyone  eating  their  lunch." 

For  consumers,  opec's  pain  is  all  gain. 
Heating  oil,  gasoline,  and  natural  gas 
are  following  crude  down.  In  the  depths 
of  winter,  a  gallon  of  heating  oil  in  New 
York  State  costs  homeowners  $1.03 — 


•e  oil  prices  headed  lower?  The 
>rice  of  crude  has  tumbled  28% 
since  October,  in  the  wake  of  a  sud- 
drop   in   demand   from  ailing 
imies  in  the  Far  East,  mild  winters 
i  U.  S.  and  Europe,  and  an  ever-ex- 
ing  supply.  Not  even  the  prospect 
meeting  of  oil  ministers  from  the 
nization  of  Petrole- 
Ixporting  Countries 
scuss  production  on 
J6  or  Iraq's  continu- 
ellicose  taunts  have 
s  a  difference.  On 
21,  oil  futures  sank 
1-year  low  of  $16.15 
rel  after  the  Amer- 
Petroleum  Institute 
ted  that  U.  S.  oil  in- 
>ries  ballooned  by 
largest  weekly 
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id  there's  no  reason 
ilieve  the  situation 
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\  sorted  out,  the 
1  is  awash  in  sup- 
of  everything  from 
ine  to  heating  oil, 
new  fields  in  the 
i  Sea  and  elsewhere 
ise  to  boost  this 
's  inventories, 
re's  enough  oil  that 
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|,"  warns  analyst  fields  promise  to  boost  September.  On  the  fu- 

Miller  of  Houston-  global  inventories  in  1998     tures  market,  natural  gas 


Oil  Minister  refused  an  invitation  to  at- 
tend an  opec  emergency  meeting  in  Vi- 
enna. What's  more,  it's  running  full 
steam  ahead.  In  1998  Venezuela  will  in- 
crease production  to  about  3.6  million 
barrels  a  day  from  3.2  million  barrels  at 
the  end  of  last  year.  "We  are  not  chang- 
ing our  plans,"  insists  Jose  Toro  Hardy, 
a  director  at  state  oil  company  Petroleos 
de  Venezuela  (pdvsa). 
HIGH  rig  DEMAND.  Outside  of  opec,  oil 
giants  are  also  bringing  more  oil  to  mar- 
ket this  year.  Producers  such  as  Phillips 
Petroleum  Co.  say  it  would  take  six 
months  of  $16-a-barrel  oil  to  force  a  re- 
view of  their  spending  plans  for  explo- 
ration. Meanwhile,  the  U.  S.  Energy 
Dept.  estimates  that  new  oil  fields  now 


I  energy  consultants 
n  &  Gertz  Inc.  He  expects  oil  prices 
p  to  $15  a  barrel  by  February. 
A  HIKE.  The  one  thing  that' could 
be  slide,  he  says,  is  an  opec  agree- 
■  to  curtail  production — a  move 
j  analysts  think  unlikely.  In  No- 
ier,  Saudi  Arabia  pushed  through  a 
increase  in  members'  1998  produc- 
quotas — a  move  that  benefits  the 
is  primarily  since  many  of  the  oth- 
^oducers  were  already  exceeding 
iction  limits.  "The  pain  will  have  to 
reat  to  force  them  to  do  some- 
;,"  says  Leo  P.  Drollas,  deputy  di- 
r  at  the  Center  for  Global  Energy 
ies,  the  London-based  oil  watchers, 
es  Robin  West,  president  of  Wash- 


is  trading  28%  below 
year-ago  levels.  Nationwide,  the  price 
of  a  gallon  of  unleaded  regular  gasoline 
is  down  8.5%  from  a  year  ago,  to  $1.12. 

Asia's  gloom  continues  to  be  the 
biggest  damper  on  crude  prices.  Con- 
sumption by  the  now-tamed  Tigers, 
which  drove  prices  higher  in  recent 
years,  is  slowing  dramatically  (chart). 
Purvin  &  Gertz  recently  lowered  its  1997 
estimates  of  the  region's  1998  demand 
by  500,000  barrels  a  day,  and  700,000 
barrels  a  day  for  1999.  Indeed,  suppliers 
in  the  Middle  East  are  diverting  their  oil 
cargoes  from  the  area  to  flusher  mar- 
kets in  Europe  and  North  America. 

Another  factor  preventing  a  quick  fix 
is  opec's  chief  renegade,  Venezuela.  Its 


being  primed  in  the  North  Sea  will 
alone  add  400,000  barrels  of  production 
both  this  year  and  next.  Indeed,  oil- 
drilling  contractor  Global  Marine  Inc. 
says  demand  for  rigs  has  never  been 
better.  "That  market  is  strong,"  says 
Global  Marine  President  Jack  Ryan. 

That  leaves  it  to  Saudi  Arabia  to  rein 
in  the  market's  surplus.  But  it  shows 
no  signs  of  backing  off  its  current  plans. 
Indeed,  on  Jan.  21,  pdvsa  Chief  Execu- 
tive Luis  Guisti  claimed  that  the  Saudis 
are  already  producing  400,000  barrels 
a  day  in  excess  of  its  recently  increased 
opec  quota.  If  he's  correct,  it  suggests 
that  Saudi  Arabia  isn't  about  to  reverse 
course  soon.  For  now,  at  least,  the  Saud- 
is appear  willing  to  put  volume  ahead  of 
price.  Fill  'er  up. 

By  Gary  McWilliams  in  Houston, 
with  Jane  Knight  in  Caracas 
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KKR'S  MAN 
BEHI^S  THE  MAN 

HENRY    KRAVIS   MADE  BIG 

headlines  on  Jan.  20,  when 
Kohlberg  Kravis  Roberts 
announced  a  deal  to  buy 
Regal  Cinemas,  the  nation's 
second-largest  owner  of 
movie  theaters.  But  the 
acquisition  was  engineered 
by  one  of  Kravis'  rising  lieu- 
tenants, Clifton  Robbins.  A 
39-year-old  Stanford  busi- 
ness school  graduate  with  11 
years  at  kkr,  Robbins  is 
starting  to  step  out  from 
Kravis'  long  shadow,  com- 
pleting such  deals  as  Stop  & 
Shop,  Borden,  and  Kinder- 
Care  Learning  Centers.  To 
do  the  Regal  deal,  Robbins 
brought  in  Hicks,  Muse,  Tate 
&  Furst,  which  is  already 
buying  United  Artists  The- 


CLOSING  BELL 


HEAPING  SOUTH 

Mexico's  stock  market  was  a 
highflier  in  1997,  gaining 
52%.  But  it  has  started  1998 
with  a  thud,  falling  13.4%  so 
far.  With  the  economy  expect- 
ed to  grow  5%  this  year, 
what's  the  worry?  Analysts 
say  Mexico  can  no  longer 
shrug  off  the  effects  of  Asia's 
crisis.  And  it  has  worries  of 
its  own:  The  government 
reported  a  $722  million  trade 
deficit  in  December,  fueled  by 
rising  imports  and  falling 
prices  for  oil  exports,  forcing 
a  1998  budget  cut.  Worse, 
political  turmoil  in  Chiapas 
state  makes  investors  wary. 
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atre  Group.  The  buyout  firms 
plan  to  combine  kkr's  Act  III 
Cinemas  with  ua  to  produce 
the  world's  largest  chain, 
with  5,347  screens. 

NORTHWEST  WANTS 
MORE  FROM  JAPAN 

AFTER  YEARS  OF  HAGGLING, 

the  U.  S.  and  Japan  are  near- 
ing  an  air-transportation 
accord.  But  Northwest  Air- 
lines, the  leading  U.  S.  carri- 
er to  Japan,  is  still  unhappy. 
Japan's  two  airlines  would 
get  broad  access  to  the  U.  S. 
market.  And  while  American 
carriers  would  triple  their  46 
flights  a  day,  they  would  face 
restrictions  on  forging 
alliances  and  setting  fares, 
according  to  Elliott  Seiden,  a 
Northwest  vice-president. 
By  giving  Japan  everything 
it  wants  now,  he  adds,  the 
Japanese  will  have  no  incen- 
tive to  give  U.  S.  carriers 
more  access  in  the  future. 


NISSAN  HAS  A  SPAT 
WITH  REPUBLIC 

NISSAN  NORTH  AMERICA  SUED 

Republic  Industries  on  Jan. 
20  to  stop  the  sale  of  two 
Florida  Nissan  dealerships. 
But  Nissan  does  not  want  to 
declare  war.  "It  is  not  a  pall- 
ing of  the  ways,"  says  Nis- 
san spokesman  Kurt  Von 
Zumwalt.  "We  want  to  do 
business  with  Republic."  The 
suit  follows  a  year  of  unsuc- 
cessful negotiations  with  Re- 
public to  limit  the  chain's  ac- 
quisition over  dealerships. 
Last  year,  Republic  resolved 
a  dispute  with  Toyota  Motor 
over  dealership  acquisitions 
but  still  faces  challenges  by 
Honda  Motor. 


PHONE  WIRES  WILL 
SIZZLE  WITH  DATA 

TELEPHONE  COMPANIES  HAVE 
been  slow  to  bring  high-speed 
data  services  to  small  busi- 
nesses and  homes.  But  that 


HE ADLINER:  BARBIE 


VALLEY  OF  THE  DOLL 


1 


Barbie  may  be  the  reign- 
ing queen  of  toyland,  but 
this  wasn't  her  best  year. 
In  1996,  the  Holiday  Bar- 
bie had  sold  out  by  Dec. 
10.  But  in  late  January 
this  year,  the  dolls  are  still 
weighing  down  shelves — 
despite  price  cuts.  And 
Mattel  saw  its  $99  Talk 
With  Me  Barbie,  whose 
embedded  microchip  lets 
her  talk  about  a  range  of 
topics,  not  even  make  the 
top-sellers  list. 

Not  that  her  mak- 
er, Mattel,  is  in  trou- 
ble. Hot  Wheels, 
Winnie  the  Pooh, 
and  Tyco  Sesame 
Street  characters 
such  as  Sing  & 
Snore  Ernie  sold 
well.  In  1998, 
Mattel's  earn- 


ings, before  merger 
charges,  should  rise  36% 
on  a  6.6%  sales  increase. 

Still,  Barbie,  which 
kicks  in  40%  of  Mattel's 
sales  and  55%  of  profits, 
shows  signs  of  age.  Sale 
which  have  grown  15%  a  . 
year  since  1990,  will  be  ul 
11%  in  1997.  And  analyst^ 
Gary  Jacobsen  expects 
growth  of  only  5%  in  199| 
But  this  may  be  some-jf 
thing  that  a  little  surger; 
can  fix.  New,  anatomi- 
cally more  realistic 
Barbies  will  be  on 
the  market  this 
spring.  And  ver- 
sions with  an 
updated  face  ar 
already  out. 
By  Kathleen 
Morris  in  Lo, 
„  ''&  Angeles 

mk 


could  change  as  a  result  of  a 
pact  between  a  dozen  phone 
and  computer  companies  ex- 
pected to  be  announced  at 
the  ComNet  trade  show  in 
Washington  on  Jan.  26-29.  As 
first  reported  in  business 
week  on  Dec.  5,  Microsoft, 
Intel,  Compaq,  and  telecom 
equipment  makers  have  been 
working  on  a  standard  for- 
mat for  so-called  digital  sub- 
scriber line  services.  That 
technology  allows  data  speeds 
30  times  faster  than  today's 
fastest  modems.  Now,  a  slew 
of  local  phone  companies 
backs  the  format,  too. 

THE  ASIAN  BUG 
STARTS  TO  BITE 

if  fed  policymakers  need 
any  more  justification  for 
standing  pat  at  the  next  Fed- 
eral Open  Market  Committee 
meeting  on  Feb.  3-4,  they 
can  cite  the  chill  wind  blow- 
ing in  from  Asia.  According 
to  the  latest  Beige  Book  sur- 


vey of  economic  acti\ 
released  on  Jan.  21,  As 
economic  crisis  has  begu 
cut  demand  for  a  wide  ra 
of  U.  S.  exports — everytl 
from  farm  products  and 
ber  to  woolen  goods  and 
er  textiles.  In  Hawaii, 
researchers  noted  fe) 
tourist  flights  arriving  f] 
Asia.  As  a  result,  many  \ 
watchers  expect  the  Fe< 
drop  their  bias  toward  r 
ing  rates  and  adopt  a 
neutral  view  on  what  tc 
next. 

ETCETERA... 


■  Boeing  took  a  higher-tl 
expected  charge  of  $910 
lion  in  the  fourth  quartei 

■  Crescent  Real  Estate  E 
ties  is  buying  Station  Cas: 
in  a  $1.7  billion  deal. 

■  Marvin  Runyon  is  reth 
after  six  years  as  Postmas 
General. 

■  Bristol-Meyers  Squibl 
suing  biotech  firm  Immu 
over  a  cancer  drug  paten 
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Lire  it  still  runs 


But  it's  costing 


a  fortune. 


Not  the  car. 


Your 


If  your  company's  mainframe  data  is  still  being  run  through 
private  lines,  you've  got  a  big  old  guzzler  on  your  hands. 

The  fact  is,  your  SNA  is  nowhere  near  as  efficient  as  it  would  be 
if  you  converted  from  private  lines  to  MCI's  advanced  frame  relay 
network.  Converting  could  save  you  up  to  40%  —  and  allow  your 
systems  to  finally  work  together. 

Doing  it  is  easier  than  you'd  think. 

And  with  those  savings,  you  could  equip  your  company  with 
other  high  performance  vehicles,  like  a  Web  site  or  intranet. 
The  road  is  wide  open. 

For  more  information,  visit  www.mci.com  or  call  1-800-659-5479. 


ata  management 
system. 
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CHEAPER  EXPORTS? 
NOT  SO  FAST 

Manufacturers  face  soaring  materials  and  financing  costs 


When  East  Asia's  currencies 
started  crashing  last  summer, 
Vigor  International  President 
Wang  Yu-len  smelled  opportu- 
nity. Like  many  Asian  middlemen  who 
export  garments  and  handicrafts  to  big 
retailers  in  the  U.  S.,  Taipei-based  Vigor 
had  been  relying  heavily  on  low-cost  fac- 
tories in  China.  With  the  Indonesian  ru- 
piah,  Thai  baht,  Malaysian  ringgit,  and 
Philippines  peso  all  suddenly  trading  at 
less  than  half  their  old  values  against 
the  dollar — while  China's  renminbi  re- 
mained stable — Wang  figured  Southeast 
Asia  would  be  awash  with  bargains. 

It  seemed  like  a  no-brainer.  But  after 
a  swing  through  the  region  in  early  Jan- 
uary, Wang  returned  empty-handed. 
Why?  Most  Southeast  Asian  manufac- 
turers were  hungry  for  foreign  orders 
but  so  strapped  for  cash  that  they  could- 
n't buy  the  imported  materials  needed 
to  fill  them.  "Suppliers  face  a  very  em- 
barrassing situation,"  says  Wang. 
TOUGH  SLOG.  To  officials  in  Asia's  most 
battered  economies,  the  situation  is 
downright  depressing.  They  had  hoped 
that  cheaper  currencies  would  translate 
into  a  major  boost  in  export  competi- 
tiveness in  everything  from  toys  to  com- 
puter chips,  allowing  their  countries  to 
emerge  quickly  from  the  crisis.  But  for 
many,  this  silver  lining  is  proving  to  be 
a  mirage.  That's  because  the  fuel  need- 
ed to  power  these  export  machines — 
dollars — is  in  short  supply.  Whether 
they  are  small  Indonesian  shoemakers 
or  South  Korea's  largest  conglomerates, 
the  region's  manufacturers  are  having  a 
hard  time  raising  the  cash  to  buy  raw 
materials.  Skittish  foreign  banks  and 
overstretched  domestic  lenders  are  re- 
fusing to  extend  letters  of  credit.  Local 
suppliers,  fearful  of  further  currency 
devaluations,  are  demanding  dollars  up 
front — or  are  bankrupt  themselves. 

To  be  sure,  Asia's  exporters  will  reg- 
ister gains  as  the  months  roll  on.  Thai 


producers  of  computer  components  re- 
port surging  sales,  while  South  Korean 
conglomerates  such  as  Samsung,  Dae- 
woo, and  Hyundai  are  canceling  plans  to 
expand  in  the  U.  S.  and  Europe  and  are 
shifting  production  of  some  electronics 
goods  back  home  in  order  to  capitalize  on 
the  cheaper  won.  Factories  that  are  ei- 
ther owned  or  financed  by  multinationals 
also  stand  to  benefit. 

But  for  most  exporters,  it  will  be  a 
tough  slog.  Judging  from  the  problems 


Asian  traders  and  manufacturers  are  ty- 
ing so  far,  it  seems  doubtful  that  thtn- 
crease  will  be  enough  to  enable  Kca 
Thailand,  and  Indonesia  to  export  thn 
selves  back  to  health.  World  marketeer 
cars,  chemicals,  and  many  electrocf 
components  already  are  glutted.  Clia 
with  its  vast  base  of  suppliers  and  B 
cient  infrastructure,  remains  a  ferocifc 
competitor  in  many  industries.  And  he 
new  advantage  of  devalued  wage  rate  ir 
Korea  and  Southeast  Asia  is  more  tar 


WHY  ASIA'S 
"EXPORT  BOOM" 
MAY  FIZZLE 

►  Even  though  sharp 
falls  in  currencies  will 
lower  labor  costs, 
producers  must  pay 
more  for  imported 
raw  materials, 
components,  and 
debt  service. 

►  The  region's 
financial  systems 
are  so  squeezed  that 
many  manufacturers 
can't  get  financing  to 
fill  export  orders.  Key 
suppliers,  meanwhile, 
are  going  bankrupt. 

►  Many  Southeast 
Asian  countries 
still  lack  the 
infrastructure  and 
efficient  network  of 
local  suppliers  to 
compete  with  Taiwan, 
Japan,  or  China  in 
many  industries. 
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nancing  costs  are 
soaring.  Interest 

in  some  countries 

tripled,  to  around 

as  panicked  cen- 
jankers  try  to  sta- 
ll currencies.  The 
s  currency  devalu- 
s  may  hurt  Asian 
rters  much  more 

they  help,  says 

Brown,  managing 
tor  of  General  Ori- 

Investments  (hk) 
"The  tidal  wave  of 
p  exports  isn't  going  to  happen," 
m  predicts. 

I  buyers  for  big  stores  in  the  U.  S. 
heard  so  much  about  the  collapse  of 
i  currencies  that  they  are  already 
ting  on  huge  price  cuts  of  35%  to 
Manufacturers  say  they  can't  af- 
much  more  than  a  10%  cut.  A  Nike 
ssperson  notes  that  because  65%  of 
naterials  of  shoes  made  in  Indonesia 
imported,  prices  on  U.  S.  retail 
es  won't  change  much.  "Customers 


don't  understand,"  says  Lydia  Hsu,  a 
sales  manager  at  Fairtrade  Co.,  a  Taiwan 
company  that  exports  luggage  and  hand- 
bags made  in  the  Philippines  and  China. 
Hsu  says  one  of  her  big  U.  S.  retail  cus- 
tomers wants  to  renegotiate  contracts 
that  were  struck  a  few  months  ago,  hop- 
ing to  get  a  better  deal.  But  inflation  of 
raw-materials  costs  makes  that  impossi- 
ble, she  says. 

The  gyrations  in  the  currency  mar- 
kets are  adding  to  the  problem.  Some 
Indonesian  fabric  sup- 
pliers, for  example, 
have  become  so  ner- 
vous about  another 
dive  in  the  rupiah  that 
they  won't  quote 
prices  for  their  prod- 
ucts. "Every  day,  the 
prices  from  the  mill 
are  changing  without 
notice,"  says  Flor 
Cayanan,  a  merchan- 
dise manager  for 
Hong  Kong  trading 
house  Swire  & 
Maclaine,  which  buys 
garments  in  Indonesia. 
The  70%  plunge  in  the 
rupiah  has  actually 
pushed  up  the  price  of 
Indonesian  fabric  by 
20%,  Cayanan  says, 
because  of  the  higher 
costs  for  financing  and 
imported  yarn.  And 
suppliers  no  longer 
accept  rupiah. 

NO  BARGAINS 

U.S.  retailers 
expecting  35%  to 
75%  discounts 
will  be  sorely 
disappointed 


CASH  CRUNCH 

Many  suppliers  no 
longer  accept  the 
Indonesian  rupiah, 
so  manufacturers 
can't  buy  fabric 

Meanwhile,  banks 
are  pulling  back  on 
credit,  adding  to  the 
paralysis.  For  many 
normally  sound  manu- 
facturers, getting  ex- 
port financing  from 
shell-shocked  Asian 
banks  is  nearly  impos- 
sible. A  manager  at  a 
trading  arm  of  an  elite 
Korean  conglomerate 
says  his  company  is  facing  difficulty  in  all 
export  areas,  including  textiles,  electron- 
ics, cars,  and  machinery.  Moon  Kye  Ho, 
assistant  manager  at  furniture  maker 
Fursys  Inc.,  says  he  hasn't  been  able  to 
buy  any  imported  raw  materials  since 
December.  To  fill  export  orders,  he  has 
been  drawing  down  inventories.  "If  the 
situation  continues  for  one  more  month, 
exports  will  be  hard  hit,"  Moon  says. 
LENDING  FREEZE.  For  Asia's  export  log- 
jam to  ease,  its  currencies  must  stabi- 
lize, and  governments  must  make 
progress  in  cleaning  up  bad  debts.  Then 
they  can  start  lowering  interest  rates 
and  inject  liquidity  back  into  the  system. 
But  relief  won't  come  soon.  Many  of  the 
region's  indebted  banks  simply  can't  lend 
because  they  remain  far  short  of  the  8% 
capital-adequacy  ratios  required  by  the 
International  Monetary  Fund  as  part  of 
bailout  packages.  "If  we  don't  meet  the 
requirements,  we  get  shuttered,"  explains 
a  Korean  bank  exec. 

Some  Asian  manufacturers  are  so 
starved  for  finances  that  Hong  Kong 
trading  giant  Li  &  Fung  Ltd.,  which 
buys  garments  and  other  goods  from 
vendors  across  the  region,  says  it  may 
have  to  take  on  the  burden  of  buying 
raw  materials  itself  and  delivering  them 
to  factories.  "We  may  have  to  do  business 
in  a  totally  different  way,"  says  Managing 
Director  William  K.  Fung. 

Not  that  less-than-expected  export 
growth  in  Asia  will  be  bad  news  for 
everyone.  Predictions  that  a  flood  of 
cheap  imports  will  push  the  U.  S.  trade 
deficit  to  $300  billion  this  year  may  turn 
out  to  be  far  overblown.  And  China  could 
be  under  less  pressure  to  devalue  the 
renminbi  if  its  competitors  falter.  A  Chi- 
nese devaluation  would  shake  financial 
markets  worldwide.  But  for  many  Asian 
exporters  that  are  barely  hanging  on, 
time  is  running  out. 

By  Jonathan  Moore  in  Taipei,  with 
Moon  Ihlwan  in  Seoul 
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EUROPE 


THE  CARTELS 

ARE  FINALLY  CRUMBLING 

As  coddled  industries  open,  upstarts  and  consumers  cheer 


When  phone  deregulation  hit  Ger- 
many on  Jan.  1,  things  went  wild 
at  tiny,  Frankfurt-based  TelePass- 
port.  The  company,  which  offers  discount 
phone  services  under  new  rules  allowing 
competition  with  Deutsche  Telekom, 
signed  up  more  than  19,000  customers 
in  20  days — and  it  won't  even  start  ad- 
vertising until  February.  "We  had  ex- 
pected a  lot  of  interest,  but  this  is  way 
above  our  plan,"  says  marketing  director 
Volker  Isenmann. 

Surprising  it  is,  especially 
to  anyone  who  remembers 
how  European  governments 
once  coddled  monopolies  such 
as  providers  of  telecommuni- 
cations. Yet  telecom  is  just 
one  area  in  which  Europe's 
monopolies  are  coming  under 
fire.  From  energy  to  publish- 
ing, postal  services  to  air  trav- 
el, formerly  closed  industries 
are  gradually  opening  to  true 
competition.  Progress  has 
been  uneven.  But  the  trend 
toward  a  more  level  playing 
field  is  unmistakable  and 
promises  to  change  life  for 
Europe's  companies  and  con- 
sumers forever. 
AIR  WARS.  Pressure  on  the 
monopolies  has  come  largely 
from  business.  Companies 
striving  for  greater  efficien- 
cy don't  want  to  put  up  with 
the  astronomical  prices  and  servicing  a  plane 
outdated  service  that  monop-  at  the  Frankfurt 
olies  have  gotten  away  with.  AjrDOrt  COStS 
The  globalized  economy  is  an- 
other factor.  Fearful  of  lag- 
ging behind  other  regions  in 
everything  from  profits  to 
productivity,  the  European 
Commission  is  forcing  re- 
forms, with  antitrust  chief  Karel  van 
Miert  leading  the  charge. 

With  competition  already  heating  up  in 
telecom,  van  Miert  is  focusing  on  Eu- 
rope's national  air  monopolies.  The  final 
stage  of  Europe-wide  deregulation  hit 
air  travel  last  April.  That  has  helped  up- 
starts such  as  Ryanair  and  Deutsche  ba 
take  on  flag  earners  AerLingus  in  Ire- 
land and  Lufthansa  in  Germany. 
Deutsche  ba,  which  is  controlled  by 


British  Airways  plc,  plus  two  other  up- 
starts now  have  22%  of  the  German 
market.  In  Italy,  several  upstarts  have 
cut  Alitalia's  domestic  market  share  to 
75%,  down  from  90%  two  years  ago. 

But  van  Miert  wants  deregulation  to 
dig  deeper.  On  Jan.  14,  he  gave  the 
Frankfurt  Airport,  Germany's  biggest, 
three  months  to  allow  competition  in 
ground  services  such  as  refueling  and 
de-icing  planes.  A  study  showed  that 


with  enel,  the  giant  state-owned 
utility.  The  initial  goal  will  be  to  add 
pacity  in  Italy,  but  the  two  may  nj 
into  other  markets.  In  December, 
ron  also  did  its  first  power  trade  on 
Continent,  selling  electricity  genen 
in  Switzerland  to  two  customers  in 
Netherlands. 

Europe's  formerly  protected  gh 
won't  give  up  their  dominant  posit 
easily.  Even  after  17  years  of  grac 
deregulation,  for  instance,  Bri 
Telecommunications  PLC  has  held  oi 
90%  of  Britain's  phone  market.  Deufc 
Telekom  plans  rate  cuts  this  sprin 
part  of  its  fight  to  keep  customers, 
new  competitors  gripe  that  the  fo: 
monopolies  still  have  the  financial  cto 
fend  off  upstarts. 

Continental  Europe,  moreover,  h 
long  history  of  undercutting  true  coi 


HIGH  COST 


almost  twice  as 
much  as  at 
Washington- 
Dulles 


handling  a  Boeing  747^00  costs 
$15,672  at  Frankfurt  vs.  $8,197 
at  Washington-Dulles,  the  most 
expensive  U.  S.  airport. 

Change  is   coming  more 
slowly  in  the  energy  sector,  un- 
til now  one  of  the  Continent's 
most  regulated,  but  it's  start- 
ing.   Although  Europewide 
deregulation  will  not  kick  in 
until  1999,  Sweden  and  Nor- 
way already  have  open  energy  markets. 
And  with  more  competition  looming, 
companies  such  as  General  Motors 
Corp.'s  Opel  unit  and  Germany's  Hoechst 
are  already  prying  dramatically  lower 
electrical  rates  from  utilities. 

Another  sign  that  the  Continent's 
power  business  is  about  to  undergo  a 
shakeup:  Last  year,  Houston-based  En- 
ron Corp.  inked  a  joint-venture  pact  to 
build  small,  independent  power  plants 


tition.  United  Parcel  Service,  for  ins' 
complains  about  the  European  Co: 
sion's  recent  decision  to  delay  ope: 
postal  services  to  full  competition  unti 
least  2003.  In  addition,  while  pricing 
tels  have  been  technically  illegal 
decades,  they  have  flourished  until 
Even  the  Continent's  most  open 
kets  are  just  getting  around  to  b; 
price-fixing  in  sensitive  areas. 

Still,  a  world  economy  that  incr 
ingly  rewards  free  and  open  market; 
likely  to  force  Europe  to  do  away 
monopolistic  practices  sooner  rather  t: 
later.  "Once  the  ball  starts  rolling,  c(| 
petitive  pressures  will  make  things  mj 
very  quickly,"  predicts  Mark  A.  Frev 
president  and  CEO  of  Enron's  Europi 
unit.  That's  the  best-case  scenario 
long-overdue  change. 

By  Thane  Peterson  in  Frankfurt, 
bureau  reports 
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a.  Rare 

Combination 


Your  time  is  as  valuable  as  your  money.  That's  why  OLDE  offers  professional  investment  advice  with  commission 
savings.  Most  discount  brokerage  firms  don't  provide  advice:  OLDE  does.  And  unlike  full-service/full-cost  brokerage 
firms,  OLDE  also  offers  significant  cost  savings.    This  rare  combination  of  advice  with  discount 
commissions  gives  OLDE  the  unique  ability  to  help  you  save  time  and  money  -  a  combination  no  other 
major  national  brokerage  firm  provides. 


With  OLDE,  your  investment  needs  can  be  met  with  one  brokerage  firm.  You'll  receive  more  than 
advice  or  commission  savings  alone;  you'll  receive  both.  Whether  you  are  looking  to  save  for  a  new 
home,  start  a  business,  invest  for  your  children's  education  or  secure  your  retirement,  OLDE  can  help 
with  an  extensive  selection  of  investment  choices  and  innovative  services  that  include: 
•  Money  market  funds 

•  Stocks,  bonds,  mutual  funds  and  unit  investment  trusts 

•  Secured  client  access  to  account  information  via  www.OLDE.com 

•  No  annual  fee  traditional,  Roth  and  Education  IRAs 
|  •  Small  business  retirement  plans 


I 


VALUE 


Tax-free  and  government  securities 
•  Account  protection  up  to  $25  million 
•  Investment  research 


Free  account  transfer  service 
•  Offices  nationwide 


Advice  & 

Savings 

One  Brokerage  Firm 

One  Call 
1-800-USA-OLDE 

Or  Check  The  Yellow  Pages 
For  The  Office  Nearest  You 
www.OLDE.com 


^OLDE 

America's  FuH  Service  Discount  Broker 

Member  NYSE &SIPC 


Athletes  Aren't  The  Only  Ones 
Motivated  By  Olympic  Glory 


At  Panasonic,  we're  inspired  by  the  Olympic  ideals  of  world  peace  and  friendship, 
and  challenged  to  reach  ever  higher  levels  of  performance.  For  the  last  decade,  we  have 
steadily  increased  our  commitment  to  the  Games,  expanding  our  support  through 
sponsorship  and  the  provision  of  cutting-edge  audio/video  products  and  technology. 


At  the  1998  Olympic  Winter  Games  in  Nagano,  we  are  participating 
not  only  as  an  Official  Worldwide  Olympic  Partner,  but  also  as  the  Official 


NAGANO 

Supplier  and  prime  contractor  for  the  International  Broadcast  Center  9qo 
(IBC)  and  other  venues— coordinating  the  real-time  acquisition,  editing  official  Partner 
and  transmission  of  all  the  fast-paced  action  for  a  global  audience  of  millions.  And 
our  amazingly  compact,  high  quality  DVCPRO  system,  along  with  other  Panasonic 
professional-use  broadcast  equipment,  is  playing  a  central  role  in  this  ambitious  undertaking, 
digitizing  the  entire  TV  production  process  for  dramatically  real  images  and  sound. 

We're  proud  to  help  advance  international  athletic  competition  and  determined  to 
continue  developing  record-breaking  digital  broadcasting  technology. 

Panasonic — part  of  the  team. 


Official  Worldwide  Olympic  Partner 


Panasonic 


36  USC  380 

http:/ /www.panasonic. co.jp 
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JAGUAR  STARTS  TO  CLAW 
ITS  WAY  BACK 

But  can  Ford  recoup,  even  with  quadrupled  production? 


■  t  has  been  a  long  ride  back  for 
I  Jaguar  PLC.  Since  recession  and  qual- 
Bity  glitches  hit  sales  in  1992,  the 
British  maker  of  luxury  cars  has 
climbed  back  to  profitability — thanks 
largely  to  huge  investments  by  its  par- 
ent, Ford  Motor  Co.  Now,  a  remade 
Jaguar  is  set  to  expand  aggressively.  It 
plans  to  launch  two  new  models  over 
the  next  four  years,  including  a  "baby 
Jag,"  and  more  than  quadioiple  annual 
production  to  200,000  cars.  "We're  prof- 
itable, we've  improved,"  declares 
Jacques  A.  Nasser,  Ford's  president  of 
automotive  operations.  "Now  is  the  time 
to  go  for  growth." 

A  surge  in  volume  may  be  the  only 
way  Ford  can  recoup  its  investment. 
Including  the  $2.6  billion  it  paid  for 
Jaguar  in  1989,  Ford  is  believed  to  have 
spent  almost  $6  billion.  Nasser  won't 
confirm  that  figure  and  claims  he  has 
no  payback  target.  "That's  history,"  he 
says.  "Now  we've  got  to  run  the  busi- 
ness with  the  cards  on  the  table."  Still, 
Jaguar  needs  to  make  more  than  a 
quarter  of  a  million  cars  a  year  for  Ford 
to  get  its  money  back,  estimates  D. 
Garel  Rhys,  professor  of  motor  eco- 
nomics at  Cardiff  University  Business 
School.  By  expanding  into  smaller  mod- 
els, Jaguar  hopes  to  lure  more  cus- 
tomers from  rivals  BMW  and  Mercedes- 
Benz — which  annually  sell  roughly 
700,000  cars  each.  "We  aim  to  be  fully 
competitive  with  them  around  the 
world,"  vows  Jaguar  Chairman  and 
Chief  Executive  Nicholas  V.  Scheele. 

The  first  of  the  new  models  is  a  mid- 
size luxury  car,  code-named  X200,  that 
will  be  launched  in  early  1999.  It  will  be 
smaller  than  Jaguar's  current  xj  sedans 


and  will  inherit  the  graceful  lines  and 
refined  power  plant  of  the  company's 
classics.  The  X200— which  will  cost 
about  $650  million  to  develop  and  put 
into  production — will  vie  with  the  BMW  5 
Series,  which  starts  at  $39,740,  and  the 
$41,640  Mercedes  E  Class.  Pricing  the 
car  at  $37,500,  according  to  a  Standard 
&  Poor's  dri  estimate,  Jaguar  hopes  to 
sell  40,000  copies  a  year. 
NEW  BABY.  Two  years  later,  Jaguar 
plans  to  bring  out  its 
"baby  Jag,"  the  key  to 
its  global  plan.  Devel- 
opment costs  will  top 
the  X200's,  and  DRI 
puts  its  price  at 
$29,300.  Code-named 
X400,  the  car  will  com- 
pete with  the  $27,600 
BMW  3  Series  and  Mer- 
cedes C  Class,  which 
goes  for  $32,600  in 
Britain.  Jag  expects  an- 
nual X400  sales  of 
about  100,000.  With  its 
current  sedan,  the  XJ,  starting  at 
$56,200,  Jaguar  hopes  the  lower-priced 
cars  will  draw  younger  buyers. 

Some  analysts  think  Ford  should 
have  expanded  the  Jag  line  years  ago, 
but  Scheele  differs.  "Jaguar  had  to  learn 
to  crawl  and  then  walk  before  it  could 
run,"  he  says.  He  also  says  a  consumer 
shift  to  premium  brands  in  everything 
from  Scotch  and  ties  to  executive  cars 
makes  the  time  right.  "Upscale  image 
manufacturers  have  won  back  a  huge 
proportion  of  the  executive-car  sector," 
agrees  John  Lawson,  analyst  at  Salomon 
Smith  Barney  in  London. 

Some  analysts  question  Jaguar's  abil- 


JAGUAR:  OFF  THE 
ENDANGERED  LIST 


TOTAL  UNIT  SALES 


▲  THOUSANDS 

DATA  JAGUAR  CARS  LTD. 


JAGUAR'S  XK8:  CUSTOMl! 
SATISFACTION  IS  WAY  U 


ity  to  quadruple  out  it 
without  running  into  more  pn- 
lems.  "It  will  be  the  right  product  it 
the  right  price,  but  will  they  be  on  u 
in  quality  and  reliability  terms  wfh 
bmw,  Mercedes,  and  Audi,  who  all  it 
high  standards?"  asks  Peter  Schmt, 
market  watcher  for  Automotive  Inch- 
try  Data.  Depending  on  talks  over  gl 
ernment  grants,  Jaguar  plans  to  p.> 
duce  the  X400  at  Ford's  plant  n 
Halewood,  England.  That  would  rrwi 
getting  the  plant,  where  Ford  buil 
Escorts,  ready  for  luxury-car  prod> 
tion.  For  its  pail,  Jaguar  must  fire  ua 
dealer  network  that  is  more  aceustond 
to  thinking  luxury  than  sales  volume 

Still,  Ford's  track  record  with  Jagir 
over  the  past  few  years  has  been  $ 
proving,  even  if  am 
high  cost.  Sales  me 
12%  last  year,  to  n 
eight-year  high,  heljd 
by  the  new  XJ8  seel 
and  the  XK8  sports  x 
(chart).  XK8  sales,  A 
15,000,  bettered  IN 
record  of  its  famous  i- 
cestor,  the  E-Typ(- 
and  Jag's  forecast  )i 
12,000.  In  the  U.lj 
Jaguar  was  fifth  in  lie 
most  recent  J.  D.  Pe  - 
er Customer  Satisfy 
tion  Index,  from  25th  in  1991.  The  ccV 
pany  says  it  has  operated  in  the  bl;|k 
for  the  past  three  years. 

Many  analysts  think  the  road  is  ouj 
for  Jag  to  achieve  a  reputation  com]! 
rable  to  that  of  Mercedes  and  bm| 
"Jaguar  is  a  powerful  and  emotie 
brand,  and  Ford  is  a  capable  vehie 
engineer,"  says  Salomon's  Lawsiu 
"There's  plenty  of  scope  for  Jaguar-tf 
the  price  and  style  are  right."  Jagil 
has  made  some  smart  moves,  but  I 
new  models  will  have  to  be  big  selbs 
for  Ford  to  recoup  its  billions. 

By  Heidi  Dawley  in  London  ai 
Keith  Naughton  in  Detroit 


•COMPANY  PURCHASED 
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We  connect. 


at  does  it  take  to  connect  to  places  in  Asia,  Europe,  the  Americas  and  all  other  parts  of  the  globe? 

tarts  with  a  firm  understanding  of  local  ideas,  people  and  places.  It's  also  about  superior  services  and  cherished  commitments.  As  a  world- 
ling telecom  company,  Nippon  Telegraph  and  Telephone  Corporation  (NTT)  is  uniquely  positioned  to  help  you  connect  globally  through 
■scale,  reliable  services  and  support. 


»bal  Communications  Services  /\rCStai" 

star  is  NTT  Group's  recently  launched  global  end-to-end  communications  service,  which  utilizes  a  high-speed 
communications  highway  to  connect  to  major  cities  across  the  U.S.,  Europe  and  Asia  Arcstar  is  an  essential  part  of  NTTs 
tegy  for  global  projects,  including  the  Malaysian  Multimedia  Super  Corridor  (MSC)  and  the  China-U.S.  undersea  cable. 

»bal  Systems  Integration 

Ts  global  systems  integration  can  make  all  the  difference  in  maintaining  reliable  connections  locally  or  across 
ders  and  even  oceans.  Our  offices  located  throughout  the  U.S.  —  New  York,  Los  Angeles,  Mountain  View,  and 
shington  D.C.  —  offer  end-to-end  systems  solutions  that  could  improve  the  way  you  communicate  in  business. 


NTT 

NIPPON  TELEGRAPH  AND  TELEPHONE  CORPORATION 


ETC 


For  more  information  on  how  NTT  can  connect  you.  call  1-800  4  NTT  USA,  or  visit  our  website:  http://www.nttinfo.ntt.co.jp 


If  you  think  the  AmevicaOne  team  is  a 
bunch  of  tan  yachtsmen  pulling  lines  and 
unfurling  sails,  you  probably  haven't 
followed  the  sport  since  the  late  1800s. 
Today's  America's  Cup  challengers  have 
more  than  a  rudimentary  knowledge  of 
disciplines  like  fluid  dynamics  and 
automated  design  systems.  Which  is  why , 
the  formidable  AmericaOne  team  uses 
Quantum  Atlas  II  disk  drives  for'  their 
complex  3D  analyses  of  hull,  keel  and  sail 
designs.  Of  which  there  are  tens  of 
thousands.  No  problem  for  the  incredibly 
reliable  Atlas  If.  Its  high  performance 
input/output  and  storage  capacity  enables 
design  teams  to  study  more  possible 
configurations  than  ever  before.  For  more 
information  on  the  Atlas  II  and  the  full  line 
of  Quantum  storage  solutions,  call  us  at 
1-800-624-5545,  extension  142.  Or  visit 
our  website  at  www.quantum.com.  Oh, 
and  if  you're  searching  for  the  AmericaOne 
team,  just  look  for  the  America's  Cup. 
There's  a  good  chance  they'll  be  holding  it. ' 

Quantum" 

Capacity  for  the  Extraordinary™ 


International  Outlook 
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QUEBEC:  HAS  SEPARATISM 
BEEN  FROZEN  OUT? 


The  most  important  images  of  Quebec's  great  freeze  may 
turn  out  to  be  those  of  10,000  Canadian  army  troops  on 
tv.  Sporting  Canada's  maple  leaf  flag  on  then-  shoulders, 
they  helped  old  folks  from  unheated  homes,  rushed  preg- 
nant women  to  hospitals,  and  cleared  ice-encrusted  tree  limbs 
from  roads.  They  were  a  powerful  subliminal  advertisement 
for  Canadian  unity. 

The  troops,  many  of  them  French-speaking  homeboys, 
may  just  have  put  Quebec  separatism  on  ice.  Even  before  the 
emergency,  polls  showed  only  35%  of  Quebeckers  in  favor  of 
full  sovereignty.  More  than  60%  say  they 
don't  want  another  "neverendum"  vote  on 
independence.  The  cooling  in  ardor  since 
1995  is  striking.  Then,  the  separatists 
came  within  a  whisker  of  winning  with  a 
record  49.4%  of  votes  in  a  referendum. 
STEEP  CLIMB.  Charismatic  Quebec  Pre- 
mier Lucien  Bouchard  hasn't  thrown  in 
the  towel.  He  still  vows  to  mount  a  third 
secession  referendum  if  his  ruling  Parti 
Quebecois  (pq)  wins  provincial  elections 
that  he  may  call  as  early  as  this  fall.  He, 
too,  made  nightly  tv  appearances  and 
seemed  very  much  in  charge.  "He's  defi- 
nitely someone  who  looks  better  when  he 
manages  a  crisis,"  concedes  Clemens  Mayr,  ~ 
a  lawyer  who  chairs  the  federalist  Group  of  100. 

But  the  separatists  face  a  steeper  climb  now.  Higher  tax- 
es, strict  language  laws,  and  anxiety  about  capital  flight  if  in- 
dependence comes  scare  off  foreign  and  Canadian  investors. 
As  a  result,  the  province  is  trailing  as  the  rest  of  Canada  sees 
sparkling  growth  (page  30).  Bouchard  was  forced  to  impose 
painful  and  unpopular  measures  to  cut  Quebec's  budget  deficit. 
And  the  national  government  has  made  shrewd  concessions  to 
keep  Quebec  in  the  fold.  "For  the  first  time,  Ottawa  has 
come  up  with  an  anti separation  strategy,"  says  Denis  Massi- 
cotte,  publisher  of  Le.  Cowrrier  parlementaire  newsletter. 


BIG  CHILL:  The  army  pitched  in 


Prime  Minister  Jean  Chretien,  a  Quebecker  himself,* 
reached  out  to  the  turbulent  province.  To  allay  French-i^n 
tity  concerns,  Ottawa  accepted  a  constitutional  amendmen  t 
permit  separate  French-  and  English-speaking  public-sc^ol 
systems  in  Quebec.  The  feds  also  gave  Quebeckers  nke 
power  over  employment  training  and  immigration. 

English  Canada  also  has  tried  to  fix  another  longstamns. 
gripe  of  Quebeckers,  that  their  distinctiveness  isn't  sfc- 
ciently  acknowledged.  Quebec's  French-speakers  have  rem 
to  feel  embattled.  Despite  laws  that  mandate  bilingual  laei 
ing  on  consumer  products  and  Frencln 
struction  in  schools,  French  is  now  k 
mother  tongue  of  a  record  low  23.5#0i 
Canadians.  Still,  in  September,  all  m 
Premiers  of  English-speaking  proviie? 
met  in  Calgary  and  in  a  statement  reig- 
nized  "the  unique  character  of  Quebec*)- 
ciety,"  including  its  legal  system  and  li- 
ture.  Bouchard  boycotted  the  meeting  ici 
dismissed  the  declaration  as  meaningly. 
NO  TAXES?  Faced  with  such  obstin 
some  hard-line  federalists  are  tryin 
build  a  legal  case  against  separatism 
Feb.  16,  Canada's  Supreme  Court  will 
sider  whether  a  unilateral  declaration 
"  independence  would  be  legal.  A  lo 
court  is  being  asked  to  decide  whether  an  independent 
bee  could  legally  collect  taxes.  The  instigator  of  both  caj 
lawyer  Guy  Bertrand,  who  co-founded  the  pq  in  1969  but 
came  a  federalist  two  years  ago. 

In  the  end,  a  small  group  of  moderates  will  decide  the 
come  of  the  long  debate  over  Quebec's  status.  Those  voti 
about  15%  of  the  electorate,  favor  wide  autonomy — but  stri^ 
economic  links  with  Canada.  After  the  federal  army  cam(Se 
Quebec's  rescue,  they  may  reflect  that  there's  more  to  £ 
longing  to  a  country  than  just  dollars  and  cents. 

By  Joseph  Weber  in  Ton 


GLOBAL  WRAPUP 


AIRBUS  HIGHFLIER  GROUNDED 

►  Airplane  maker  Airbus  Industrie's 
four  owners  want  to  transform  their 
loose  consortium  into  a  corporation  by 
yearend,  but  they're  squabbling  over 
who  will  run  it.  On  Jan.  15,  an  Airbus 
board  failed  to  approve  the  candidacy 
of  Frenchman  Noel  Forgeard  as  CEO. 
Germany's  Daimler  Benz  Aerospace 
(dasa),  insiders  say,  riled  French 
partner  Aerospatiale  by  insisting  on 
having  Germans  as  both  deputy  ceo 
and  chair  of  the  board  of  supervisors. 
dasa  supports  Forgeard  but  doesn't 


trust  state-owned  Aerospatiale,  which 
owns  37.9%  of  Airbus  and  has  blocked 
reforms  before.  Forgeard  is  also  hold- 
ing out  for  a  private-sector  pay  and 
conditions  package.  Forgeard,  former 
head  of  Matra  High  Technology,  would 
be  the  first  executive  from  the  private- 
sector  to  run  Airbus. 

STANDOFF  IN  TURKEY 

►  The  banning  of  the  pro-Islamic  Wel- 
fare Party  on  Jan.  16  may  not  end  its 
standoff  with  Turkey's  secular  Estab- 
lishment. The  next  day,  officials 
announced  plans  to  form  a  new  party 


with  a  similar  program.  Former  Pre 
mier  Necmettin  Erbakan  and  six  otI; 
er  Welfare  leaders  are  barred  from 
office  for  five  years,  but  the  party  w| 
remain  the  largest  in  Turkey's  parliaj 
ment,  with  147  out  of  550  seats. 

Rivals  are  trying  to  recruit  Welfar< 
voters,  who  represent  a  fifth  of  the 
electorate.  If  Welfare  fails  to  revive  ill 
self,  analysts  say,  its  supporters  may 
drift  to  the  ruling  center-right  Mothei1 
land  Party,  which  has  a  sizable  reli- 
gious wing.  Welfare  parliamentarians 
already  have  pledged  support  for  the 
government's  reform  program. 
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MANY  QUESTIONS.  ONE  ANSWER:  THE  DREYFUS  DISCIPLINED  STOCK  FUND.  While  the  new  tax 
law  provides  more  opportunities  than  ever  to  help  you  pursue  your  retirement  dreams,  one 
part  of  IRA  investing  hasn't  changed:  it's  still  about  getting  the  right  fund.  That's 

why  you  should  consider 


MORNINGSTAR  RATING 

★  ***★ 


DREYFUS  DISCIPLINED  STOCK  FUND 

41.74%  20.96"  18.50' 


LIFE  OF  FUND 


the  Dreyfus  Disciplined 

OVERALL  RATING  AMONG  2,242  DOMESTIC  EQUITY  FUNDS  AS  OF  11,30.97  AVG.  ANNUAL  TOTAL  RETURNS  AS  Of  9.30.97  INCEPTION  DATE  12.31.87       Stock  Fund,  a  fund  with 

outstanding  performance  and  a  dedicated  investment  team.  And  if  you  have  any  questions  about 
what  type  of  IRA  is  best  for  you,  consult  your  financial  advisor  or  call  Dreyfus.  We're  here  to  help 
you  make  smart  investment  decisions  for  today,  and  tomorrow.  DREYFUS.  RULE  YOUR  KINGDOM.^' 


FOR  MORE  INFORMATION,  CALL  YOUR  FINANCIAL  ADVISOR 
OR  CALL  DREYFUS  AT  1-800-443-9794  EXTENSION  4440 


Dreyfus 


for  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before  you  invest.  P 

i  guarantee  of  future  results.  Share  price  and  investment  return  fluctuate  so  redemption  value  may  be  more  or  less  than  original  cost.  Morningstar  proprietary  ratings  reflect 
rical  risk-adjusted  performance.  They  are  subject  to  change  every  month.  Ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  (as  applicable)  average  annual  returns  in 
iss  of  90-day  Treasury  bill  returns  with  appropriate  fee  adiustments,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  As  of  11  -30-97  the  Fund's  Retail 
Institutional  Shares  each  had  a  five  star  Overall  Rating.  Effective  12-15-97  the  Fund  ceased  offering  multiple  share  classes,  and  the  Fund's  unitary  fee  structure  was  revised.  Refer 
e  Prospectus  for  further  detail.  The  3-  and  5-year  Morningstar  ratings  as  of  11  -30-97  for  the  Fund's  Retail  Shares  were  five  stars  each  out  of  2,242  and  1 ,248  domestic  equity 
s,  respectively.  The  top  10%  of  the  funds  in  a  ratings  universe  receive  five  stars,  ©  1997  Dreyfus  Service  Corporation,  Broker- Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor 


Science  &  Technology 


BIOTECH 


SEEDS  OF 
DISCONTENT 


Biotech  companies  are 
facing  a  growing  furor 
in  Europe  over  genetically 
altered  food 

Last  fall,  protesters  in  Ireland  dug 
up  fields  of  gene-spliced  sugar 
beets.  In  Iowa,  members  of  the 
environmental  group  Greenpeace 
spray-painted  rows  of  genetically  engi- 
neered soybeans.  British  activists  shiv- 
ered naked  on  the  rooftops  of  London  to 
protest  what  they  called  a  genetic 
coverup,  and  others  carried  life-size,  in- 
flatable Frankenstein  monsters  through 
the  streets  to  protest  genetically  modi- 
fied foods.  In  Austria,  concern  about 
bioengineered  foods  led  the  government 
to  ban  imports  of  gene-spliced  crops. 

All  across  Europe  and  in  parts  of 
the  U.  S.,  environmentalists  are  trying 
to  halt  the  genetic  manipulation  of  na- 
ture's agricultural  bounty.  Using  the 
same  kind  of  biotech  wizardry  that  drug 
companies  employ  to  create  new  drugs, 
laboratories  at  Monsanto,  Novartis, 
Rhone-Poulenc-Rorer,  and  other  multi- 
nationals have  mastered  the  art  of 
transferring  useful  genes  from  microbes 
and  other  organisms  to  plants.  The 
techniques  they  have  developed  allow 
them  to  make  seemingly  magical  trans- 
formations of  soybeans,  corn,  cotton, 
and  other  crops,  confeiring  resistance  to 
blights  and  insect  pests.  Plants  have 
also  been  developed  that  are  resistant 
to  herbicides,  allowing  farmers  to  spray 
plants  with  chemicals  that  wipe  out 
weeds  but  don't  harm  the  crops. 
GREEN  LIGHT.  Such  genetically  altered 
crops  are  already  a  booming  business. 
Last  year,  U.  S.  farmers  sowed  more 
than  l(j  million  acres  with  seeds  modified 
by  a  Monsanto  technique.  In  1998,  the 
acreage  will  double.  By  2005,  Monsanto 
reckons  the  global  market  for  plant 
biotechnology  will  soar  to  some  $0.6  bil- 
lion. America  will  be  a  large  pail  of  that. 
Pierre  Hochuli,  chairman  of  Monsanto 
Europe,  says  his  company  also  looks  at 
the  European  agricultural-biotech  market 


as  "a  huge  opportunity."  Indeed,  despite 
the  recent  spate  of  protests,  France  re- 
cently gave  farmers  a  green  light  to 
plant  gene-altered  com. 

Seed  companies  say  this  is  progress. 
But  activists  have  succeeded  in  drawing- 
attention  to  some  compelling  scientif- 
ic and  ethical  issues.  In  a  research 
area  that's  so  young,  how  much  can 
science  predict  about  the  effect  of 
gene-altered  crops  on  the  environ- 
ment   or    on    human  health? 
"Biotechnology  is  a  new  and  very 
complicated  technology,"  muses  j 
Margaret  G.  Mellon  of  the  Union 
of  Concerned  Scientists  (ucs)  in 
Washington.  "There  could  be  surprises 
long  term." 

In  both  Europe  and  the  U.  S.,  the 
protesters'  main  argument  is  that 
the  safety  of  the  new  crops  has  not 
been  proven.  For  example,  bioengi- 
neered corn  produced  by  Swiss  life-sci- 
ences giant  Novartis  contains  a  gene 
from  a  soil  microbe.  It  causes  the 
corn  to  produce  a  protein  called 
Bt  that  kills  the  corn  borer — a 
pest  that  causes  an  estimated 
$152  million  a  year  in  losses  to 
European  farmers.  Farmers 
raising  Bt  corn  don't  need  to 
spray  their  crops  with  pesticides 
because  the  plants,  in  effect,  pro- 
tect themselves. 

The  corn  has  been  tested  for  safety 
in  Novartis  labs,  though  no  human 
clinical  trials  were  performed.  But  hu- 
man health  is  not  the  main  worry  of 
activist  scientists.  More  problematic, 
they  say,  is  the  risk  that  widespread 
use  of  such  gene-spliced  crops  will 
give  lise  to  bugs  that  are  resistant 
to  Bt.  Such  resistance  can  arise 
through  chance  mutations  in  insects. 
If  that  should  happen,  the  Bt  pesti- 
cide will  be  rendered  useless.  "The 
danger  is  real,"  says  critic  Mellon. 
"The  only  question  is  whether  resis- 
tance will  happen  sooner  or  later." 

Seed  companies  have  an  answer  to 

in  FRANCE:  "Protect  Europe's  right  to 
ban  transgenic  corn,"  says  Greenpeace 
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.  They  recommend  that  farmers 
t  normal,  unaltered  crops  alongside 
gene-spliced  ones.  This  will  guar- 
!e  a  large,  sustained  population  of 
cts  that  never  will  develop  resis- 
e  to  the  pesticide.  The  susceptible 
3  will  breed  with  the  resistant 
i — whose  numbers  will  be  relatively 
—and  thus  reduce  any  resistance, 
nother  worry  centers  around  crops 

are  genetically  altered  to  survive 
)icides.  Monsanto,  for  example, 
es  soybeans  containing  a  gene  that 
vs  them  to  grow  well  even  when 
iched  with  the  company's  potent 
ndup  weed-killer.  Last  year,  U.  S. 
lers  planted  nine  million  acres  of 

Roundup  Ready  soybeans, 
ast  October,  howev- 
French  scientists 
>d  an  ominous  flag 
ie  scientific  journal 
ure.  They  showed 

when  oilseed  rape 
ts  with  a  herbicide- 
stance  gene  were 
I  with  wild  radish 
:1s,  the  gene  could 
ransferred  over  to 

weeds.  To  oppo- 
is  of  agricultural 
tech,  the  idea  that 

herbicide  resis- 
tance  could 
Bfe  spread  to 

s^L  weeds  raises 
BF  the  specter  of 
Hl  uncontrollable 
superweeds 
f  spreading  across 

farms. 

Austrian  activists  are  worried 
ut  a  different  example  of  gene  ma- 
lation.  For  reasons  having  to  do 

the  way  gene  splicing  was  carried 
/ears  ago,  Novartis'  corn  contains  a 
ver  piece  of  dna  that  conveys  re- 
mce  to  common  antibiotics.  Critics 

as  Alexander  Haslberger,  the  sci- 
ic  adviser  to  the  government's  Com- 
ee  on  Gene  Technology,  fear  that 
gene  could  pass  from  the  plants  to 
eria,  creating  microbes  that  the  an- 
tics can't  kill. 

3ed  company  execs  retort  that  ei- 
kind  of  gene  transfer  is  unlikely, 
eover,  scientists  say  that  the  gene 
ovartis'  corn  is  already  widely  found 
icteria  and  poses  no  risk.  "I  think  it's 
of  the  company  not  to  remove  it, 
it  doesn't  do  any  harm,"  says  Stuart 
evy,  director  of  the  Center  for  Adap- 
Genetics  and  Drug  Resistance  at 
Tufts  University  School  of  Medicine, 
in  fact,  Novartis  says  that  its  newer 
varieties  no  longer  have  the  gene, 
rotests  in  Europe  are  more  strident 
in  the  U.  S.  But  recent  events  may 
1  the  level  of  awareness  in  America. 


One  involves  Monsanto's  Roundup 
Ready  cotton.  For  the  first  time,  in  the 
spring  of  1997,  U.  S.  farmers  planted 
cotton  from  seeds  into  which  Monsanto 
engineers  had  inserted  a  gene  that 
makes  the  plants  resistant  to  Monsanto's 
Roundup  herbicide.  When  the  fields  are 
sprayed  with  Roundup,  the  weeds  die 
while  the  cotton  plants — at  least  theo- 
retically— remain  unaffected. 

But  last  July,  30  to  40  farmers  grow- 
ing Roundup  Ready  cotton  in  Missis- 
sippi found  that  the  plants  dropped  their 
bolls  of  cotton  prematurely,  reducing 
yields.  Some  farmers  are  threatening 
lawsuits.  Monsanto,  which  says  it  is  still 
studying  the  problem,  suggests  it  may 
be  the  result  of  last  spring's  unusually 


THE  PROS  AND  CONS  OF  GENE-SPLICED  FOODS 


THE  GOOD  NE 


•  Genetically  modified  seeds 
promise  higher  yields,  lower  pest 
cide  costs  to  farmers,  and  crops 
that  tolerate  droughts 
or  salty  soil. 

•  Gene-spliced  foods 
may  offer  retailers 
and  consumers  lower- 
cost  products  that 
taste  good  and  are 
easy  to  transport. 

•To  date,  there  have 
been  no  clear-cut 
health  or  safety  prob- 
lems from  genetically 
modified  crops. 


THE  BAD  NEWS: 


•  Some  scientists  fear  that  pesti- 
cide-resistant genes  engineered 
into  seed  crops  could  leak  to  other 
plants. 

•  Over  time,  pests  will 
almost  certainly  build 
up  resistance  to  anti- 
pest  toxins  in  gene- 
altered  plants. 

•  Adding  genes  to 
plants  may  cause  unex- 
pected results.  In  Mis- 
sissippi, some  gene- 
altered  cotton  plants 
have  dropped  their 
bolls  early. 


cold  and  wet  weather  in  the  Mississippi 
Delta.  Barely  1%  of  total  Roundup 
Ready  cotton  crops  were  affected,  the 
company  says. 

In  December,  agricultural  biotech  re- 
ceived another  public-relations  blow.  The 
Environmental  Protection  Agency  de- 
cided not  to  grant  a  petition  from 
Rhone-Poulenc  to  allow  the  spraying  of 
bromoxynil,  a  potent  herbicide,  on  cot- 
ton that  has  been  genetically  engineered 
to  withstand  the  poison.  The  decision 
was  prompted  by  fears  that  the  chemi- 
cal poses  risks  to  humans.  But  environ- 
mentalists say  the  case  illustrates  an- 
other problem:  Agricultural  giants  may 
care  more  about  promoting  their  own 
chemicals  than  about  safer,  more  pro- 
ductive agriculture.  Says  Jane  Rissler, 
senior  scientist  with  the  ucs:  "The  sole 
purpose  of  this  cotton  is  to  expand  the 
use  of  a  very  dangerous  pesticide." 

The  picture  is  not  black  and  white. 
Even  greens  admit  that  biotechnology 
can  dramatically  cut  down  on  the 
amount  of  pesticides  that  fanners  use, 
while  simultaneously  improving  crop 
yields.  This  counts  for  a  lot  in  Europe, 


where  farmers  rely  far  more  heavily  on 
pesticides  than  their  U.  S.  counterparts 
do.  Andre  Goig,  European  director  of 
Novartis  Seeds,  says  that  field  trials 
show  that  French  farmers  could  boost 
revenue  about  8%  by  using  pest-resis- 
tant corn  seed.  And  there  are  other 
huge  potential  benefits  of  biotech.  For 
example  the  technology  could  help  farm- 
ers grow  crops  that  will  flourish  in 
deserts  or  in  very  salty  soil. 
taste  TEST.  In  Europe,  many  farmers 
understand  the  benefits  of  biotech.  So 
do  some  consumers.  Last  year,  Britain's 
Zeneca  Group  plc  quietly  introduced  one 
of  the.  first  gene-altered  foods  into  the 
European  market — a  paste  made  from 
tomatoes  modified  to  create  a  beefier  tex- 
ture. Labeled  as  a 
product  of  biotech- 
nology, the  paste 
also  was  priced  10% 
below  its  natural 
counterparts  and 
was  an  instant  suc- 
cess. It  was  a  "test 
of  our  hypothesis 
that  Europeans  are 
not  necessarily  anti- 
biotech,"  says  Nigel 
Paul,  Zeneca's  exter- 
nal regulatory  affairs 
director. 

Few  protesters 
are  swayed  by  such 
examples,  however. 
They  have  lobbied 
relentlessly  for  Eu- 
ropewide  rules  that 
would  place  labels 
on  all  foods  pro- 
duced from  genetically  modified  soybeans 
and  com.  But  seed  companies  complain 
that  the  requirements,  as  contemplated, 
are  vague.  Potentially,  anything  exposed 
to  genetically  modified  crops — including 
milk — could  be  labeled.  That  alarms  U.S. 
government  officials.  "Strict  adherence 
to  labeling  requirements  would  do  dam- 
age to  our  trade,"  warns  Timothy  J. 
Galvin,  associate  administrator  of  the 
Agriculture  Dept.'s  Foreign  Agricultural 
Sendee.  U.  S.  shipments  of  corn  to  Eu- 
rope exceed  $200  million  a  year. 

Ultimately,  food  fights  won't  get  Eu- 
rope very  far.  "Our  genes  are  incorpo- 
rated into  approximately  19  million 
acres  around  the  world — covering  an 
area  larger  than  Switzerland  and  the 
Netherlands  combined,"  says  Tom  Mc- 
Dermott,  Monsanto's  European  public 
affairs  head.  "Can  Europe  at  this  point 
really  resist?"  That's  a  question  many 
concerned  consumers  are  asking — on 
both  sides  of  the  Atlantic. 

By  Julia  Fhjnn  in  London  and  John 
Carey  in  Washington,  with  William 
Echikson  in  Brussels  and  bureau 
reports 
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Wouldn't  yOU  like  some  free 

time  to  build  your  business: 


Sprint  gives  your  small  business 
free  domestic  long  distance,  and 
more,  every  Friday  until  the  year  2000.* 

The    exclusive    Frida\  s 


Call  to  get: 

Free  domestic 
long  distance  calls 

Free  local  toll  calls 

Free  incoming 
toll-free  calls" 

Free  long  distance 
faxes 

Free  calling 
card  calls 


Free  program  from  Sprint 
lets  you  call  anywhere  in 
the  country  free  on  Fridays  — 
until  the  year  2000.  You  can  call 
from  your  desk  or  from  the  road, 
fax  or  take  inbound  toll-free 
calls  all  day  And  whether  the)  re 
domestic  long  distance  or  local 
toll  your  calls  are  free  on  Fridays 


So  you  can  be  more  productive  and  innovative 
with  your  new  free  time,  for  a  whole  lot  less. 

You'll  do  more  business  and 
get  more  savings  the  rest  of  the 

Week,  tOO.  With  Fridays  Free,  you  can  explore  new 
business  strategies  that  can  generate  more  opportunities  all 
week.  And  Friday  isn't  the  only  day  Sprint  can  help  your 
business.  The  rest  of  the  week,  our  competitive,  flat  per-minute 
rates  help  you  manage  your  bottom  line.  So  sign  up  today  for 
the  tree  time  to  build  your  business 

Call  to  get  Fridays  Free 


1-80O477-1406 

www.sprint.com/fridays-free 


Sprint 


We  help  your  business  do  more  business 


'For  S50  monthly  commitment  level,  minimum  of  $50  requited  on  (toys  other  than  Fridays  Customers  who  do  not  meet  the  minimum  requirement  will  be  billed  the  difference  to  equal  ihe  minimum  Ma  .tmum  ot  SI. 000  in  free  local  toll  and  long  distance  calling 
on  Fridays  per  month,  per  customer  ($4,000  commitment  level  maximum  of  S2.000)  Fridays  free  local  toll  calling  expires  concurrent  wi'h  your  existing  Fridays  Free  promotion  Offer  qood  for  up  to  1 10  consecutive  Fridays  total  Excludes  SpnntFAX'  and  Sprint 
Conference  Line'  services  Certain  restrictions  apply  Domestic  calls  and  commercial  use  only  Limited-time  offer  Not  valid  with  any  other  otter  Promotion  subject  to  change  "Loral  toll  service  from  Sprint  may  require  dialing  an  access  code  in  certain  areas. 

'"Calls  made  Irom  pay  phones  will  be  charged  a  SO  30  connection  tee  %'  1998  Sprint  Communications  Company  L  P 


evelopments  to  Watch 


ED  BY  NEIL  GROSS 


AY  TO  COOL 
NES  FOR 
EAMNTOSPACE 

IE  EARLY  1980s,  BRITISH 

space  engineers  dreamed 
[otol,  a  "horizontal  take- 
md  landing"  plane  that 
i  into  space  from  an  or- 
y  runway.  The 
ish  govern- 
i  hoped  the 
ie  would 
.  the  cost 
putting  * 
sllites 

orbit. 
Jations, 
'ever, 
'ed  that 
[otol  ap- 
ached  * 
5ds  of 
i  5,  or  five 
s  the  speed  of 
d,  the  air  gushing  into 
special  hybrid  engines 
d  be  superheated  to 
)C.  For  the  engines  to 

accelerating  to  Mach  6, 
'e  they  would  switch 


from  jet  to  rocket  power,  the 
air  had  to  be  cooled  way  be- 
low OC.  No  known  heat  ex- 
changer could  do  that.  So  Ho- 
tol  was  scrapped  in  1987. 

Now,  James  J.  Murray,  a 
postgraduate  student  in  the 
University  of  Bristol's  Aero- 
space Engineering  Dept.,  has 
devised  an 
exchanger 
that  could 
rekindle  inter- 
est in  Hotol. 
It  is  barely 
the  size  of  a 
box  of  safe- 
ty matches. 
Yet  air  passing 
through  it  has 
been  cooled 
from    700C  to 
-100C.  The  se- 
cret is  a  forest  of 
wispy,  0.38-millime- 
yL        ter  tubes  inside  the 
^   box,  through  which  liquid 
helium  coolant  is  pumped. 
"This  is  the  best  heat  ex- 
changer mankind  has  ever 
built,"  says  Mark  Hempsell, 
a  space-technology  lecturer 
at  Bristol.       Heidi  Dawley 


■SS  IRRITATING  IMPLANTS?  ADD  SUGAR 

BORGS  MAY  RUN  RAMPANT  IN  HOLLYWOOD.  BUT  IN  THE 

d  world  of  biology,  living  cells  don't  much  like  rub- 
lg  membranes  with  machines.  That  presents  a  chal- 
ige  for  manufacturers  of  pacemakers,  artificial 
jans,  and  other  implantable  medical  devices. 
Nature,  it  seems,  has  its  own  solution  to  the  problem, 
searchers  at  the  Ernest  Orlando  Lawrence  Berkeley 
itional  Laboratory  in  Berkeley,  Calif.,  recently  showed 
it  they  can  alter  the  surface  of  living  cells  by  exploit- 
[  a  natural  biochemical  process.  All  cell  surfaces  are 
tooned  with  complex  sugar  structures  called  oligosac- 
irides,  explains  Berkeley  biologist  Carolyn  Bertozzi. 
an  experiment  with  human  cancer  cells,  she  succeed- 
in  redecorating  the  cell  surfaces  by  allowing  the  cells 
absorb  a  synthetic  sugar  laced  with  ketones — organic 
npounds  that  bind  easily  to  synthetic  materials. 
The  resulting  oligosaccharides  on  the  surface  made 
3  cells  "stickier"  in  relation  to  some  metals,  plastics, 
d  ceramics.  Bertozzi  says  medical  devices  coated  with 
?h  cells  might  not  irritate  the  body  or  cause  infec- 
ns,  as  today's  implants  often  do.  Medical-equipment 
upany  Medtronic  Inc.  of  Minneapolis  has  expressed 
erest  in  the  work.  Scott  LaFee 


NOW,  R0B0C0P  IS  MORE  THAN  JUST  A  MOVIE 

graham  hawkes  has  been    the  telescopic  sight  can  be 


designing  undersea 
robots  since  1972,  when 
he  was  24.  But  his  latest 
robotic  creation  is  land- 
based — a  weapon  for  tak- 
ing the  heat  off  cops  and 
military  special-forces 
units.  "My  work  involves 
extending  human  capabil- 
ities into  hazardous  envi- 
ronments," says  the 
British-born  engineer. 
"Airspace  punctuated  by 
bullets  is  about  as  haz- 
ardous as  it  gets." 

In  early  February, 
Hawkes  will  unveil  the 
Telepresent  Rapid  Aiming 
Platform,  or  trap  (pic- 
ture). It's  a  remotely  oper- 
ated rifle  that  practically 
never  misses  at  distances 
less  than  a  couple  hundred 
yards.  If  a  target 
can  be  seen  by  the 
rifle's  telescopic 
video-camera  sight, 
the  system  will  au- 
tomatically calculate 
range  and,  on  com- 
mand from  a  human 
operator,  shoot  with 
pinpoint  accuracy. 
The  view  through      SETTING  THE  TRAP:  Hawkes's  rifl.e 


relayed  to  a  control  unit 
around  a  corner  or  in  a 
nearby  van,  so  police  need 
not  be  exposed  to  return 
fire.  For  the  public,  that 
should  mean  reduced  risk 
of  injury  from  stray  bul- 
lets because  cops  won't  be 
filing  hasty  shots  and 
ducking  for  cover. 

Hawkes  says  agents 
from  several  law-enforce- 
ment agencies,  as  well  as 
from  U.  S.  and  foreign 
military  commands,  have 
already  asked  to  visit  his 
new  startup,  Tactical 
Telepresent  Technologies 
Inc.  in  Point  Richmond, 
Calif.  He  plans  to  sell 
trap  for  about  $45,000  per 
unit,  then  work  the  price 
down  to  $25,000.  Otis  Port 


INNOVATIONS 


■  To  spot  prostate  cancer, 
doctors  test  patients'  blood 
for  high  levels  of  a  protein 
called  prostate-specific  anti- 
gen (psa).  But  the  results  can 
be  misleading.  So  researchers 
at  Harvard  School  of  Public 
Health  in  Boston  have  sug- 
gested monitoring  a  hormone 
called  insulin-like  growth  fac- 
tor-1  (igf-i),  as  well  as  psa. 
The  researchers  studied  IGF-1 
levels  in  blood  donated  an  av- 
erage of  seven  years  ago  by 
152  men  who  later  developed 
prostate  cancer.  Then  they 
compared  it  with  donated 
blood  from  152  control  sub- 
jects. The  results,  published 


in  the  latest  issue  of  Science, 
suggest  that  those  with  high 
levels  of  the  hormone  may 
have  a  risk  of  cancer  more 
than  four  times  greater  than 
those  with  low  levels. 
■  Surajit  Sen,  assistant  pro- 
fessor of  physics  at  the  Uni- 
versity of  Buffalo,  has  pro- 
posed a  new  way  to  detect 
plastic  land  mines.  His  com- 
puter simulations,  described 
in  the  February  issue  of 
Physical  Review  E,  show 
that  weak  shock  waves  re- 
leased into  soil  or  sand  yield 
a  wealth  of  acoustic  informa- 
tion. Buried  plastic  objects 
produce  a  unique  acoustic  sig- 
nature not  easily  confused 
with  metal,  wood,  or  stone. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwfeb@businessweek.com 
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TURNAROUND  ARTISTS 


MR.  HOUSE 

FINDS  HIS  FIXER-UPPER 

Former  Intel  exec  David  House  is  turning  Bay  Networks  around-and  taking  aim  at  Ciso 


When  David  L. 
House  left  In- 
tel Corp.  in 
1996  to  head 
struggling  Bay  Net- 
works Inc.,  it  looked  like 
career  suicide.  But  after 
22  years  as  a  rising  star 
at  Intel,  including  12 
years  as  head  of  its  core 
microprocessor  business, 
House  hankered  to  run 
his  own  show.  And  In- 
tel ceo  Andrew  S. 
Grove  had  already  made 
it  plain  that  House 
would  not  succeed  him. 
"It  was  time  for  Dave 
to  go  out  and  lead,"  says 
Marty  Ruberry,  a  long- 
time friend  and  racquet- 
ball  partner. 

If  any  company  ever 
needed  a  leader,  it  was 
Bay  Networks.  Formed 
from  the  uneasy  1994 
merger  of  two  smaller 
companies,  the  $2  billion 
maker  of  computer  net- 
working gear  was 
deeply  troubled  when 
House  took  charge. 
While  industry  leader 
Cisco  Systems  Inc.  grew  fivefold,  Bay 
missed  product  launches  and  lost  market 
share.  Employees  defected  in  droves 
while  the  leadership  vacuum,  says 
House,  "spiraled  down"  to  "almost  chaos 
and  anarchy."  Worse  yet.  customers 
were  losing  faith.  When  DreamWorks 
ski;  networking  director  Pet  ins  Wilson 
suggested  buying  Bay  gear  last  year, 
his  boss  just  "looked  at  me  cross-eyed," 
he  recalls. 

No  longer.  In  15  months  at  the  helm. 
House,  54,  has  thoroughly  revived  Bay 
with  a  series  of  savvy  acquisitions  and 
the  strict  imposition  of  Intel-like  man- 
agement discipline.  These  days,  in- 
vestors and  customers  alike — including 
DreamWorks — are  elated  with  the  hard- 
charging  exec,  who  is  so  full  of  energy 


that  his  Intel  colleagues  once  gave  him 
a  T-shirt  reading  "Captain  Adrenaline." 
Says  Prudential  Securities  analyst  Luke 
T.  Szymczak:  "People  thought  this  com- 
pany was  on  its  deathbed  a  year  ago, 
and  just  look  at  what  he's  done." 

A  driven  manager,  House  trained  at 
the  knee  of  Grove  and  survived  years  of 
Intel's  rough-and-tumble  culture.  He's 
proud  of  his  endurance  and  self-control, 
boasting  that  on  a  recent  business  trip 
he  held  seven  meetings  in  nine  hours, 
did  more  business  on  his  car  phone,  and 
then  attended  a  dinner.  "He's  a  very 
disciplined  guy  and  very  orderly  in  the 
way  he  goes  about  things,"  Grove  says. 

Tall  and  fit,  House  also  exudes  a  con- 
fidence honed  from  years  as  Intel's 
smoothest  front  man  at  countless  public- 


events.  Yet  those  who  have  worked  vrJi 
him  describe  House  as  unpretentiis 
and  down-to-earth.  He  regularly  eba 
lunch  in  the  company  cafeteria  and  efli 
led  the  staff  in  the  macarena  at  B;.Js 
recent  holiday  party  in  San  Franciso. 
Last  July,  he  ran  around  Bay's  summ 
barbecue  in  a  raincoat,  dousing  empl/- 
ees  with  a  squirt  gun,  says  sales  si 
marketing  Vice-President  Dave  Shrigy. 
HOT  SWITCH.  More  than  mere  ant - 
these  gestures  have  gone  miles  to  I 
vitalize  Bay's  once  dispirited  staff,  m 
deed,  the  company  is  off  to  a  sizzlg 
start  in  fiscal  1998:  Earnings  rose 
$89  million  for  the  first  half,  up  froi  I 
$167  million  loss  last  year.  For  the  I 
year  ending  June  30,  Wall  Street  £ 
pects  profits  to  hit  $243  million,  on  2fi 
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les  growth,  to  $2.7  billion.  Optimism 
out  1998  helped  double  Bay's  stock 
jm  20,  when  House  took  over,  to  42 
it  October,  though  it  has  since  fallen, 
)ng  with  other  technology  stocks,  to 
ound  30  on  fears  of  an  Asia-led  in- 
stry  slowdown. 

To  t,ret  those  kinds  of  results,  the 
perkinetic  House  dug  down  to  the 
ots  of  Bay's  malaise,  sending  out 
ims  of  execs  to  interview  customers 
d  employees.  To  boost  morale  for 
nexecutive  employees,  he  reset  the 
ice  of  Bay's  stock  options  to  $19.50 — 
;11  below  the  elevated  level  many 
•;•(■  stuck  with  before  Bay's  stock 
iked.  And  he  taught  his  own  classes 

DAVID  HOUSE 


rew  up  in  Muskegon,  Mich. 


EDUCATION 


engineering  from  Michigan  Tech, 
m  Northeastern. 


CAREER 


t  Raytheon  and  Honeywell.  Spent 
» at  Intel,  including  12  years  as  gen- 
tiager  of  microprocessor  business, 
over  for  succession  to  CEO  in  1991. 
chairman  and  CEO  of  Bay  Net- 
i  October,  1996. 


CLAIM  TO  FAME 


r  of  the  "Intel  Inside"  slogan, 
resided  over  every  chip  from  the 
he  Pentium. 


FAMILY 


ivorced,  two  grown  children. 


INTERESTS 


al  fitness  buff,  racquetball,  skiing, 


management  skills  to  120  top  execu- 
es.  The  result:  Turnover  has  dropped 
nearly  half,  from  27%  annually  a 
ar  ago  to  a  more  typical  Silicon  Val- 
r  rate  of  about  16%  now. 
Next,  House  broadened  Bay's  product 
e.  Last  June,  he  nabbed  Rapid  City, 
e  of  a  dozen  startups  pioneering  ul- 
ifast  "gigabit"  switches.  Meantime, 
ty's  1996  acquisition  of  Netics  has 
id  huge  dividends  with  a  hot-selling 
twork  switch  that  is  handily  beating 
t  Cisco  and  3Com  Corp.  "It  was  a 
and  slam,"  says  analyst  Noel  P.  Lind- 
y  of  Deutsch  Morgan  Grenfell. 
House  is  just  as  intense  at  play  as  he 
at  work.  A  fastidious  dresser  known 
f  his  tailored  suits,  House  schedules 
5  life  down  to  the  minute.  He  exercis- 


IMPRESSIVE  PERFORMANCE 
FROM  A  CONSERVATIVE  FUND 


T.  Rowe  Price  Equity  Income 
Fund,  one  of  our  most  conser- 
vative stock  funds,  has  outper- 
formed its  Lipper  Category 
Average.  To  seek  substantial 
income  and  long-term  capital 
growth  with  reduced  risk,  the 
fund  invests  in  dividend- paying 
stocks  of  established  companies. 

Past  performance  cannot 
guarantee  future  results.  $2,500 
minimum  investment  ($1,000  for 
IRAs).  No  sales  charges. 


HOW  S10.000  INVESTED  9/30/87 
WOULD  HAVE  GROWN 


H  1  quity  Income  Fund 
C]  Lipper  Equity  Income  Funds 
Average 


y/H7   '8K    '89    '90    '91  '92 


ASK 
ABOUT 
THE 

ROTH 
IRA 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-8469 

www.  troweprice.  com 


Invest  With  Confidence 

T.RoweRice 


cm 
-Ik 


*  33.02%,  19-78%,  and  14.79%  arc  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year  periods 
ended  9/30/97,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distrihu 
tions.  Investment  return  and  principal  value  will  vary,  and  shares  may  he  worth  more  or  less  at  redemption  thai 
at  original  purchase.  (Source:  Lipper  Analytical  Services,  Inc.)  Read  the  prospectus  carefully  before  investing 
T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  EIF039956 


Child-proof  caps  protect 
those  who  can't  read. 

Medicine  labels  protect 
those  who  can. 


Me 
Tc 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know. 
Its  the  first  step  to  getting  better. 

A  message  from  the 
Council  on  Family  Health 


A  public  service  by  the  manufacturers  of  medicine 


People 


1 


es  five  mornings  a  week  at  (5  a.m. 
sharp — three  days  of  weight  lifting  with 
a  persona]  trainer  and  two  days  of  rac- 
quetball.  He  plays  so  rough  that  he  has 
sent  five  opponents  to  the  doctor  for 
stitches,  says  friend  and  Intel  Vice-Pres- 
ident Michael  Aymar.  A  helicopter  skiing 
fanatic.  House  prides  himself  on  bat- 
tling the  mountain  from  dawn  until 
dusk:  "I've  never  quit  before  the  chop- 
per did."  Grove,  a  skiing  buddy  with 
whom  he  remains  on  friendly  terms, 
quips  that  House  is  "a  wild  skier — far 
more  guts  than  skill." 

That  may  be  true  on  the  slopes.  But 
in  life.  House  has  always  had  plenty  of 
both.  "Dave  always  seemed  to  know 
what  he  was  doing,"  says  his  father, 
Norman.  One  of  four  children  in  a  work- 
ing-class family  in  Muskegon,  Mich., 
House  hustled  for  extra  cash — shoveling 
snow  in  the  winter  or  reading  utility 
meters  in  the  summer.  He  contemplated 
a  career  in  mechanical  engineering  until 
a  high  school  teacher  convinced  him  that 
the  future  lay  in  electronics. 

After  earning  degrees  in  engineering 
he  went  to  work  for  Honeywell  Inc.  as 
a  computer  designer.  Then  in  1971,  his 
boss  posted  a  clipping  about  a  new  mi- 
croprocessor from  a  small  California 


chipmaker.  House  understood  immedi- 
ately that  the  chip,  called  the  Intel  8008, 
would  transform  computers  by  radically 
reducing  their  cost  and  size. 

House  eventually  joined  the  scrappy 
upstart  in  1074  as  a  technical  marketing 
manager.  As  Intel's  fortunes  soared,  so 
did  House's  career.  With  a  knack  for 
translating  technical  jargon  into  snappy 
phrases  even  nontechies  could  under- 
stand, by  1976  he  was  named  marketing 


T-shirts  at  Intel 
described  House  as 
"Captain  Adrenaline" 


manager  for  microprocessors.  During 
his  tenure,  Intel  grew  from  $68  million 
to  $20  billion  in  revenue  and  House 
presided  over  the  launch  of  every  major 
chip  from  the  286  to  the  Pentium.  One 
of  his  greatest  successes  came  when  he 
devised  the  slogan  "Intel  Inside"  in 
1991,  helping  to  establish  it  as  one  of 
the  world's  best-known  brands. 

For  all  his  achievements,  though. 
House  was  passed  over  for  the  top  job 


when  Grove  decided  the  same  yesm 
give  the  nod  to  operations  guru  (JBg 
R.  Barrett.  Intel  had  become  a  m 
facturing  powerhouse,  and  that  w; 
House's  forte.  Always  the  troupei 
stayed  on  as  a  top  corporate  strat* 
until  he  left  to  run  Bay. 
BUSY  year.  In  part  because  of  his  g 
ing  schedule,  House  says,  his  two  : 
riages  have  ended  in  divorce.  WithH 
grown  children  and  a  stepson,  he  lik< 
indulge  in  grand  gestures,  like  spl 
ing  on  a  two-week  Mediterranean  a 
for  11  family  member's  and  pals.  Onc< 
even  took  both  his  ex-wife  and  fu 
wife  shopping  together  and  wounc 
buying  each  a  piano.  "He  does  th 
120%,"  says  Ruberry. 

Cruises  aren't  likely  to  be  on  Hoi) 
1998  calendar.  He'll  be  working  hai 
than  ever  to  fend  off  expected  pi 
cutting  by  Cisco  and  others.  But 
looming  battle  is  dismissed  with  ci 
acteristic  bravado:  "Cisco  is  a  bit  a 
gant."  House  argues  that  buyers 
eager  for  a  choice.  He  has  been  r 
so  far.  Now,  Captain  Adrenalin  just 
to  keep  leading  with  as  much 
as  guts. 

By  Andy  Reinhara 
Santa  Clara,  C 


Short-term  fever? 


by  B.Grady 

Oh  you've  got  it  alright.  Between  the 
sandwich  you  downed  on  the  freeway 
to  make  that  meeting  on  the  opposite 
side  of  the  city,  and  the  mad  dash  home 
to  catch  enough  of  Tommy's  soccer 
game  so  as  not  to  be  late  for  Bridget's 
ballet  recital,  you're  knee-deep  in  it. 
Welcome10  the  snort  -tetfl*  wovVA. 


thinking  that  powers  every  other  facet 
of  your  life  has  finally  driven  into  your 
investment  psyche.  But  let's  remember 
why  you  invested  in  the  first  place:  for 
tomorrow.  It's  a  long-term  goal.  That's 
why  there's  a  straightforward  long-term 
discipline  behind  every  Kemper  Fund. 


So 


tVuvt  shorrterm 


Vcvev 


whafj 


le         \.  ssj-vS 


N  hy  it's  that  Kemper  Funds  long-term 
line  again.  Uh...  whore  were  we?  Oh 
yeah.  Well,  with  experts  nervous  about 
how  the  market  can  continue  to  hit  new 
highs,  it's  no  wonder  the  short-term 

'7  couldn't  sit  through  my 
favorite  sitcom  for  more  than 
five  minutes...!  couldn't  even 

bring  myself  to  order  slow- 
roasted  chicken." 
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ride 


out  % 


of  an  active  market  is  what  Kemper  s 
been  doing  lor  nearly  50  years  now  — 
in  a  world  that's  become  increasingly 
short-term  focused.  If  their  long-term 
discipline  can  cut  through  an  everyday 
scenario  this  easily,  imagine  what 
Kemper  Funds  can  do  for  your  portfolio. 

Ask  your  financial  advisor  about 
the  long-term  thinking  behind  Kemper 
Funds.  Or  call  1  -N«X8-Kemper-7  ext.  9 1 6 
or  visit  www.kemper.com 


HERE'S  A  LONG-TERM 
BREAKTHROUGH. 


pur; 


KEMPER  FUNK4 

Long-term  investing  in  a  short-term  wk 

For  a  prospectus  containing  more  complete  infornl 
including  management  fees  and  expenses,  call  Kel 
Please  read  it  carefully  before  investing  or  serf 
money  ©  1997  Zurich  Kemper  Distributors! 
A  member  of  the  Q  zuRiCHGroup 


SAS®  Software... #1  in  Decision  Support 


/  M  i  l  l  Ml  I 


Data  Mining 


The  World  Wide  Web 


AP/Business  Intelligence 


SAS  Institute  Inc. 


M.ore  than  3.5  million  decision 
makers  around  the  world  trust 
SAS  software  to  deliver  reliable, 
timely,  and  consistent  information 
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chose  SAS  Institute  as  the  Best 
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Marketing 


ADVERTISING 


MORE  BANG  FOR 

THE  SUPER  BOWL  BUCKS 

At  $1.3  million,  a  30-second  spot  needs  to  score  extra  points 


Super  Bowl  advertising  has  been  a 
big-time  winner  for  Intel  Corp.  The 
chipmaker  bought  time  last  year, 
using  the  game  to  debut  its  now-famous 
bunny-suit  people.  These  dancing  pitch- 
men, clad  in  colorful  "clean  room"  suits, 
have  since  played  a  starring  role  in 


BOWL  GAMES 


INTEL'S  s 

chipmaker  s 


.    od  tn  drive  consumers 
PO^ -e  deseed  to  dr(ngthecom. 


to  the 
pany 


t0  showcase  i 


Web  site,  ai 
ts  products  as  wel 


transforming  Intel's  once-aloof  techno 
image  into  something  more  hip  and  fun. 

Still,  Ann  Lewnes,  Intel's  director  for 
worldwide  advertising,  swallowed  hard 
when  she  heard  the  price  tag  for  this 
year's  Super  Bowl  spots:  $1.3  million  per 
30-second  slot.  "It  freaked  me  out,"  she 
says.  Nevertheless,  Intel  decided  not 
only  to  return  but  to  boost  its  presence 
to  two  ads.  "Everybody  is  watching  this 
game,"  she  says.  "As  an  advertiser,  you 
have  to  grin  and  bear  it." 
"BEHIND  THE  CURVE."  Intel  has  a  stadium 
full  of  company.  While  the  sky-high  rates 
have  caused  some  previous  advertisers, 
such  as  Nissan  Motor  Co.  and  Porsche, 
to  stay  on  the  bench,  most  figure  they've 
got  no  choice.  Exorbitantly  priced  or 
not,  with  120  million  viewers,  the  Su- 
per Bowl  remains  the  only  real  mass- 
market  buy  in  town.  And  that  has  left 
companies  scrambling  to  get  more  bang 


for  their  Super  Bowl  marketing  buck. 

Indeed,  many  companies  are  coming 
to  the  game  with  a  slew  of  extras  tacked 
onto  their  commercials  in  hopes  of  grab- 
bing more  sustained  consumer  attention. 
From  promotions  and  contests  to  inter- 
national marketing  ploys,  advertisers  are 
looking  for  every  possible  way 
to  extend  viewers'  eyeball  time 
beyond  that  30  seconds.  "If  all 
you're  doing  is  a  commercial  on 
game  day,  you're  behind  the 
curve,"  says  Scott  Becher,  pres- 
ident of  Sports  &  Sponsorships, 
a  Coral  Gables  (Fla.)  sports- 
marketing  firm. 

That's  a  big  shift  from  the 
traditional  focus  of  Super 
Bowl  ads.  For  years,  most  ad- 
vertisers have  viewed  the 
game  as  a  one-time  event, 
and  simply  tried  to  outshine 
others  by  offering  up  the 
most  creative  spot.  Although 
the  game-day  ads  come  and 
go  in  a  flash — some  are 
never  used  again — many 
companies  spend  as  much 
creating  their  ads  as  they 
do  to  buy  the  airtime. 

This  year,  companies 
are  far  less  willing  to  put 
all  their  eggs  into  one  high-profile  bas- 
ket. Consider  the  way  Intel  plans  to  use 
its  two  ads.  The  first,  narrated  by  actor 
Steve  Martin,  depicts 
a  theft  from  Intel's 
labs.  As  suspects  are 
suggested,  viewers  are 
instructed  to  visit  In- 
tel's Web  site  to  vote 
on  whodunnit.  Intel 
has  filmed  three  end- 
ings, and  the  voting 
will  determine  which 
one  will  air  late  in 
the  game.  Intel's  goal: 
to  use  its  two  min- 
utes of  TV  time  to 
build  Web  traffic. 

For  some,  the  pro- 
motional gains  stall- 
ed long  before  kick- 
off.  By  the  time  ads 
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SPRINT 


spent  nearly  $10 
million  on  a  TV  campaign 
that  started  on  Dec.  31. 
Spots  promote  prepaid 
calling  cards.  Sprint  ads 
air  in  certain 


wi 

ocal  markets 
during  the  Super  Bowl. 


for  Mail  Boxes  Etc.  air  in  the  third  qi 
ter,  the  San  Diego-based  chain  of  b 
and-ship  shops  will  have  tallied  mos 
its  Super  Bowl  publicity.  It  stretcl 
its  spending  by  inviting  small  busines 
to  compete  for  the  chance  to  appeal 
its  ad.  The  contest,  begun  in  the 
generated  thousands  of  entries- 
months  of  free  publicity.  "It  helped  us 
beyond  30  seconds,"  says  Nancy  M; 
morella,  vice-president  for  marketing 
IRRESISTIBLE.  Similar  efforts  are  un 
way  throughout  the  Super  Bowl  adv 
tiser  roster.  Instead  of  the  stand-ak 
ad  it  ran  last  year,  M&M/Mars  is  kick 
off  a  millennium-themed  campaign 
contest  that  will  extend  into  spri 
Coca-Cola  Co.,  in  addition  to  buying 
time,  is  sponsoring  the  National  Fo! 
ball  League's  effort  to  educate  inter 
tional  viewers  on  the  complexities 
football  with  "virtual  signs."  Only  vuj 
ers  abroad  will  see  the  computer-g 
erated  signs,  which  will  explain  wha| 
touchdown  or  a  field  goal  is,  alongsid 
Coke  logo.  And  long-distance  giil 
Sprint  Corp.  started  its  ad  campaigij 
staning  Tun  Arnold  and  Rob  Schneii 
as  obsessed  football  fans — during  pd 
season  nfl  games. 

Still,  the  extra  miles 
is  unlikely  to  quell  crit! 
who  say  the  price  of  '1 
per   Bowl   ads  exccj 
their  usefulness.  "I  t| 
my  clients  there  are  m< 
effective  ways  to  spei 
$1.3  million,"  says  Jl 
Schulberg,   ceo  of 
agency  Bozell  Worklwl 
Inc.    But  for  many,  t1 
chance  to  grab  all  th(| 
eyeballs  is  too  powerful  Jt 
pass  up.  This  year,  mil 
keters  hope  to  make  t| 
moment  last. 

By  Ellen  Neuborne  1 
New  York,  with  Roi\ 
Crockett  in  Chicago 
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A  Delta  Air  Lines 


H)N  TOP  OF  THE  WORLD" 


Loves  me.   Loves  me 


True  love  is  unconditional. 

It's  devotion.  Respect. 
Admiration  and  adoration. 
It's  bringing  you  hot  tea 
when  you're  not  feeling  so  well. 
And  it's  helping  you  celebrate 
an  overseas  success. 
It's  why,  at  Delta  Air  Lines,  we  do 
everything  we  can 
to  bring  your  mind  and  body 
to  the  place  you  want  to  be. 
After  all,  when  you're  in  love 
you  can  do  anything. 


Call  your  Travel  Agent  or  Delta  Air  Lines  at  1-800-221- 1212 ,  or  visit  us  at  www.de/ta-air.corr 


THE 

BEST 

MUTUAL 

FUNDS 

BW's  ratings  tell  you  who 
gave  the  best  return-with 
the  least  amount  of  risk 


or  the  past  three  years,  making  big  money  in  mutu- 
al funds  wasn't  much  harder  than  shooting  fish  in  a 
barrel.  From  1995  through  1997,  U.S.  diversified 
funds  earned  an  average  annual  return  of  24.5%. 
That's  a  rate  that  doubles  your  money  in  just  three 
years.  For  investors,  it  doesn't  get  much  better. 


But  now  it  seems  increasingly  likely  that  the  stock  market 
will  not  continue  to  deliver  such  extraordinary  returns  in 
coming  years.  The  bull  has  lost  some  of  its  vigor.  While 
most  stocks  are  down  from  their  highs,  they  are  no  longer 
cheap,  and  the  earnings  engine  that  powered  the  long  drive 
is  slowing. 

More  worrisome,  the  market  has  become  riskier.  Wall 
Street  has  become  so  skittish  that  events  on  the  other  side  of 
the  globe  that  would  not  have  made  the  evening  news  ten 
years  ago  now  trigger  violent  market  moves.  On  Jan.  9,  as  In- 
donesians dumped  rupiahs  and  hoarded  food,  the  Dow  Jones 
industrial  average  took  a  222-point  nosedive,  ending  one  of  the 
market's  worst  weeks  in  years.  True,  the  U.  S.  economy  is 
perhaps  in  the  best  shape  in  more  than  a  generation.  But  the 
financial  markets  are  so  intertwined  that  troubled  economies 
and  sinking  stock  markets  around  the  world  are  sure  to  give 
investors  occasional  twinges  of  pain. 

business  week's  annual  Mutual  Fund  Scoreboard  is  just 
the  prescription  to  get  you  through  these  manic  markets.  Our 
fund  ratings,  prepared  by  Morningstar  Inc.,  don't  just  look  at 
what  funds  scored  the  highest  returns.  It's  our  belief — and  it 
has  been  since  we  launched  the  Scoreboard  in  1986 — that  the 
best  funds  are  those  that  deliver  the  most  return  for  the 
amount  of  risk  they  take  with  your  money.  We  adjust  those  re- 
turns for  the  fund's  downside  volatility.  The  funds  with  the  high- 
est risk-adjusted  returns  make  the  A-list  (page  74).  We  don't 
rush  to  judgment,  either.  To  even  get  a  BW  rating,  we  insist  on 
a  five-year-  history,  time  enough  to  analyze  performance  under' 
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a  variety  of  market  conditions.  (We  rate  bond  funds  in  next 
week's  issue,  and  closed-end  funds  the  week  after  that.) 

The  86  equity  funds  (out  of  a  total  of  1152  with  enough  his- 
tory to  be  rated)  that  made  the  A-list  are  not  the  kind's  of 
funds  you  usually  see  at  the  top  of  the  annual  fund-perfor- 
mance derby.  The  American  Heritage  Fund,  up  75%  in  1997, 
the  best-performing  fund  in  absolute  numbers,  is  rated  by  BW 
as  a  big,  fat  F.  It  was  one  of  the  worst  performers  in  1994 
and  1995,  and  even  with  last  year's  stellar  showing,  the  five- 
year  average  annual  return  is  a  little  more  than  1%. 

The  investor  doesn't  give  up  much  in  the  way  of  return 
when  he  or  she  invests  in  the  best  risk-adjusted  funds.  Over 
the  last  five  years,  the  average  annual  return  for  the  funds 
on  the  A-list  is  19.3%.  True,  that's  0.9  percentage  points 
less  than  the  Standard  &  Poor's  500-stock  index,  but  all  but 
four  of  these  funds  have  "low"  or  "very  low"  risk  when 
compared  to  the  index.  "When  you  look  at  funds  by  risk-ad- 
justed returns,  you  are  not  necessarily  looking  at  the  most 
profitable  funds,  but  the  most  comfortable  funds,"  says  Don 
Phillips,  president  of  Morningstar.  "Most  of  these  funds  can 
be  considered   


all-weather 
investments." 
They're  the 


sorts  of  funds 

that  can  guide  your  money  safely  through  rough  waters. 
"We  don't  perform  as  well  on  days  the  market  goes  up," 
says  David  J.  Williams,  portfolio  manager  for  the  Excelsior 
Value  and  Restructuring  Fund.  "But  we  hold  like  a  rock 
when  the  market  is  down."  And  they're  run  by  cool-headed 
managers  who  see  market  gyrations  as  opportunity.  "Chop- 
py markets  are  good  for  us,"  says  Mutual  Series'  Michael  F. 
Price.  "That's  when  we  find  things  to  buy."  Just  last  week, 
Price  dispatched  a  member  of  his  team  to  Asia  to  hunt 
for  bargains. 

PLENTY  OF  GEMS.  And  the  A-list  gives  you  a  wide  variety  of 
choices  to  meet  differing  investment  goals.  It  ranges  from  Fi- 
delity Select  Home  Finance,  a  high-flying  financial  fund  with 
a  32%  average  annual  total  return  for  the  last  Ave  years,  to 
the  Merger  Fund,  with  a  12.1%-  return,  and  Fidelity  Asset 
Manager:  Income,  with  just  10%.  Some  of  the  names  are  fa- 
miliar: Dreyfus,  Fidelity,  Franklin,  Putnam,  T.  Rowe  Price, 
and  Vanguard.  But  there  are  plenty  of  gems  from  fund  fam- 
ilies not  so  well  known,  such  as  Excelsior,  Flag  Investors, 
Longleaf,  Vontobel,  and  Westwood. 

What  you  won't  find  on  the  main  A-list  right  now,  nor 
have  you  for  the  past  several  years,  are  international  funds 
or  the  higher-volatility  domestic  sorts,  such  as  small-cap 
growth  funds.  These  funds  are  riskier  than  average,  and  to 
make  the  A-list  they  need  to  have  had  much  higher  re- 
turns. Yet  even  before  the  latest  crises  in  Asia,  interna- 
tional markets  have  significantly  lagged  behind  the  U.  S. 
for  the  last  three  years;  small-cap  growth  stocks  in  general 
have  been  pummeled  over  the  past  18  months.  Yet  these  are 
important  and  sometimes  profitable  areas  of  investment  and 
should  not  be  ignored. 

So  using  the  same  ratings  system,  the  Scoreboard  also 
includes  category  ratings — how  funds  rate  when  compared 
with  their  peers  (page  76).  Looking  for  a  well-rated  foreign 
fund?  Try  BT  Investment  International  Equity  Fund,  with  a 
19.1%  average  annual  return  over  the  past  five  years.  Need  a 
small-cap  growth  fund  to  round  out  a  portfolio?  Take  a  look  at 
Baron  Asset  Fund,  with  a  24%  average  annual  return,  a 
real  winner.  It  carries  a  B+  rating  when  compared  to  all 
equity  funds,  while  the  other  two  A-rated  small-cap  growth 
funds,  Managers  Special  Equity  and  SmallCap  World,  only 

still  rates  a  big,  fat  F 
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come  up  with  a  C,  just  average,  in  the 
all-fund  ratings. 

You'll  find  all  the  fund  ratings  in  the 
BW  Scoreboard.  But  ratings  are  just  a 
starting  point.  We  examine  fund  per- 
formance, both  before  and  after  taxes; 
note  fees  in  acquiring  and  expenses  of 
owning  funds;  take  a  look  at  w*hat's  in- 
side the  funds'  portfolios;  and  examine 
each  fund's  behavior.  If  a  fund  has  a 
rating,  we  can  also  tell  you  its  level  of 
risk,  from  very  high  to  very  low*.  Per- 
formance can  rise  and  fall  with  mar- 
kets, but  a  fund's  risk  level  does  not 
vary  nearly  as  much  as  returns  and  is 
far  more  predictable. 


Special  Report 


Another  feature,  which  looks  at  a 
fund's  best  and  worst  quarters  of  the 
past  five  years,  is  yet  another  w7ay  to 
view  risk  and  volatility.  For  instance, 
the  aim  Aggressive  Growth  and  Sequoia 
Funds  have  earned  an  average  annual 
return  over  the  past  five  years  of  23*% , 
and  for  both,  the  best  quarterly  return 
of  that  period  was  21<#.  But  the  worst 
quarterly  performance  for  AIM  was 
-13.9%,  while  Sequoia's  worst  hit  was 
-2.1%.  Which  fund  would  you  rather 
own?  (Well,  you  can't  actually  own  Se- 
quoia because  it's  closed  to  new  in- 
vestors.) In  all,  the  Scoreboard  that  be- 
gins on  page  90  provides  data  on  885 
non-institutional  funds  that  were  in  op- 
eration for  at  least  one  full  year  and 
have  more  than  $170  million  in  assets. 

Want  data  on  more  fluids?  Go  to  Busi- 


"  If  I'm  right,  I  make  a 
lot  of  money.  If  I'm 
wrong . . .  all  I've  lost  is 
opportunity  costs  " 

SUSAN  BYRNE 

Westwood  Funds 


ness  Week  Online  (www.businessweek. 
com).  There  you'll  find  an  interactive 
Scoreboard  with  those  885  funds  plus 
another  1,400.  With  simple-to-use  fea- 
tures, you  can  look  up  funds  by  name, 
or  use  some  of  the  handy  pull-down 
menus  to  find,  say,  the  best-  or  worst- 
performing  funds  for  various  periods, 
or  zoom  in  on  specific  categories  of 
funds.  Best  yet,  the  online  Scoreboard 
will  be  updated  each  month,  giving  you 
an  exceptional  tool  for  keeping  up  with 


"  Our  philosophy  is  to 
invest  in  companies 
with  a  regular  pattern 
of  raising  dividends  " 

WILLIAM  STROMBERG 

T.  Rowe  Price  Dividend  Fund 

your  funds'  returns  and  the  BW  i 
ings  throughout  the  year. 

In  the  three  months  since  the  As 
woes  became  Wall  Street's  wrorry,  U 
mutual-fund  shareholders  have  been 
ing  exactly  what  they've  been  doing 
years — pouring  billions  of  dollarsl 
month  into  funds.  "The  commitment 
equity  investment  has  persisted,"  si 
Avi  Nachmany  of  Strategic  Insight  I| 
a  mutual-fund  consulting  firm.  Inde 
while  net  cash  flow*  to  funds  dropped 


The  A-List 

These  equity  mutual  funds  have  earned  A's  for  delivering  the  best  risk-adjusted  total  returns  over  the  past  five  year 


FUND                                  AVERAGE  ANNUAL 

INVESTMENT 

RISK 

FUND                                 AVERAGE  ANNUAL 

INVESTMENT 

ri: 

TOTAL  RETURN* 

CATEGORY 

TOTAL  RETURN* 

CATEGORY 

MRP  GROWTH  &  INCOME 

20.2% 

Large-cap  Blend 

Low 

FIDELITY  GROWTH  &  INCOME 

20.9% 

Large-cap  Blend 

Lo 

AMERICAN  CENT.  EQUITY  GROWN  INV. 

21.0 

Large-cap  Value 

Low 

FIDELITY  LOW-PRICED  STOCK 

20.4 

Small-cap  Value 

Ve 

AMERICAN  CENT.  INCOME  &  GROWTH 

20.4 

Large-cap  Value 

Low 

FIDELITY  SELECT  HOME  FINANCE 

32.0 

Financial 

Av 

AMERICAN  MUTUAL 

17.2 

Large-cap  Value 

Very  low 

FIDELITY  VALUE 

18.9 

Mid-cap  Value 

Lo 

BABSON  VALUE 

20.9 

Large-cap  Value 

Low 

FIRST  AMERICAN  EQUITY-INCOME  A** 

15.3 

Large-cap  Value 

Ve 

BERWYN  INCOME 

12.6 

Domestic  Hybrid 

Very  low 

FIRST  AMERICAN  STOCK  A** 

20.1 

Large-cap  Value 

Lo 

CALDWELL  &  ORKIN  MARKET  0PP0RT.** 

16.9 

Domestic  Hybrid 

Very  low 

FLAG  INVESTORS  VALUE  BUILDER  A 

17.7 

Domestic  Hybrid 

Ve 

DEAN  WITTER  EUROPEAN  GROWTH  B 

22.1 

Europe 

Low 

FOUNDERS  BALANCED 

16.9 

Domestic  Hybrid 

Ve 

D0D6E  &  COX  BALANCED 

16.1 

Domestic  Hybrid 

Very  low 

FRANKLIN  BALANCE  SHEET  INVESTMENT 

19.7 

Small-cap  Value 

Ve 

DODGE  &  COX  STOCK 

21.1 

Large-cap  Value 

Low 

FRANKLIN  CALIFORNIA  GROWTH  1 

25.0 

Mid-cap  Growth 

Av 

DREYFUS  BALANCED 

13.6 

Domestic  Hybrid 

Very  low 

FRANKLIN  EQUITY  INCOME  1 

16.2 

Large-cap  Value 

Ve 

ECLIPSE  BALANCED** 

14.9 

Domestic  Hybrid 

Very  low 

GABELLI  ASSET 

18.9 

Mid-cap  Blend 

Lo- 

EVERGREEN  GROWTH  &  INCOME  Y 

20.3 

Mid-cap  Blend 

Low 

GABELLI  EQUITY-INCOME** 

18.2 

Large-cap  Value 

Ve 

EXCELSIOR  VALUE  &  RESTRUCTURING  A 

27.2 

Mid-cap  Blend 

Low 

GREENSPRING 

16.3 

Domestic  Hybrid 

Ve 

FBL  MANAGED** 

12.7 

Domestic  Hybrid 

Very  low 

HANCOCK  REGIONAL  BANK  B 

28.4 

Financial 

Lo< 

FIDELITY  ADV.  GROWTH  OPPORTUNITY  T 

20.4 

Large-cap  Value 

Low 

MILLIARD  LYONS  GROWTH** 

18.8 

Large-cap  Blend 

L&> 

FIDELITY  ASSET  MANAGER:  INCOME 

10.0 

Domestic  Hybrid 

Very  low 

HOMESTEAD  VALUE 

19.5 

Mid-cap  Value 

Lo; 

FIDELITY  DESTINY  1 

22.9 

Large-cap  Value 

Low 

HOTCHKIS  &  WILEY  BALANCED** 

13.1 

Domestic  Hybrid 

Vei 

FIDELITY  DESTINY  II 

22.4 

Large-cap  Value 

Low 

INCOME  FUND  OF  AMERICA 

15.1 

Domestic  Hybrid 

Vei 

FIDELITY  EQUITY-INCOME 

20.3 

Large-cap  Value 

Low 

INVESCO  TOTAL  RETURN 

15.9 

Domestic  Hybrid 

Ve: 

exclude  Japan,  which  were  down  33.9%. 
The  only  worse  investment  than  owning 
Asian  funds  last  year  was  owning  pre- 
cious metals  funds,  down  42%.  Even  the 
turmoil  in  Asia  did  not  spark  demand 
for  gold  (table,  bottom,  page  78). 

Bad  as  those  numbers  are,  mutual- 
fund  investors  as  a  whole  have  not  lost 
much  money.  There  has  never  been  all 
that  much  in  those  hard-hit  funds  in 
the  first  place.  International  equity 
funds  make  up  about  15%  of  all  equity- 
fund  assets;  diversified  emerging-mar- 
ket funds  comprise  only  7%  of  that  15%, 
or  1.1%  of  the  total.  Southeast  Asian 
or  Japanese  funds  are  even  thinner 
slices  of  the  mutual-fund  pie. 

In  the  final  analysis,  investors  dabble 
with  funds  from  the  investment  fringe, 
but  they  put  the  bulk  of  their  money  in 
big,  mainstream  funds  (table,  top,  page 
78).  Six  of  the  20  largest  sport  A  ratings 
for  overall  performance.  That  shouldn't  be 
too  surprising,  since  performance  is  what 
builds  assets  and  draws  in  new  cash. 

One  of  these  is  Fidelity  Growth  & 
Income.  Of  the  fund  giant's  equity  funds, 
only  Fidelity  Magellan  is  larger,  but  it  is 
now  closed  to  new  retail  investors.  (It's 
still  open  to  retirement  plans.)  To  keep 
risk  under  control,  Fidelity  Growth  & 
Income's  Steven  Kaye  balances  the  fund 
with  both  value  and  growth  stocks,  and 
downplays  high  technology.  "I  don't  like 
the  idea  of  an  investment  disappearing 
overnight,"  says  Kaye.  "I  like  getting  a 
good  night's  sleep."  The  Asian  troubles, 
he  says,  might  shave  corporate  profits 
some,  but  that  damage  should  be  offset 
by  lower  interest  rates.  His  biggest  bet 


AVERAGE  ANNUAL 

INVESTMENT 

RISK 

FUND                              AVERAGE  ANNUAL 

INVESTMENT 

RISK 

TOTAL  RETURN* 

CATEGORY 

TOTAL  RETURN* 

CATEGORY 

MGED 

14.6% 

Domestic  Hybrid 

Very  low 

ROYCE  PREMIER 

15.2 

Small-cap  Value 

Very  low 

•ARTNERS 

21.4 

Mid-cap  Blend 

Very  low 

SAFECO  EQUITY  NO  LOAD 

22.9 

Large-cap  Blend 

Low 

'ARTNERS  SMALL-CAP 

20.0 

Small-cap  Value 

Very  low 

SAFECO  INCOME  NO  LOAD 

17.9 

Large-cap  Value 

Very  low 

WER  BALANCED** 

16.3 

Domestic  Hybrid 

Very  low 

SALOMON  BROS  INVESTORS  0 

20.5 

Large-cap  Value 

Low 

WER  GROWTH 

23.7 

Mid-cap  Blend 

Low 

SCUDDER  GROWTH  &  INCOME 

19.9 

Large-cap  Blend 

Low 

!** 

18.7 

Mid-cap  Blend 

Very  low 

SEQUOIA 

22.9% 

Large-cap  Value 

Average 

ITY** 

18.4 

Mid-cap  Value 

Very  low 

SMITH  BARNEY  PREM.  TOTAL  RETURN  B 

15.8 

Large-cap  Value 

Very  low 

12.1 

Mid-cap  Blend 

Very  low 

SOUND  SHORE 

21.5 

Mid-cap  Value 

Low 

HCH  BASIC  VALUE  B 

19.2 

Large-cap  Value 

Low 

STRATTON  GROWTH** 

19.5 

Large-cap  Value 

Low 

ICONZ 

19.5 

Mid-cap  Value 

Very  low 

STRONG  SCHAFER  VALUE 

20.5 

Mid-cap  Value 

Low 

SCOVERY  Z 

22.7 

World 

Very  low 

THIRD  AVENUE  VALUE 

19.4 

Small-cap  Value 

Low 

ALIFIED  Z 

20.0 

Mid-cap  Value 

Very  low 

TORRAY 

23.7 

Large-cap  Blend 

Low 

ARES  Z 

20.0 

Mid-cap  Value 

Very  low 

VANGUARD  ASSET  ALLOCATION 

17.2 

Domestic  Hybrid 

Low 

22.8 

Large-cap  Value 

Low 

VANGUARD  EQUITY-INCOME 

19.0 

Large-cap  Value 

Low 

ER  FINANCIAL  SVCS.  GR.  A** 

24.7 

Financial 

Low 

VANGUARD  STAR 

14.9 

Domestic  Hybrid 

Very  low 

ITRINSIC  VALUE  A** 

17.0 

Mid-cap  Value 

Very  low 

VANGUARD/WINDSOR  II 

20.7 

Large-cap  Value 

Low 

19.7 

Large-cap  Value 

Low 

VISTA  BALANCED  A** 

14.6 

Domestic  Hybrid 

Very  low 

IERICA  BANK  &  THRIFT  A 

28.7 

Financial 

Average 

VONTOBEL  U.S.  VALUE** 

19.4 

Large-cap  Value 

Low 

IISSANCE  C 

19.8 

Large-cap  Blend 

Low 

WASHINGTON  MUTUAL  INVESTORS 

20.8 

Large-cap  Value 

Low 

ICE  CAPITAL  APPRECIATION 

14.8 

Domestic  Hybrid 

Very  low 

WESTWOOD  BALANCED** 

17.6 

Domestic  Hybrid 

Very  low 

ICE  DIVIDEND  GROWTH 

21.4 

Large-cap  Blend 

Very  low 

WESTWOOD  EQUITY** 

21.8 

Large-cap  Blend 

Low 

ICE  EQUITY-INCOME 

20.0 

Large-cap  Value 

Very  low 

ICE  GROWTH  &  INCOME 

18.0 

Large-cap  Blend 

Low 

*1993-97pretax  returns,  appreciation  plus  reinvestment  ot  dividends  and  capital  g 

gins. 

ICE  SMALL-CAP  VALUE 

20.2 

Small-cap  Value 

Very  low 

**  Fund  data  in  Business  Week  Online. 

UITY  INCOME  A 

19.5 

Large-cap  Value 

Low 

OATA:  MORNINGSTAR 

- 
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vVe'll  go  anyplace 
invest  our  money 
ve  can  understand 
3  company" 

JART  BUPPERT 

j  Investors  Value  Builder 


lion  in  November,  estimated  in- 
fer December  are  $18  billion,  about 
ligher  than  December,  1996.  For 
1997,  cash  inflow  is  estimated  at 
§230  billion.  Robert  Adler,  whose 
)ata  Services  tracks  fund  flows, 
3[uite  so  sanguine  and  believes 
ened  market  risk  is  prompting  in- 
I  to  hold  back.  "January  will  be 
sre  near  as  big  as  last  year,  [when 
llion  poured  in]"  says  Adler. 
ere  investors  have  shifted  course 


<4  We  don't  perform  as 
well  [when]  the  market 
goes  up.  But  we  hold  like 
a  rock  when  [it's]  down" 

DAVID  WILLIAMS 

Excelsior  Value  and  Restructuring 

is  in  moving  away  from  the  more  tar- 
geted regional  funds,  such  as  those  spe- 
cializing in  Asia  funds,  to  more  broadly 
diversified  international  funds.  That's 
hardly  surprising:  The  investment  re- 
turns in  those  funds  last  year  were  hor- 
rid. Japanese  funds,  down  16.8%,  were 
the  best  performers  in  Asia.  The  some- 
what better — or  less  bad — performance 
from  the  Japanese  market  allowed  the 
diversified  Pacific  category  of  funds, 
down  29%,  to  beat  the  Pacific  funds  that 


now  is  health  care:  "The  fundamentals 
are  great,  and  I  don't  have  to  worry 
about  the  economy." 

The  fund  most  likely  to  knock  Mag- 
ellan off  its  perch  as  the  largest  mutual 
fund  is  Vanguard  Index  500.  It's  by  far 
the  largest  of  the  index  mutual  funds, 
and  indexing — investing  in  a  portfolio 
that  tracks  a  popular  market  index  such 
as  the  Standard  &  Poor's  500 — re- 
mains a  popular  and  so  far  prof- 
itable strategy.  For  each  of  the  past 
four  years,  the  index  funds  beat  the 
returns  on  the  stock-pickers'  funds. 
No  doubt,  that's  why  index  funds 
pulled  in  about  one  in  every  eight 
dollars  that  went  to  funds  last  year. 
That's  roughly  $30  billion,  and  it's 
up  from  $22  billion  in  1996  and  $10 
billion  in  1995.  Still,  that  leaves  plen- 
ty of  money  for  the  actively  man- 
aged funds. 

dividend  PLAYS.  Without  a  broad- 
based  upward  sweep  in  the  index, 
good  stock-pickers  should  be  better 
able  to  show  their  stuff.  And  1998 
could  be  the  year  that  the  active 
stock-pickers  prevail  over  the  pas- 
sive indexers  as  they  did  in  the 
1991-93  period.  The  BW  Scoreboard 


Special  Report 


helps  you  identify  some  talented 
fund  managers  by  looking  at  the 
top-rated  funds.  Consider  William  J. 
Stromberg,  who  rans  T.  Rowe  Price 
Dividend  Growth  Fund. 

Dividends?  With  payouts  so  low, 
how  can  buying  dividend-paying 
stocks  be  a  profitable  strategy?  "Out- 
philosophy  is  to  invest  in  companies 
with  a  regular  pattern  of  raising 
their  dividends,"  says  Stromberg. 
"The  only  way  companies  can  do 
that  is  to  keep  increasing  their  earn- 
ings and  their  cash  flow."  In  a  peri- 
od of  high  capital  gains  and  low  in- 
terest rates,  investors  have  shown 
scant  interest  in  dividends.  But  in 
an  environment  where  capital  gains 
are  harder  to  come  by,  those  divi- 
dend-growers could  be  even  more 
valuable. 

If  selecting  stocks  by  dividend 
growth  rates  sounds  a  little  odd, 
what  about  investing  in  companies 
based  on  the  state  in  which  they're 
headquartered?  Of  course,  if  the 
state  is  California,  you've  got  1,400 
public  companies  and  a  $1  trillion 
economy  that's  just  slightly  less  than 
that  of  Great  Britain. 

Conrad  Hemnann,  portfolio  man- 
ager of  the  Franklin  California 
Growth  Fund,  and  his  team  of  ana- 
lysts are  based  in  San  Mateo,  a 
short  drive  from  Silicon  Valley,  home 


of  some  of  the  world's  most  dynamic- 
companies.  "When  you  drive  by  the 
headquarters  on  a  Sunday  afternoon 
and  the  parking  lot's  filled,  it's  a  clue 
something  is  up,"  jokes  Herrmann.  "But 
what  you  don't  know  is  whether  it's 
good  or  bad."  While  the  state's  heavy 
technology  presence  gives  the  fund  a 
bias  toward  higher  growth,  higher-risk 


companies.  Herrmann  balances  th$4) 
diversifying  in  leading  companii 
more  mundane  industries  such  as  as 
gy,  banking,  and  real  estate. 

The  A-list  funds  show  there  is 
than  one  way  to  pick  stocks  and  d 
exceptional  returns.  Excelsior  Yaluar 
Restructuring  Fund's  Williams  bi| 
top-drawer  record  by  assembling  a 


The  Best  Performers  in  Their  Categories 

Rating  funds  against  their  peers,  these  funds  earn  A's  for  five-year 
risk-adjusted  total  returns.  Not  all  categories  have  ratings,  since  some  lack 
enough  funds  to  perform  a  ratings  review. 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


-CAP  GR 


DG  EQUITY 

18  1% 

GABELLI  GROWTH 

19.4 

PUTNAM  INVESTORS  A 

20.7 

VANGUARD  INDEX  GROWTH 

19.5 

VANGUARD  U.S.  GROWTH 

17.6 

AARP  GROWTH  &  INCOME 

20.2 

COLUMBIA  COMMON  STOCK 

18.7 

FIDELITY 

20.6 

FIDELITY  GROWTH  8  INCOME 

20.9 

GUARDIAN  PARK  AVENUE  A 

22.1 

MILLIARD  LYONS  GROWTH** 

18.8 

PIMC0  RENAISSANCE  C 

19.8 

T.  ROWE  PRICE  DIVIDEND  GROWTH 

21.4 

T.  ROWE  PRICE  GROWTH  &  INCOME 

18.0 

SAFECO  EQUITY  NO  LOAD 

22.9 

SCUDDER  GROWTH  &  INCOME 

19.9 

SMITH  BREEDEN  EQUITY  PLUS** 

21.0 

T0RRAY 

23.7 

WESTW00D  EQUITY** 

21.8 

FIDELITY  DESTINY  1 

22.9 

FIDELITY  DESTINY  II 

22.4 

FIRST  AMERICAN  EQUITY-INCOME  A** 

15.3 

GABELLI  EQUITY-INCOME** 

18.2 

0AKMARK 

22.8 

T.  ROWE  PRICE  EQUITY-INCOME 

20.0 

SMITH  BARNEY  PREMIUM  TOTAL  RETURN  B 

15.8 

V0NT0BEL  U.S.  VALUE** 

19.4 

MUTUAL  BEACON  Z 

19.5 

MUTUAL  QUALIFIED  Z 

20.0 

MUTUAL  SHARES  Z 

20.0 

SOUND  SHORE 

21.5 

EVERGREEN  GROWTH  &  INCOME  Y 

20.3 

EXCELSIOR  VALUE  &  RESTRUCTURING  A 

27.2 

LONGLEAF  PARTNERS 

21.4 

MAP-EQUITY** 

18.7 

MERGER 

12.1 

FIDELITY  NEW  MILLENNIUM 

24.0 

FRANKLIN  CALIF.  GROWTH  1 

25.0 

MERRILL  LYNCH  GROWTH  B 

22.0 

T.  ROWE  PRICE  MID-CAP  GROWTH 

21.4 

RI6HTIME** 

8.0 

FIDELITY  LOW-PRICED  STOCK 
FRANKLIN  BALANCE  SHEET  INVESTMENT 
LONGLEAF  PARTNERS  SMALL-CAP 


GABELLI  SMALL  CAP  GROWTH 
T.  ROWE  PRICE  SMALL  CAP  STOCK 


SMALL-CAP  GROWTH 


BARON  ASSET 

MANAGERS  SPECIAL  EQUITY 
SMALLCAP  WORLD 


24. 
19. 
15. 


BT  INVESTMENT  INTERNATIONAL  EQUITY  1 9 . 

FIDELITY  DIVERSIFIED  INTERNATIONAL  17. 

HARBOR  INTERNATIONAL  19 

MANAGERS  INTERNATIONAL  EQUITY  15. 

WADDELL  S  REED  INTERNATIONAL  GR.  B**  9. 


[  WORLD 

JANUS  WORLDWIDE 

19.; 

MUTUAL  DISCOVERY  Z 

22. 

TEMPLETON  GROWTH  1 

 17] 

i          nnMPQTir  uv 

RRin 

BERWYN  INCOME 

CALDWELL  S  ORKIN  MARKET  OPPORTUNITY" 

ECLIPSE  BALANCED** 

FOUNDERS  BALANCED 

GREENSPRING 

INCOME  FUND  OF  AMERICA 

INVESCO  TOTAL  RETURN 

JANUS  BALANCED 

MAIRS  &  POWER  BALANCED** 

T.  ROWE  PRICE  CAPITAL  APPRECIATION 

WESTWOOD  BALANCED** 

■ppip 


MERRILL  LYNCH  GLOBAL  ALLOCATION  B 
T.  ROWE  PRICE  NEW  ERA 


METALS 


LEXINGTON  STRATEGIC  SILVER* 


12.1 
16.' 
14: 
16.' 
16. 
15. 
15: 
14: 
16.: 
14: 
17: 

12. 

14. 

ii.: 


FIDELITY  SELECT  DEFENSE  &  AEROSPACE' '  24: 
PUTNAM  UTILITIES  GROWTH  &  INCOME  A  15.; 


"1993-97  pretax  returns,  appreciation  plus  reinvestment  of  dividends  and  capital  gains"**  Fund  data  in  Business  Week  Online 
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folio  of  companies  under- 
going consolidations,  sell- 
ing assets,  and  refocus- 
ing  their  businesses. 
Restructuring,  he  says, 
is  not  a  fad  but  is  now 
part  of  corporate  life. 
"Companies  can  no 
longer  raise  prices  to 
raise  profits,"  says 
Williams.  "They  have  to 
run  more  efficiently." 
HEFTY  PROFITS.  Susan  M. 
Byrne,  who  runs  the  A- 
rated  Westwood  Equity 
and  Westwood  Balanced 
Funds,  takes  a  different 
tack.  She  looks  for  com- 
panies whose  positive 
earnings  surprises  draw 
no  reaction  from  in- 
vestors. "That  tells  you 
the  Street  thinks  the 
good  news  is  a  fluke,  or 
nobody's  paying  atten- 
tion," says  Byrne.  Work- 
ing with  those  stocks,  she 
makes  her  own  assess- 
ments of  the  companies. 
One  of  her  biggest  hits: 
Dell  Computer  Corp., 
which  she  bought  at  a  split-adjusted  price 
of  4,  selling  the  last  shares  at  76  for 
some  hefty  profits.  Says  Byrne:  "If  I'm 


Special  Report 


right,  I  make  a  lot  of  money.  If  I'm 
wrong,  the  stock  doesn't  move.  All  I've 
lost  is  opportunity  cost."  The  only  dif- 
ference between  her  two  funds:  The  eq- 
uity fund  is  all  stock,  while  the  balanced 
mixes  the  same  stocks  with  bonds. 


The  Largest  Funds 

Here's  how  BUSINESS  WEEK  rates  the  largest  equity  funds. 


AVG.  ANNL. 
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Domestic  Hybrid 
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JANUS 

19.3 
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15.8 
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EUROPACIFIC  GROWTH 

18.9 
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14.9 

Foreign 

B+ 
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17.3 
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18.7 

Large-cap  Value 
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FIDELITY  EQUITY-INCOME  II 

17.0 

B+ 

18.5 

Large-cap  Value 

c 

NEW  PERSPECTIVE 
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World 

B+ 

DEAN  WITTER  DIV.  GR.  B 

15.4 

B+ 

17.5 

Large-cap  Blend 

B+ 

*1993-97  pretax  returns,  including  appreciation  plus  reinvestment  of  dividends  and  capital  gains 

DATA:  M0RNINGSTAR  INC. 


Top-rated  Flag  Investors  Value 
Builder  also  blends  stocks  and  bonds  and 
chooses  each  with  aplomb.  "We'll  go  any- 
place to  invest  our  money  if  we  can  un- 
derstand the  company  and  how  we  can 
make  money  on  it,"  says  portfolio  man- 
ager Hobart  C.  Buppert,  who  launched 
the  fund  in  1992.  "I  don't  know  of  any 
value  fund  that  would  have  Ford  Motor 
and  America  Online,  but  I  thought  we 
could  make  money  on  both."  His  largest 
equity  holding,  though,  is  insurer  Con- 
seco. The  company,  he  says,  is  growing- 


faster  than  most  in  tfc;  in 
dustiy  but  sells  at  a  Ive 
price-earnings  ratio. 

On  the  bond  side,  up 
pert  doesn't  take  the  as 
route  of  stuffing  the  in 
folio  with  U.  S.  Treasiie.- 
He  buys  corporate  bad 
and  puts  them  through!, 
same  company  analys  h 
gives  stocks.  "I  stick  it 
intermediate-term  boils 
he  adds.  "If  you're  bum 
20-year  bonds,  the 
are  so  great  you  migl] 
well  own  stocks."  Th4 
erage  annual  return 
the  last  five  years  is  11 
far  surpassing  the  159* 
average  annual  retunf 
the  domestic  hybrid  i 
category. 

Those  are  just  a  M 
pling  of  the  many  sn 
funds  that  emerge  br 

BUSINESS     WEEK'S  isi 

analysis.  You  can  fir]| 
wealth  of  data  on  ter 
and  a  whole  lot  mrt 
starting  on  page  90— in 
at  Business  Week  Onke 
By  Jeffrey  M.  Laderman  in  New  f 
with  Geoffrey  Smith  in  Bostovi 

A  greatly  expanded,  interactive 
version  of  this  Scoreboard  is  availale 
on  Business  Week  Online  (www. 
businessweek.com).  It  features  near 
2,300  equity  funds,  more  data  for 
each  than  in  the  magazine,  and  sei> 
al  ways  of  searching  for  them. 


The  Fund  Categories 

U.S.  diversified  funds  woefully  lagged  the  S&P  500  in  1997,  but  real  returns  were  high  nonetheless. 


CATEGORY 
FINANCIAL 


AVERAGE  ANNUAL  TOTAL  RETURN* 
1997    1995-97  1993-97 1988-97 


47.1%  39.3%  25.6%  23.4% 
27.6      264      17.3  15.7 


LARGE-CAP  BLEND 
MID-CAP  VALUE 
LARGE-CAP  GROWTH 
LARGE-CAP  VALUE 
SMALL-CAP  VALUE 
COMMUNICATIONS 
LATIN  AMERICA 
UTILITIES 
UNALIGNED 
MID-CAP  BLEND 


27.0 
26.9 
26.7 
26.6 
26.5 
26.0 
25.7 
25.4 


24.9  16.6  15.2 

25.9  16.2  16.9 

26.3  17.8  15.8 

23.6  16.4  14.9 
20.1  17.4  18.0. 

9.7  11.3  NA 

20.7  12.7  12.3 
23.1  16.1  17.2 


23.5      23.3      15.7  15.5 


CATEGORY 

SMALL-CAP  BLEND  23.2%    22.5%  14.8%  14.1% 


AVERAGE  ANNUAL  TOTAL  RETURN* 

1997    1995-97  1993-97 1988-97 


REAL  ESTATE  22.4 
HEALTH  21.2 


22.4  13.4  10.8 
25.9      16.7  21.3 


DOMESTIC  HYBRID  17  9  18  7  12.9  12.5 
EUROPE  17  8      20.0      18.4  10.9 


MID-CAP  GROWTH  15.2  217  15.0  16.1 
SMALL-CAP  GROWTH   13.4      20.4      14.5  16.7 


WORLD 
TECHNOLOGY 
INTL.  HYBRID 
FOREIGN 


10.0 
9.9 
7.2 
5.0 


14.2 
23.5 
10.5 


14.2  11.4 
20.0  19.4 


9.6 
12  1 


7.3 
9.0 


CATEGORY 


AVERAGE  ANNUAL  TOTAL  RETURN 

1997    1995-97  1993-97 1988-9 


NATURAL  RESOURCES  3.9%  18.3%  15.4%  lUJf 
DIV.  EMRG.  MKTS.        -5.3       0.1       6.2  7.0 


JAPAN  -16  8  -9.8  0.7  0.9 

DIV.  PACIFIC/ASIA  -29.0  -9.1  3.1  3.3 

PAC.  EX-JAPAN  -33.9  -9.1  0.6  4.6 

PRECIOUS  METALS  -42.0  -14.1  07  -4.1 


U.S.  DIVERS.  FUNDS  24.1  24.5  16.4  15.7 
ALL  EQUITY  FUNDS  17.5  19.7  14.9  14.2 
S&P  500  33.4     31.1      20.2  18.0 

*Pretax  return,  appreciation  plus  reinvestment  of  dividend: 
and  capital  gains  NA=Not  available 
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see  how  we  bring 

you  the  most  innovative 
conrmnunications  solutions? 


Behind  Lucent  Technologies 
is  R&D  engine  Bell  Labs 
Home  of  24,000  scientists 
and  engineers  in  17  countries 
around  the  world. 

The  source  of  ideas  and  solutions  to  help 

you  meet  any/every  complex  communications 

need  you  face,  today  and  tomorrow. 

Innovations  from  Bell  Labs  are  making 

networks  more  reliable,  and  less 

complex  to  manage-networks  that 

can  handle  all  of  your  needs 

for  bandwidth  and  mobility. 

So  you  and  your  business  can  communicate 

however,  wherever  you  need  to. 

We  know  what  the  network 

of  the  future  looks  like. 

We  know  how  to  take  you  there. 


Lucent 


Technologies 

Be"  tab»  '"novations 


600  Mountain  Avenue 
Murray  ffi  ,,NJ  07974-0636 
,,r'P  ■■"www.Iucent.com 
'-SSS^-Lucent 


©1998  Lucenl  Technology 


We  make  the  things  that  make  communications  work 


UNCLE  SAM  WANTS  YOURS! 
DON'T  MAKE  IT  EASY  FOR  HIM 

The  bill  is  coming  due  on  your  fund  earnings.  Here's  how  to  minimize  the  tax  bite 


You  may  have  made  a  bundle  in  your  mutual  funds 
last  year,  but  don't  put  a  final  figure  oil  your  bottom  line 
just  yet.  After  three  years  of  spectacular  gains,  mutual 

funds  made  net  in  I 
distributions  to  their 
shareholders  last  year. 
Most  of  those  payouts 
were  not  pocketed  by  investors  but  were  plowed  right  back 
into  the  funds. 

John  ('.  Bogle,  chairman  of  Vanguard  (iroup,  estimates 


Special  Report 


that  mutual  funds  as  a  whole  distributed  $150  billionn 
1997  and  that  the  tax  bill  for  that  could  be  $22  billin. 
"People  are  getting  sticker  shock  as  they  open  their  109( 
says  Bogle.  On  ly  funds  held  in  tax-deferred  accounts  sfl 
as  iras  or  U01(k)s  avoid  the  tax.  But  it's  only  deferii. 
not  forgiven. 

If  you  get  socked  with  taxable  gains  for  1997,  there  i 
much  you  can  do  about  it  now.  But  you  can  fine-tune  y\ir 
mutual-fund  holdings  to  minimize  the  tax  burden  for  199- 
and  on  into  the  future. 


WHAT  WORKS  WHERE 

In  order  to  minimize  taxes  and  rr<- 
imize  returns,  you  need  an  "asset  pi; 
ment"  plan.  Where  you  hold  the  ass 
either  in  tax-deferred  accounts  or  rt 
lar  taxable  accounts,  can  make  a 
difference  in  your  real  returns. 

The  general  rule  of  thumb  has  b 
to  put  funds  that  produce  current  i- 
come,  mainly  bond  funds,  into  your  Is 
deferred  accounts.  That's  because  le 
income  these  funds  produce  is  subjec 
ordinary  income  taxes — and  those  rcs 
can  be  as  high  as  39.6%.  Equity  furs, 
which  produce  mainly  capital  ga 
should  go  to  the  taxable  accounts,  g 
the  reasoning,  since  capital-gains 
rates — especially  now — are  a  whole  it 
lower.  Besides,  if  you  put  equity  in 
in  the  tax-deferred  accounts,  the  ] 
ceeds — even  capital  gains  distributed  } 
the  funds — will  eventually  come  out  is 
ordinary  income.  Why  turn  low-ta:d 
gains  into  higher-taxed  income? 

But  some  new  research  points  in  & 
actly  the  opposite  direction:  Put  the  \- 
uity  funds  in  a  retirement  account,  ;d 
hold  the  bonds,  preferably  tax-exent 
bonds  or  bond  funds,  in  the  nonshelte  d 
account.  The  reason:  The  returns  n 
stocks  are  so  much  higher  than  n 
bonds,  therefore  the  tax  deferral  on  ie 
capital  gains  that  would  be  distribute!  is 
worth  far  more  than  the  deferral  oni- 
terest  income.  "Tax  deferral  is  like  ani- 
terest-free  loan  from  the  govemmei.' 
say  Bogle.  "Make  the  most  of  it." 

The  new  approach  is  a  provocat  e 
idea,  for  sure.  Back-testing  shows  tis 
strategy  worked  well  over  the  lastfl 
years,  but  that  was  a  period  when 
uity  funds  far  outpaced  the  returns  ftti 
sheltered  taxable  bond  funds.  But  wit 
( 'ontinued  on  pagi 


Mutual  funds  with  large  losses  can  be  smart  investments 


»fl  RI1QIMPC;Q  WITH   /  PFRPIUOV   9     1  QQ« 


Think  different. 


About  software 
on  Macintosh. 


Think  first. 


Windows  users,  please  stand  hack.  Microsoft  Office  98  is  here,  and  it  only  runs  on  Macintosh.  So  if  you  use  a  Mac,  you  can 
run  the  most  advanced  versions  of  Microsoft  Word.  Hxcel,  PowerPoint,  Outlook  Express  and  Internet  Explorer,  [fyou  usea  ) 
Mac.  you  can  turn  any  document  into  a  web  page  w  ith  just  one  click.  If  you  use  a  Mac,  you  can  exploit  theeasiest-to-install 
and  easiest-to-maintain  office  suite  in  history.  And  if  you  use  Windows -well,  von  can  always  visit  a  friend  who  has  a  Mac. 


Microsoft  PowerPoint  98 

makes  the  slickest,  whiz  :iesl 
presentations  a  piece  of  cake 
There  's  a  Wizard  to  lake  you 
through  the  process  one  step 
at  a  time.  v 


Microsoft  Word  98 

is  highly  evolved  and  extremely  Mac-like, 
i  'recite  tables  simply  by  drawing  them  on  the 
page.  Tap  into  a  full  gallery  of  type  effects  and 
graphics  Here  and  now.  only  on  Macintosh. 


Oi  ti.i  H  ik  Express 
is  a  compact,  efficient 
Internet  mail  and 
newsgroup  client 
II  handles  multiple 
e-mail  accounts,  as 
well  as  multiple  users 
on  1 1  single  computer. 


First  on  Macintosh. 

Self-repairing  applications  ■ 
Accidentally  delete  a  vital  part 
oj  office  /or  II  indows.  and 
it  could  take  hours  to  gel  going 
again  The  new  Hue  version 
is  smart  enough  to  reinstall 
itself.  Automatically 


First  in  speed. 
No  more  waiting  around 
Microsoft  Word  98  launches  in 
less  than  four  seconds  on  a 
PowerMac  03/266  On 
II  indows.  ii  isn  Iquile  ready 
to  launch  at  all. 


Microsoft  Excel  98 

gives  you  the  opium  of  using 
a  new,  advanced  language 
for  entering  formulas  It's 
called  English,  /.use  the 
"E52*B16,  "and give  '  Total 
Sales*Cost  a  try  On  a  Mac. 
it  's  simple 


First  to  get  people 
on  the  same  pack. 
Literally.  Microsoft 
Office  98 for  Macintosh 
dilates  multiple  users 
la  work  on  ii  document 
til  once,  tracking  who 
changed  what  and  when. 


Think  bi 

Macintosh  has  always  made  life  easier  tor  users.  Now,  thanks  to  Apple's  partnership  with  Oracle,  Macintosh  is  making  life  easier 
:or  information  managers  -  the  people  who  keep  the  enterprise  (corporate  or  academic)  running  smoothly.  Today,  Macintosh 
;an  access  Oracle's  entire  Java  '-based  suite  of  over  3S  hardworking  enterprise  applications  and  still  deliver  on  the  good  things 
hat  come  hand-in-hand  with  using  Macintosh.  Such  as  fewer  calls  to  the  help  line  and  more  attention  to  the  bottom  line. 


Announcing  Oracle  Applications  on  tiik  Mac. 
More  than  35  Java-based  enterprise  apps.  from 
Financials  and  Human  Resources  to  Supply  <  hum 
and  Sales  Force  \utomation. 


Believe  yoi  r  \-\  :s. 
Jam  was  created  to  deliver 
intuitive,  graphical  applications 
Macintosh  was  created  to  run 
intuitive,  graphical  applications 
the  foundation  /or  a  long, 
fruitful  relationship. 


Oracle 

Applications 

Changing  the  Way  Companies 
Compete 


Bl  ll.moi  K  OWN  KILLER  \I'P. 
Oracle's  Developer 2000 
makes  it  easy  to  create  your 
own  custom,  graphical 
applications  that  can  run 
on  Macintosh,  giving  you 
access  to  the  power  oj  <  )racle 
databases. 


UnCOMPLICATE  YOUR  LIFE. 
Maintaining  applications  in 
a  client/server  system  can 
be  a  time-consuming  chore. 
Apple  and  Oracle  make  it 
easier  by  allowing  Macs 
to  run  Oracle  Applications 
right  off  the  web.  A  far  more 
modern  approach. 


ORACLG 

Enabling  (he  Inforrrunon  A^t 

©  Oracle  Corporation  1998 
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The  hottest  Java  in  town. 
With  Mac  OS  8's  built-in  Java  I  irtual 
Machine,  even  the  most  affordable 
Power  Mac  can  exploit  the  power 
oj  oracle  Applications  And  the  new 
Power  Mac  G3  's  run  lava-based 
applications  (from  Oracle  and 
others)  at  breakneck  speed 


See  Oracle  in  \ction. 

Visit  the  online  Apple  Store 
at  www. apple  com  Its  Oracle 
database  is  the  backbone  for 
one  oj  the  busiest -and  most 
reliable-  e-commerce  sites 
on  the  web. 


Think  www 


Ever  notice  that  the  most  innovative  tools  for  creating  web  sites  are  made  for  Macintosh?  Hardly  surprising,  considering  more 
web  sites  are  created  on  a  Mac  than  any  other  computer.  Now  Macromedia  puts  the  power  of  the  web  into  the  eager  hands  of 
even  more  people  with  Dreamweaver.  Whether  you  work  in  a  garage  or  a  skyscraper,  Dreamweaver  has  the  graphical  tools  to 
help  you  turn  a  web  vision  into  a  real  web  site-without  even  thinking  of  code.  A  Macintosh  philosophy  if  ever  we  heard  one. 


The  web  is  Mac  territory. 

It's  estimated  that  67%  of  the 
world's  web  sites  are  created 
using  (i  Macintosh  \ndthe 
rest  of  them?  Well,  we'd  rathe} 
not  embarrass  anyone. 


TheHou  Grail  of  web  tools, 
The  power  of  visual  took  meets  the  power  of  HTML  text 
editors  Make  changes  in  the  usual  editor  ami  your 
HTML  source  axle  is  automatically  updated,  and  vice 
versa  Go  hack  a  ml  forth  to  your  heart  is  delight. 


Leverage  yoi  r  skills.  -  -  - 
Dreamweaver  integrates 
with  the  browser  and  text 
editor  you  already  know 
No  techniques  lost,  a  world 
of  possibilities  gained 


Making  friends  fast. 
In  just  one  month. 
Dreamweaver  became 
the  chosen  tool  /or  main 
of  the  top  web  design 
firms.  It  makes  their 
Macs  work  even  harder. 


I  HINK  VISI  \l  LY. 

Dreamweaver's  graphical  tools  let 
( reative people  spend  more  time 
thinking  about  /he  nifty  staff  and 
less  time  thinking  about  HTML  code 
Who/  a  very  Mac-like  idea. 


Vol  ASKED  FOR  IT. 
Dreamweaver  features  the 
first  ever  HTML  editor  with 
in-depth  support  for  cross- 
browser  dynamic  III  Ul 


Think  wow. 


'he  world  wouldn't  be  nearly  as  much  fun  without  Macintosh.  Because  the  hottest  games  not  only  run  on  Macs,  they're  created  on 
lacs.  Even  the  PC  versions. Top  game  designers  know  that  to  create  compelling  new  worlds  and  jaw-dropping  multimedia  effects, 
lakes  a  Mac.  And  game  players  know  that  to  get  into  the  action  without  fighting  your  way  through  cards  and  configuration 
les,  it  also  takes  a  Mac-the  coolest  game  machine  in  the  known  universe.  (We'll  get  hack  to  you  about  the  parallel  dimensions.) 


LGGER,  BETTER,  COOLER. 
uilt on  Macintosh  for 
mer  windows,  more 
fricate puzzles  and 
ygphics  thai  are  more 
bolorealistic  than  an  y 
me  you  'veseen  before. 


TheJoi  rneyman  Project  x  Legacy  of  Time. 
'this  groundbreaking  game  from  Broderbund 
was  created  entirely  on  Macintosh  (even  the  PC 
version),  Irani  its  super-realistic  environments  to 
its  modeling,  texturing  ami  QuickTime  movies. 


THE  JOURNEYMAN  PROJECT*  3 

LEGACY  ?r  TIME 


Not  a  new  game,  a  new  woki.h. 
Enter  a  3D  environment  where 
you  can  look  up.  down  and 360 
degrees  around  Imagination 
byRedOrb  Entertainment  and 
Presto  Studios.  Tools  by  Macintosh 


Get  inside  the  movie. 
I  'isit  ancient  civilizations,  interact  with 
characters.  You  are  Gage  Black/rood. 
Agent  5  for  a  government  mat  controlling 
time  travel,  chasing  a  renegade  agent 
across  3.  TOO  years.  (No  millennium 
bugs,  guaranteed. I 


I  HE  EXPANDING  I  NIIVERSE. 
Apple's  QuickTime  Media 
Layer  gives  game  designers 
the  best  technology  for 
creating  stunning,  fluid 
video.  Now  its  the  industry 
standard  on  thousands  oj 
CDs  and  web  sites,  ami 
thousands  more  to  come 


t'F  WORKS  BETTER  ON  \  MAC 
PC  players  can  spend  days 
configuring  their  machines 
Mac  players  just  pop  in  a 
disc.  Fj'erything  you  need 
for  advanced  multimedia 
is  built  in. 


Think  fast. 


Faster  than  Pentium  [1/266.  Faster  than  Pentium  11/500.  Faster  than  Pentium/Anything.  The  new  PowerMacintosh"  G3's 
are  doing  everything  in  record  time -from  out-blazing  the  most  macho  PCs  in  Photoshop'  tests  (performing  up  to  31% 
faster)  to  selling  more  in  the  first  60  days  than  any  computer  in  Apple  history.  The  Power  Mac  G3'scome  in  three  flavors: 
desktop,  minitower  and  PowerBook.  Ami  each  of  them  has  the  kind  of  speed  you  can  get  attached  to -very,  very  fast. 


Power  Macintosh  G3  desktop. 
Starting  vr  $1,999: 
2.  ]  1  or  266Mllz  PowerPC  6]  ^processor, 
5 1 '2K  backside  cache,  66MH:  system  bus 
12  192MB  memory.  4-6GB  bard  disk. 
24x  CD-ROM  drive,  2-6MBSGRMI, 
j  PCI  slots  Includes  keyboard,  mouse. 
Mac  OS  8.  Monitor  not  included 


N  RIO!  SI.1  FAST.   

II  ill)  the  brutish  PowerPC,  << >  chip  at  its 
heart  thetteu  Power  Mac  6 '3  beats  the 
pants  oj)  even  the  fastest  Pentium  11/300 
running  Windows  XI 


Talk  \boi  t  fast  starts. 

///  the  first  60  clays,  /resold 
over  I. )0. 000  PowerMacintosh 
/  G3  computers,  making  this  the 
most  successful  new  product 
introduction  in .  [pple  history 


.  -  Save  money  fast. 
With  all  oj  its  built-in 
features,  the  Power  Mac  03 
desktop  is  actually  a  better 
value  than  a  mnilarl) 
configured  Gateway  PC. 


PowerBook  G3.  Starting  at  $5,699- 

250MHz  PowerPC  G3  processor,  32-160MB 
memor  y  5GB  hard  disk.  20x  CD-ROM  drivi 
and  floppy  drive  (bot-swappable).  2MB  1 K 
Includes  Mac  OS  8.  v 


PAST  PERFORMANCE  ANYWHERE. 
The  PowerBook  G.  >  is  u  multimedia 
workstation,  graphics/design  studio 
and  one  heck  of  a  sophisticated 
presenter  .  \ny  time,  anyplace. 


Outrageously  fast. 

The  new  PowerBook  G3  is  the  fastest 
notebook  in  the  world.  Not  just 
a  smidgen  luster  A  big,  loud. 
Pentium-bumbling  80%  faster. 


'Estimated retail prices  IxisecouJiMiiriilioH  Actual  prices  may  ran  "In  Itil'hilmlm/r  4  iiurto  hwerHmkt,  lis  I  *  lima  luster  than  a  Pentium  2  U  notebook  ntmimga  mile  oj  Photoshop  tests 


Think  faster. 


'he  Power  Mac  Cos  have  already  embarrassed  the  fastest  Pentium  PCs.  But  just  for  the  sport  of  it,  let's  throw  some  more  fuel 
nto  the  G3  flame.  Rocket  fuel.  The  Power  Mac  G3  minitower  now  wives  you  options  to  crank  up  the  system  speed  to  almost 
lightening  levels.  Like  1  fltra/Wide  SCSI  hard  disks  that  move  information  up  to  40MB/second  and  100Mb  Fast  Ethernet  cards- 
oth  extremely  helpful  when  opening  or  moving  large  graphics  and  video  files.  It's  the  Mac  version  of  "the  rich  get  richer." 


ower  Macintosh  G3  minitower. 

TARTING  AT  $2,349* 
If  or  266MHz  PowerPC  G3 
wesson  512K backside  cache. 
6MHzsystem  bus.  32-384MB 
lemory,  4-6GB  IDE  hard  disk. 
%  CD-ROM  drive,  2  6MB 
pW,  3  PCI slots.  Includes 
wboard,  mouse.  Mac  OSS. 
monal  4-9GB  Ultra/Wide 
"SI  bard  disk,  Fast  Ethernet, 
28-bit  2D/3D  graphics  card, 
'onitor  not  included. 


The  best  stuff  ki  ns  faster.  ' 
The  earth-shaking  applications 
(like  Adobe  Photoshop  and 
Macromedia  Director  i  are  first 
andfastest  on  Power  Macintosh  - 
because  Mac  remains  the  center 
oj  the  multimedia  universe. 


Video  happens  faster. 
QuickTime  3-0  (which 
runs  on  any  Power 
Macintosh  without 
additional  hardware) 
is  now  the  standard 
video  format  on  both 
Macintosh  and  Windows 


Work  faster. 

Avoid  the  forced  coffee  break.  Get  an 
optional  ultra  - fast  hard  disk  and/or 
a  professional  2D/3D  graphics  card  that 
accelerates  QuickTime  and  QuickDraw 
3D  laud  displays  millions  of  colors  on 
whatever  size  monitor  you  lust  after). 


Collaborate  faster. 

With  the  optional  Fast  Ethernet 
card,  the  Power  Mac  G3  minitower 
drastically  cuts  file  transfer  I/me 
over  your  network. 


Think  now 


Not  <>nl\  does  Apple  have  the  most  advanced  computers  in  the  world,  now  we  have  the  most  advanced  ways  of  selling  them 
Visit  us  at  the  online  Apple  Store  any  time  of  the  day  at  www.apple.com.and  von  can  get  your  Power  Macintosh  G3  built  to  order 
That  way,  you'll  get  exactly  the  computer  you  want,  and  we'll  ship  it  directly  from  our  factory  to  your  door,  [f  you  prefer,  you 
can  also  place  an  order  In  telephone  (1-800-795-1000)  or  get  more  personal  attention  from  your  nearby  expert  Apple  resells 


N()Vi  ONKOF  THE  BIGGEST. 
just  30  days  after  the 
online  Apple  Store 
opened  Use-doors,  il 
became  oneoj  the  most 
successful e-commerce 
sites  on  the  web.  And. 
in  the  Apple  tradition, 
the  easiest  to  use 


Now  OPEN. 

1  isit  till  day.  after  the  late  slime  or  after  the  late.  late,  late  show. 
We're  open  24  hours,  with  a  full  selection  of  the  latest  Apple  products- 
from  computers  and  monitors  to  printers  and MessagePads. 


I 


Go    Favorites    Wlndo^  Help 


The  Apple  Store  (US.) 


The  Apple  Store 


The  Apple  Sione 


\o\\  SIMPLE. 
Power  Macintosh  G3 
systems  are  available 
in  convenient 
good/better/best 
configurations,  so 
you  can  quickly  select  I 
the  system  you  need,  i 


y 


Now  SECI  RE. 

to/r  pressure,  high  security  Take 
your  lime.  II  hen  you  re  ready  to 
buy  our  advanced  technology 
makes  online  purchasing  safe 
and  secure 


Now  CI  STOMIZABLE. 
Build  your  own  Mac  You  can  create 
a  thousand  different  Power  Mac  (13 
configurations  at  The  Apple  Store, 
paving  only  for  the features  you  want 


Think  different. 


i  I'm  \hl,le  (hmlmlei  Im  ill rtehls  resertnl  \pple  the  iliplelogn  l/rti  Hacinlosh  \lessaeePad  PotrerBook  I'otrei  m  Power  ilaantosb  QuKkDrate  and  QttiMme  are  reiaslmvllratlemarks aria  iiie/iim 
hmithlhrenl,aetra,li-mart^  IM* umihuter  hi,  lW»»/A**r.m*i.*»(* 4 IrMie W<«. Imar/imiled  kirai»alrl«t-mart.,rreXi*T«Hra,bmarHsi'n  UHr>»r*m  Im  "tliel  s  andnthe 
Pimerl't  is  ii  trademark  a)  International  Business  Mm  hmes  <  urpiiralion  used  under  demise  therefrom  other  prodm  I  and  i  omfianv  names  mentioned  herein  may  he  trademarks  oj  their  respective , 


s.tihi  Ihv  mh'Mnn-  (ttn/J  I 
rl  s  tttii/n/bcriountrii'S  I  J 


BEAUTIFUL  LOSERS 


Minimize  Taxes,  Maximize  Returns 

f  you  have  both  taxable  and  tax-deferred  retirement  accounts,  keep 
equity  in  taxable  accounts  and  bonds  in  the  deferred.  Younger 
sstors  may  benefit  from  reversing  that  strategy. 

:or  taxable  accounts,  choose  equity  funds  that  emphasize  capital  gains, 
inly  the  riskier  small-  and  midcap  funds.  Compare  a  fund's  pre-  and 
>rtax  returns.  The  closer  the  numbers,  the  more  tax-efficient  the  fund. 

ndex  funds  are  among  the  most  tax-efficient.  For  most  investors, 
id  funds  held  outside  retirement  accounts  should  be  tax-exempt 
nicipal  bond  funds. 

n  a  laggard  fund,  a  new  portfolio  manager  can  be  a  blessing.  But  a 
tfoiio  overhaul  could  result  in  huge  taxable  distributions. 

/lutual  funds  with  large  losses  can  make  smart  investments  if  the 
d  rebounds.  Those  losses  can  shelter  new  gains. 


the  next  15  years  or  25  years? 
mists  say  that  equities  should  al- 
beat  bonds  over  the  long  haul, 
»t  necessarily  by  the  7  percent- 
tints  of  the  last  two  decades.  If 
p  narrows  to  say  2  or  3  percent- 
lints,  or  if  tax  rates  change  yet 
the  advantage  of  sheltering  stocks 
onds  could  disappear. 
;stors  with  10  or  so  years  left  un- 
rement  might  well  take  the  con- 
nal  approach:  bonds  in  the  tax- 
accounts,  stocks  outside.  But 
with  longer  horizons  might  try 
wer  strategy,  placing  part  of  their 
assets  in  sheltered  accounts.  Joel 
tson,  an  analyst  at  the  Vanguard 
,  thinks  the  new  Roth  ira,  in 
you  invest  aftertax  dollars,  is  the 
t  vehicle  for  maximum  gains: 
comes  out  will  never  be  taxed,  so 
i  to  be  aggressive  and  make  the 
noney  you  can." 

ICIENCY  COUNTS  

n  the  all-equity  investor  can  take 
age  of  tax-deferred  accounts  to 
ize  taxes  and  maximize  returns, 
sy:  "tax  efficiency."  The  closer  a 
aftertax  return  is  to  its  pretax  re- 
he  more  tax-efficient  it  is. 
f  tax-efficient  are  your  funds?  You 
d  that  data  in  the  business  week 
1  Fund  Scoreboard  that  starts  on 
©.  (Aftertax  returns  are  estimat- 
course,  since  the  exact  numbers 
ary  from  shareholder  to  share- 
)  Divide  the  pretax  return  by  the 
ix  return.  The  closer  the  ratio  is 
le  greater  the  tax  efficiency.  (This 
t  work  if  the  fund's  returns  are 
ve). 

ong  the  less  efficient  funds  are 
sap  value  funds,  which  tend  to 
lot  of  dividend-paying  stocks;  in- 
dented portfolios  such  as  real  es- 


tate and  utilities  funds;  hybrid  funds 
that  mix  bonds  with  their  stocks;  or 
funds  with  hyperactive  trading  strate- 
gies, which  tend  to  produce  a  lot  of 
short-term  gains — which  are  still  tax- 
able as  ordinary  income. 

Index  funds,  because  they  don't  trade 
their  portfolios,  are  tax-efficient.  But 
other  than  indexers,  consider  funds  that 
invest  in  small-  to  midcap  growth  com- 
panies and  pay  little  or  no  income  dis- 
tributions. Look  at  the  Baron  Asset 
Fund.  Its  10-year  average  annual  total 
return  is  19.9%  pretax  and  19%  after 
taxes — a  95.4%  tax  efficiency.  But  the 
kinds  of  companies  in  which  these  funds 
invest  can  be  volatile. 

Take  on  more  volatility?  If  saving  on 
taxes  means  that  much  to  you,  it  might 
just  be  a  woithwhile  trade-off. 

Others'  Losses, 
Your  Gain? 


LEXINGTON  STRATEGIC  INVESTMENTS " 226% 


AMERICAN  HERITAGE*  186 

INVESCO  STRATEGIC  GOLD*  119 

FIDELITY  EMERGING  MARKETS  9 1 

VAN  ECK  60LD/R_ES0UR0ES_*_  9 1 

MIDAS*  85 

FIDELITY  SOUTHEAST  ASIA  62 

T.  ROWE  PRICE  NEW  ASIA  50 

RYDEX  URSA  44 

C0MST0CK  PARTNERS  STRATEGY  0"  43 

AMERICAN  CENT.  GLOBAL  GOLD  3 5 

FIDELITY  PACIFIC  BASIN  32 

G.T.  GLOBAL  EMERGING  MARKETS  B*  30 

PBHG  CORE  GROWTH  21 

VAN  WAGONER  EMERGING  GROWTH  17 


•Fund  data  in  Business  Week  Online  DATA  MORNINGSTAR  INC. 


Funds  that  have  been  pounded  into 
the  ground  often  have  valuable  tax  loss- 
es. They're  the  result  of  having  to  sell 
securities  at  big  losses  in  declining  mar- 
kets or  to  cash  out  fleeing  shareholders. 
Most  funds  use  losses  to  offset  gains  on 
the  winners,  but  lately,  emerging  mar- 
kets, Asian,  and  precious  metals  funds 
have  had  no  gains  to  offset.  The  losses 
remain  on  the  books  (table,  below). 

If  the  fund  rebounds,  the  manager 
can  use  those  losses  to  offset  future 
trading  uains.  S<>  if  you  buy  into  a 
down-at-the-heels  fund  with  large  tax 
losses,  you  can  effectively  reap  some 
tax-sheltered  gains  from  the  losses  of 
earlier  shareholders.  In  some  cases,  the 
losses  are  worth  many  times  the  current 
size  of  the  fund.  At  Lexington  Strategic 
Investments,  a  South  African  gold  fund, 
losses  are  more  than  three  times  as 
large  as  the  fund  (table).  American  Her- 
itage Fund,  up  75%  in  1997,  still  has 
enormous  tax  losses  owing  to  years  of 
red  ink.  Look  for  unused  tax  losses  in 
the  Mutual  Fund  Scoreboard  as  nega- 


Special  Report 


tive  numbers  under  "untaxed  gains." 

Jumping  into  a  loss-ridden  fund  is  no 
guarantee  of  gains,  especially  when  the 
sector  is  under  water,  as  are  gold  or 
Asian  funds.  "But  if  you  find  some  pos- 
itive changes  at  the  fund,  a  new  man- 
ager, a  new  philosophy,  a  new  approach, 
it  can  be  a  good  deal,"  says  mutual-fund 
expert  A.  Michael  Lipper  of  Lipper  An- 
alytical Services  Inc.  One  candidate  for 
such  bottom-fishing:  Fidelity  Emerging 
Markets,  one  of  the  worst  performers  of 
1997.  Fidelity  has  since  installed  a  new 
manager,  and,  says  Lipper,  "from  what  I 
see  so  far,  it  looks  promising." 

Lots  of  investors  follow  managers  to 
their  new  funds,  but  that  can  have  un- 
pleasant tax  consequences.  Consider  the 
Berger  100  Fund.  A  star  early  in  the 
'90s,  the  fund  has  lagged  recently.  Last 
February,  Berger  hired  Patrick  Adams, 
formerly  of  Founders  and  Kemper,  to 
rejuvenate  the  fund.  Adams  cleaned 
house.  The  1997  returns  were  lackluster 
anyway — just  13.6%.  But  the  wholesale 
trading  of  the  portfolio  resulted  in  a 
huge  capital-gains  distribution.  Paying 
the  taxes  on  the  payout  sliced  the  1997 
return  to  just  4.5%. 

Adams'  moves  may  yet  pay  off.  But 
it's  clear  that  they  would  pay  off  for 
taxable  investors  a  lot  sooner  if  there 
weren't  such  a  large  distribution.  The 
moral:  Taxes  may  play  a  larger  role  in 
what  you  earn  than  you  might  expect. 

By  Jeffrey  M.  Laderman  in  New  York 


These  funds  have  huge  losses  relative 

to  size.  If  you  invest  in  one,  and  it 
rebounds,  the  losses  can  shelter  gains. 

TAX  LOSSES  AS  A  PERCENT 
FUND  OF  NET  ASSET  VALUE 
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Equity  Funds 

MUTUAL  FUND  SCOREBOARD 


How  to  Use  the  Tables 

BUSINESS  WEEK  RATINGS 

Overall  ratings  are  based  on  five- 
year,  risk-adjusted  returns.  They 
are  calculated  by  subtracting  a 
fund's  risk-of-loss  factor  (see 
RISK)  from  historical  pretax  total 
return.  To  get  a  positive  rating, 
the  fund  must  beat  the  S&P  500 
on  a  risk-adjusted  basis.  Category 
ratings  are  based  on  risk-adjusted 
returns  of  the  funds  in  that  cate- 
gory. The  ratings  are  as  follows: 


SUPE  RIOR 


MANAGEMENT  CHANGES 

X  indicates  the  fund's  manager 
has  held  the  job  at  least  10 
years;  A  indicates  a  new  manager 
since  Dec.  31,  1996. 


B 

VE RY  GOOD 

B 

ABOVE  AVERAGE 

C 

AVERAGE 

C- 

BELOW  AVERAGE 

D 

POOR 

F 

VERY  POOR 

S&P  500  COMPARISON 

The  pretax  total  returns  for  the 
S&P  500  are  as  follows:  1997, 
33.4%;  three-year  average 
(1995-1997),  31.1%;  five-year 
average  (1993-97),  20.2%;  10- 
year  average  (1988-97),  18.0%. 
CATEGORY 

Each  U.S.  diversified  fund  is  clas- 
sified by  market  capitalization  of 
the  stocks  in  the  portfolio  and  by 
the  nature  of  those  stocks.  If  the 
median  market  cap  is  greater 
than  $5  billion,  the  fund  is  large- 
cap;  from  $1  billion  to  $5  billion, 


mid-cap;  and  less  thanjl  i 
small-cap.  "Value"  funoar 
those  whose  stocks  hav^n 
earnings  and  price-to-b^ 
lower  than  that  of  the  sip 
"Growth"  funds  have  hijie- 
average  p-e  and  p-b  rate. 
"Blend"  funds  are  thostn 
the  ratios  are  about  avege 
Hybrids  mix  stocks  andpn 
and  possibly  other  assej.  V 
funds  generally  include1  > 
stocks;  foreign  funds  deici 
tor  and  regional  foreignar? 
as  indicated. 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997  RETl« 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

nooL I o 

%  CHG 

SALES 

LAFLllOC 

PRE- 

AF 

Of  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL. 

1996-97 

CHARGE  (%) 

RATIO  (%) 

TAX 

AARP  BALANCED  STOCK  &  BOND 

Domestic  Hybrid 

635.7 

43 

No  load 

0.88 

21.9 

1: 

AARP  CAPITAL  GROWTH 

C- 

Large-cap  Blend 

D 

1 1 74.7 

34 

no  load 

0.90 

35.1 

AARP  GROWTH  &  INCOME  X 

A 

Large-cap  Blend 

A 

6404.6 

39 

No  load 

0.69 

31.0 

ACORN  X 

C 

Small-cap  Blend 

B 

3618.5 

27 

No  load 

0.57 

25.0 

T. 

ACORN  INTERNATIONAL 

c 

Foreign 

B+ 

1690.1 

-5 

No  load 

1.17 

0.2 

ACORN  USA 

Small-cap  Blend 

176.0 

234 

No  load 

1 .79 

32.3 

AIM  ADVISOR  FLEX  C  (a) 

B- 

Domestic  Hybrid 

B+ 

602.8 

23 

1 .00** 

2.26t 

23.6 

AIM  ADVISOR  LARGE  CAP  VALUE  C  (b) 

B 

Large-cap  Blend 

C 

172.1 

25 

1 .00** 

2.26t 

30.7 

AIM  ADVISOR  MULTIFLEX  C  (c) 

Mid-cap  Value 

376.8 

41 

1 .00** 

2.45t 

18.5 

AIM  AGGRESSIVE  GROWTH 

D 

Small-cap  Growth 

B 

3679.9 

35 

5.50 1 

1 .1  Of 

12.2 

AIM  BALANCED  A 

B 

Domestic  Hybrid 

C 

683.8 

105 

4.75 

1.151 

24.4 

AIM  BLUE  CHIP  A 

C 

Large-cap  Growth 

B, 

569.9 

261 

5.50 

1 .26t 

31.9 

AIM  CAPITAL  DEVELOPMENT  A 

Small-cap  Growth 

590.4 

86 

5.50 

1 .35t 

23.7 

AIM  CHARTER  A 

C 

Large-cap  Blend 

C- 

3531.6 

26 

5.50 

1.12t 

24.7 

AIM  CONSTELLATION  A 

D 

Mid-cap  Growth 

c 

13990.8 

17 

5.50 

1.14t 

12.9 

11 

AIM  GLOBAL  AGGRESSIVE  GROWTH  B 

World 

1198.6 

29 

5.00** 

2.37T 

3.5 



AIM  GLOBAL  GROWTH  B 

World 

228.2 

60 

5.00** 

2.481 

13.3 

i; 

AIM  GLOBAL  UTILITIES  A 

C 

Utilities 

c- 

179.6 

10 

5.50 

1.17* 

23.7 

2; 

AIM  GROWTH  B 

Mid-cap  Growth 

356.3 

27 

5.00** 

2.03t 

18.5 

1: 

AIM  INTERNATIONAL  EQUITY  A 

c- 

Foreign 

B 

1601.7 

31 

5.50 

1.57T 

5.7 

AIM  SUMMIT 

c- 

Mid-cap  Growth 

B 

1656.0 

27 

8.50 

0.70 

24.2 

21 

AIM  VALUE  B 

Large-cap  Blend 

6828.9 

40 

5.00** 

1.94t 

23.0 

1! 

AIM  WEINGARTEN  A  X 

c- 

Mid-cap  Blend 

C- 

5896.7 

15 

5.50 

1.12T 

26.0 

21 

ALGER  CAPITAL  APPRECIATION  B  (d) 

Large-cap  Growth 

215.3 

38 

5.00** 

2.45t 

20.2 

1« 

ALGER  GROWTH  B  (e)  X 

c- 

Large-cap  Growth 

D 

283.2 

-2 

5.00'  1 

2.07t 

23.1 

'f 

ALGER  SMALL  CAPITALIZATION  B  (f)  X 

D 

Mid-cap  Growth 

D 

571.2 

-2 

5.00' ' 

2.13T 

9.2 

ALLIANCE  A  A 

C 

Large-cap  Blend 

D 

1159.2 

21 

4.25 

1.04t 

36.0 

2( 

ALLIANCE  GROWTH  &  INCOME  A 

B 

Large-cap  Blend 

C 

821.5 

40 

4.25 

0.97 1 

28.9 

2: 

ALLIANCE  GROWTH  B  X 

B 

Large-cap  Blend 

C 

3758.3 

38 

4.00** 

1.99T 

26.2 

2' 

ALLIANCE  PREMIER  GROWTH  B 

C- 

Large-cap  Blend 

F 

910.5 

124 

4.00** 

2.32T 

31.8 

2! 

ALLIANCE  QUASAR  B 

c- 

Small-cap  Growth 

B- 

550.6 

239 

4.00** 

2.51 1 

16.3 

V 

ALLIANCE  REAL  ESTATE  INVESTMENT  B 

Real  Estate 

293.2 

778 

4.00** 

2.44T 

22.2 

2( 

ALLIANCE  TECHNOLOGY  B 

Technology 

1023.2 

54 

4.00** 

2.44t 

3.8 

ALLIANCE  WORLDWIDE  PRIVATIZATION  A 

Foreign 

480.2 

-9 

4.25 

1.71t 

13.2 

c 

AMCAP  X 

c 

Large-cap  Growth 

B 

4536.6 

20 

5.75 

0.69T 

30.6 

2f 

AMCORE  VINTAGE  EQUITY 

B 

Large-cap  Blend 

C 

381.6 

51 

No  load 

1.33T 

30.1 

?:, 

AMERICAN  BALANCED  X 

B 

Domestic  Hybrid 

B+ 

5035.9 

28 

5.75 

0.67t 

21.0 

V, 

AMERICAN  CENT.  BALANCED  (g) 

C 

Domestic  Hybrid 

D 

925.3 

5 

No  load 

0.99 

16.9 

u 

AMERICAN  CENT.  EQUITY  GROWTH  (h)  A 

A 

Large-cap  Value 

B+ 

702.6 

156 

No  load 

0.63 

36.1 

31 

AMERICAN  CENT.  EQUITY  INCOME  (i) 

Mid-cap  Value 

287.7 

54 

No  load 

1.00 

28.3 

21 

AMERICAN  CENT.  GLOBAL  GOLD  (j) 

F 

Precious  Metals 

D 

225.3 

-AS 

No  load 

0.62 

-41.5 

-4; 

AMERICAN  CENT.  INCOME  &  GROWTH  (k)  &, 

A 

Large-cap  Value 

B- 

1680.1 

135 

No  load 

0.62 

34.3 

3( 

AMERICAN  CENT  STRAT.  ALLOC:  MOD.  (1) 

Domestic  Hybrid 

201.1 

201 

No  load 

1  10 

15.2 

K 

AMERICAN  CENT.  VALUE  (m) 

Mid-cap  Value 

2342.9 

51 

No  load 

1.00 

26.0 

1! 

AMERICAN  CENT.-20THC.  GIFTRUST  (n) 

F 

Small-cap  Growth 

D 

2342.9 

168 

No  load 

0.98 

-1.2 

"Includes  redemption  fee.  "Includes  deterred  sales  charge.  1 1 2(b)  1  plan  in  effect.  INot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=N 
(a)  Formerly  Invesco  Adv.  Flex  C.  (b)  Formerly  Invesco  Adv.  Eq.  C.  (c)  Formerly  Invesco  Adv.  MultiFlex  C.  (d)  Formerly  Alger  Cap.  Apprec.  (e)  Formerly  Alger  Growth,  (f)  Form 
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5E 

jying  a  fund.  Many 
is  "load"  out  of  the 
tent,  and  for  ratings 
irns  are  reduced  by 
.  Loads  may  be 
idrawals. 
no 

1997  as  a  percent- 
;  net  assets,  a  mea- 
luch  shareholders 
jement.  Footnotes 
:  ratio  includes  a 
which  spends 
loney  on  marketing, 
i  1.21%. 
IL  RETURN 
;ain  to  investors, 
vestment  of  divi- 
aital  gains  at 
ices. 

kTAL  RETURN 

adjusted  for  federal 
es  ordinary  income 


and  capital  gams  taxed  at  highest 
rate  applicable  in  each  year;  uses 
31%  tax  rate  on  income  since 
1992.  Capital  gams  are  assumed 
to  be  long-term. 

YIELD 

Income  distributions  as  a  percent 
of  net  asset  value,  adjusted  for 
capital-gams  distributions. 
HISTORY 

A  fund's  returns  relative  to  all 
other  funds  for  four  periods, 
which  from  left  to  right  are:  Jan., 
1988-June,  1990;  July,  1990- 
Dec,  1992;  Jan.,  1993-June, 
1995;  July,  1995-Dec,  1997. 
The  numbers  designate  which 
quartile  the  fund  was  in  during 
the  period:  Dfor  the  top  quar- 
tile; Q  for  the  second  quartile; 
B  for  the  third  quartile;  □  for 
the  bottom  quartile.  No  number 
indicates  no  data  for  that  period. 


TURNOVER 

Trading  activity,  the  lesser  of  pur- 
chases or  sales  divided  by  aver- 
age monthly  assets. 
%  CASH 

Portion  of  fund  assets  not  invest- 
ed in  stocks  or  bonds.  A  negative 
number  means  the  fund  has  bor- 
rowed to  buy  securities. 
%  FOREIGN 

Portion  of  funds  assets  invested 
in  non-U. S.  securities. 
PRICE-EARNINGS  RATIO 

The  average,  weighted  price-earn- 
ings ratio  of  stocks  in  a  fund's 
portfolio,  based  on  last  12 
months'  earnings. 
UNTAXED  GAINS 
Percentage  of  assets  in  portfolio 
that  are  unrealized  and  undistrib- 
uted capital  gains.  A  negative 
figure  indicates  losses  that  may 
offset  future  gams. 


LARGEST  HOLDING 

Comes  from  the  latest  available 

fund  reports. 

RISK 

Potential  for  losing  money  in  a 
fund,  or  risk-of-loss  factor.  For 
each  fund,  the  three-month  Trea- 
sury bill  return  is  subtracted  from 
the  monthly  total  return  for  each 
of  the  60  months  in  the  ratings 
period.  When  a  fund  has  not  per- 
formed as  well  as  Treasury  bills, 
the  monthly  result  is  negative. 
The  sum  of  these  negative  num- 
bers is  divided  by  the  number  of 
months.  The  result  is  a  negative 
number,  and  the  greater  its  mag- 
nitude, the  higher  the  risk  of  loss. 
This  number  is  the  basis  for  BW 
ratings,  category  ratings,  and  the 
RISK  column. 

BEST  &  WORST  QUARTERS 

The  fund's  highest  and  lowest 
quarterly  returns  of  the  past  five 
years. 


AL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


LARGEST  HOLDING 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E  UNTAXED 

iETAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR    %RET     QTR  %RET 


NA 

NA 

NA 

B 

Low 

g 

1 6 

2 1 

22 

Xerox  (2) 

NA 

NA 

OUU  Ji^V^Oi 

7.3 

15.3 

16.7 

14.7 

BBBB 

Average 

5 

8 

23 

39 

Compaq  Computer  (3) 

High 

0  97 

20.8 

194 

-8.1 

800-322-2282 

0.2 

18.0 

16.9 

14.9 

BBBB 

Low 

3 

20 

22 

37 

Xerox  (3) 

Low 

0  97 

15.5 

194 

-3.3 

800-322-2282 

7.8 

15.3 

18.2 

15.8 

DQBB 

Low 

9 

15 

29 

48 

AES  (3) 

Average 

ffl97 

13.7 

194 

-5.5 

800-922-6769 

3.6 

13.0 

NA 

NA 

BQ 

Low 

12 

96 

27 

25 

TT  Tieto  CI.  B  (3) 

Average 

IS  93 

14.6 

IB  94 

-7.0 

800-922-6769 

MA 

MA 

MA 

Low 

a 
o 

MA 
MM 

97 

1  Q 

CalEnergy  (5) 

NA 

N  A 

flflfl  Q99  R7fiQ 

4.7 

13.0 

NA 

NA 

BBB 

Low 

2 

ii 

22 

33 

First  Chicago  NBD  (2) 

Very  low 

0  97 

11.5 

194 

-3.9 

800-554-1156 

7.5 

15.0 

15.3 

12.5 

BBBB 

Low 

2 

6 

24 

46 

Textron  (3) 

Average 

1197 

16.4 

194 

-3.0 

800-554-1156 

NA 

NA 

NA 

NA 

B 

Average 

6 

27 

23 

24 

Patriot  American  Hospitality  (1) 

NA 

NA 

800-554-1156 

3.0 

22.2 

21.7 

20.2 

BBBB 

Average 

4 

5 

32 

30 

Brightpoint  (1) 

High 

0  97 

21.2 

197 

-13.9 

800-347  ^246 

7.0 

15.6 

15.4 

14.1 

□BBB 

Average 

2 

7 

29 

20 

Compaq  Computer  (1 ) 

Low 

n  97 

13.2 

I  94 

-3.8 

800-347-4246 

8.7 

16.4 

16.1 

14.7 

BBBB 

Average 

4 

3 

28 

20 

Philip  Morris  (2) 

Average 

0  97 

18.2 

194 

-3.4 

800-347-4246 

NA 

NA 

NA 

NA 

8 

5 

31 

23 

Medical  Manager  (1) 

NA 

NA 

800-347-4246 

6.2 

13.6 

16.5 

14.2 

BBBB 

High 

0 

7 

28 

31 

Philip  Morris  (2) 

Average 

0  97 

17.6 

FS94 

-3.1 

800-347-4246 

6.1 

15.1 

20.4 

18.9 

Average 

5 

5 

31 

19 

Dell  Computer  (1) 

High 

0  97 

15.6 

FS97 

-8.7 

800-347-4246 

NA 

NA 

NA 

NA 

B 

Average 

8 

63 

29 

14 

Fomento  Econ.  Mexicana  B  (1 

) 

NA 

NA 

800-347-4246 

NA 

NA 

NA 

NA 

B 

Average 

6 

68 

28 

17 

Rohm  (1) 

NA 

NA 

800-347-4246 

2  4 

10.9 

NA 

NA 

S3B 

Average 

2 

34 

24 

28 

El  Paso  Natural  Gas  (3) 

Average 

1197 

10.5 

194 

-7.8 

800-347-4246 

NA 

NA 

NA 

NA 

B 

High 

8 

5 

30 

30 

Compuware  (1) 

NA 

NA 

800-347-4246 

5.6 

14.9 

NA 

NA 

BQ 

Average 

5 

99 

27 

18 

Philips  Electronics  (1) 

High 

IS  93 

13.9 

H97 

-7.9 

800-347^246 

6.2 

13.6 

17.3 

14.9 

BBBB 

High 

5 

4 

28 

37 

Dell  Computer  (2) 

High 

0  97 

17.3 

0  94 

-5.3 

800-347-4246 

NA 

NA 

NA 

NA 

B 

High 

10 

15 

25 

27 

WorldCom  (5) 

NA 

NA 

800-347-4246 

5.1 

11.5 

16.7 

14.5 

High 

3 

10 

28 

35 

Service  International  (1) 

High 

0  97 

16.8 

094 

^t.4 

800-347-4246 

NA 

NA 

NA 

NA 

B 

High 

4 

4 

31 

23 

Texas  Instruments  (3) 

NA 

NA 

800-992-3863 

7.8 

15.3 

18.1 

16.3 

BBBB 

High 

2 

3 

29 

34 

Texas  Instruments  (3) 

High 

0  95 

17.5 

094 

-6.4 

800-992-3863 

2.8 

10.2 

19.7 

17.2 

BBBB 

High 

4 

8 

33 

25 

USA  Waste  Services  (3) 

Very  high 

0  95 

22.8 

197 

-11.6 

800-992-3863 

9.2 

13.4 

17.7 

13.1 

BBBB 

Average 

0 

5 

30 

40 

Republic  Industries  (6) 

High 

DI97 

20.8 

194 

-3.8 

800-227-4618 

8.4 

14.6 

16.1 

11.7 

BBBB 

Average 

3 

2 

23 

30 

Chase  Manhattan  (5) 

Low 

0  97 

12.4 

194 

-4.0 

800-227-4618 

0.1 

18.4 

20.4 

18.0 

BBBB 

Average 

1 

8 

28 

33 

CUC  International  (6) 

Average 

0  97 

17.2 

197 

-4.4 

800-227-4618 

9.5 

17.5 

NA 

NA 

BB 

High 

5 

7 

29 

27 

MBNA  (5) 

High 

0  97 

21.3 

194 

-3.7 

800-227-4618 

8.9 

14.3 

NA 

NA 

BB 

High 

12 

7 

30 

14 

Parker  Drilling  (3) 

High 

196 

18.7 

094 

8  0 

800-227-4618 

NA 

NA 

NA 

NA 

Low 

3 

NA 

33 

12 

Starwood  Lodging  Trust  (5) 

NA 

NA 

800-227-4618 

NA 

NA 

NA 

NA 

□ 

Low 

6 

6 

33 

25 

Compaq  Computer  (7) 

NA 

NA 

800-227-4618 

NA 

NA 

NA 

NA 

B 

Average 

3 

98 

20 

25 

Deutsche  Telekom  (2) 

NA 

NA 

800-227-4618 

6.3 

12.5 

15.3 

12.2 

Q3E0 

Low 

12 

2 

30 

42 

Medtronic  (4) 

Average 

0  97 

14.7 

194 

-3.0 

800^121-4120 

3.2 

17.0 

NA 

NA 

BB 

Low 

0 

1 

29 

48 

Warner-Lambert  (3) 

Average 

0  97 

18.1 

194 

-3.2 

800-438-6375 

4.2 

11.5 

13.6 

10.8 

B  3SI 

Average 

16 

7 

22 

22 

Alcoa  (2) 

Very  low 

0  97 

10.0 

194 

-3.7 

800^121-4120 

1.4 

9.1 

NA 

NA 

High 

5 

7 

33 

25 

Tyco  Intl.  (4) 

Average 

0  97 

12.3 

197 

-2.6 

800-345-2021 

1.0 

17.7 

NA 

NA 

BB 

High 

1 

1 

22 

23 

Ford  Motor  (4) 

Low 

0  97 

15.3 

194 

-4.6 

800-345-2021 

NA 

NA 

NA 

NA 

fl 

High 

2 

1 

21 

20 

Giant  Food  CI.  A  (5) 

NA 

NA 

800-345-2021 

1.3 

-1.9 

NA 

NA 

□BQ 

Average 

2 

70 

33 

-35 

Barrick  Gold  (15) 

Very  high 

0  93 

34.3 

IS  97 

-31.4 

800-345-2021 

0.4 

17.6 

NA 

NA 

BB 

Average 

1 

4 

22 

23 

Merck  (3) 

Low 

0  97 

15.7 

194 

^1.5 

800-345-2021 

NA 

NA 

NA 

NA 

2 

33 

28 

7 

Merrill  Lynch  (2) 

NA 

NA 

800-345-2021 

NA 

NA 

NA 

NA 

B 

High 

2 

3 

21 

21 

Giant  Food  CI.  A  (5) 

NA 

NA 

800-345-2021 

6.6 

14.4 

20.6 

18.5 

BBBB 

High 

1 1 

9 

37 

21 

Jabil  Circuit  (3) 

Very  high 

DI97 

21.2 

197 

-20.8 

800-345-2021 

y  20th  Cent.  Balanced,  (h)  Formerly  Benham  Eq.  Growth,  (i)  Formerly  20th  Cent.  Eq.-lnc.  (j)  Formerly  Benham  Global  Gold. 
I.  Alloc.:  Moder.  (m)  Formerly  20th  Cent.  Value,  (n)  Formerly  20th  Century  Giftrust. 


(k)  Formerly  Benham  Inc.  &  Gr.  (I)  Formerly 
DATA;  MORNINGSTAR.  INC.,  CHICAGO.  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND                                           OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997 

RETUs 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AF1- 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

!  OF  FUND  WITHIN  CATEGORY) 

SMIL. 

1996-97 

CHARGE  (%) 

RATIO  (%) 

TAX 

T 

AMERICAN  CENT.-20THC.  GROWTH  (o)  X 

D 

Large-cap  Growth 

F 

5172.3 

11 

No  load 

1.00 

29.3 

2' 

AMERICAN  CENT.-20THC.  HERITAGE  (p) 

C- 

Mid-cap  Growth 

B 

1311.7 

17 

No  load 

0.99 

19.4 

1; 

AMERICAN  CENT.-20THC.  INTL.  DISC,  (q) 

Foreign 

626.2 

61 

2.00* 

1.88 

17.5 

11 

AMERICAN  CENT.-20THC.  INTL.  GROWTH  (r) 

C 

Foreign 

B 

1723.7 

26 

No  load 

1.65 

19.7 

u 

AMERICAN  CENT.-20THC.  SELECT  (s) 

C- 

Large-cap  Blend 

F 

4954.7 

22 

No  load 

1.00 

32.2 

2( 

AMERICAN  CENT.-20THC.  ULTRA  (t)  X 

D 

Large-cap  Growth 

F 

22204.5 

21 

No  load 

1.00 

23.1 

If 

AMERICAN  CENT.-20THC.  VISTA  (u) 

F 

Mid-cap  Growth 

F 

1748.6 

-22 

No  load 

0.99 

-8.7 

_(: 

AMERICAN  GAS  INDEX 

C 

Natural  Resources 

B+ 

220.5 

-4 

No  load 

0.85 

24.2 

2; 

AMERICAN  MUTUAL  X 

A 

Large-cap  Value 

B 

9738.6 

22 

5.75 

0.59t 

26.4 

2; 

AMERICAN  NATIONAL  GROWTH 

C 

Large-cap  Blend 

C- 

178.1 

17 

5.75 

1.15 

22.2 

if 

AMERICAN  NATIONAL  INCOME 

B 

Large-cap  Value 

c 

196.1 

18 

5.75 

1.10 

22.7 

i< 

s 

AMERICAN  PERFORM.  EQUITY 

B 

Large-cap  Blend 

c 

184.3 

88 

4.00 

1.06t 

28.8 

2i 

AMSOUTH  BALANCED  CLASSIC 

B+ 

Domestic  Hybrid 

B 

310.8 

-11 

4.50 

0.98 

20.4 

r, 

AMSOUTH  EQUITY  CLASSIC 

B 

Large-cap  Value 

c- 

901.7 

124 

4.50 

1.02 

32.3 

3( 

ARIEL  APPRECIATION 

C 

Mid-cap  Value 

c- 

204.4 

40 

No  load 

1.33T 

38.0 

3: 

ARIEL  GROWTH  X 

C 

Mid-cap  Value 

c- 

174.2 

45 

No  load 

1.25t 

36.4 

3^ 

ARTISAN  INTERNATIONAL 

Foreign 

300.8 

57 

No  load 

1.61 

3.5 

ARTISAN  SMALL  CAP 

Small-cap  Blend 

296.6 

0 

No  load 

1.41 

22.7 

IT 

ATLAS  GROWTH  &  INCOME  A 

c 

Large-cap  Blend 

c- 

170.3 

31 

3.00 

1.24t 

26.0 

21 

BABSON  ENTERPRISE  X 

Bt 

Small-cap  Value 

B 

216.3 

13 

No  loadi 

1.08 

32.4 

2! 

BABSON  GROWTH 

B 

Large-cap  Blend 

B 

400.6 

29 

No  load 

0.83 

28.0 

2; 

BABSON  VALUE  X 

A 

Large-cap  Value 

B+ 

1417.9 

81 

No  load 

0.96 

26.6 

2\ 

BARON  ASSET  X 

B+ 

Small-cap  Growth 

A 

3793.0 

186 

No  load 

1.30t 

33.9 

3: 

BARON  GROWTH  &  INCOME 

Small-cap  Growth 

415.1 

70 

No  load 

1.40T 

31.1 

3' 

BERGER  100  A 

D 

Mid-cap  Growth 

c- 

1777.4 

-11 

No  load 

1.42+ 

13.6 

t 

BERGER  GROWTH  &  INCOME  & 

C 

Mid-cap  Blend 

c 

344.8 

7 

No  load 

1.56t 

22.7 

It 

BERGER  SMALL  COMPANY  GROWTH 

Small-cap  Growth 

775.2 

-1 

No  load 

1.68t 

16.2 

i  ■ 

BERNSTEIN  EMERGING  MARKETS  VALUE 

Diversified  Emerging  Mkts. 

339.0 

9 

2.00* 

1.92 

-23.8 

-2' 

BERNSTEIN  INTERNATIONAL  VALUE 

C 

Foreign 

B+ 

4697.8 

34 

No  load 

1.31 

9.3 

( 

BERWYN  INCOME 

A 

Domestic  Hybrid 

A 

183.0 

33 

No  load 

0.68 

13.4 

1( 

BOSTON  1784  GROWTH  (v) 

Mid-cap  Growth 

294.7 

221 

No  load 

0.77t 

13.9 

13 

BOSTON  1784  GROWTH  &  INCOME  (w) 

Large-cap  Growth 

504.2 

34 

No  load 

0.92t 

19.7 

1! 

BOSTON  1784  INTERNATIONAL  EQUITY  (x) 

Foreign 

438.5 

1 

No  load 

1.27t 

-0.9 

-1 

BRANDYWINE  X 

C- 

Mid-cap  Growth 

B 

9019.6 

38 

No  load 

1.04 

12.0 

BT  INVESTMENT  EQUITY  SOO  IDX. 

B+ 

Large-cap  Blend 

B+ 

627.8 

40 

No  load 

0.25 

33.0 

31 

BT  INVESTMENT  INTL.  EQUITY 

B 

Foreign 

A 

547.7 

160 

No  load 

1.50t 

17.4 

1( 

BT  INVESTMENT  SMALL  CAP 

Small-cap  Growth 

228.7 

22 

No  load 

1.25t 

13.2 

; 

CALVERT  SOCIAL  INV.  MANAGED  A 

C 

Domestic  Hybrid 

C- 

621.1 

3 

4.75 

1.26t 

18.9 

i: 

CALVERT  WORLD  VALUE  INTL.  EQ.  A 

C- 

Foreign 

C 

201.2 

0 

4.75 

1 .81 1 

6.6 

CAPITAL  INCOME  BUILDER 

B 

Domestic  Hybrid 

B 

7803.4 

34 

5.75 

0.71T 

23.3 

21 

CAPITAL  WORLD  GROWTH  &  INCOME 

World 

7358.8 

41 

5.75 

0.85 1 

18.0 

i: 

CARDINAL 

C 

Large-cap  Value 

D 

296.7 

25 

4.50 

0.75t 

30.6 

2", 

CENTURY  SHARES  X 

C 

Financial 

F 

369.5 

36 

No  load 

0.82 

50.1 

4i 

CGM  CAPITAL  DEVELOPMENT  X 

D 

Mid-cap  Blend 

F 

732.0 

16 

No  load  : 

0.82 

22.3 

U 

CGM  MUTUAL  X 

C- 

Domestic  Hybrid 

F 

1218.0 

6 

No  load 

0.87 

8.2 

CGM  REALTY 

Real  Estate 

430.0 

166 

No  load 

1.00 

26.7 

2; 

CHESAPEAKE  AGGRESSIVE  GROWTH  (y) 

D 

Mid-cap  Blend 

F 

590.1 

18 

3.00 1 

1.42 

15.2 

ii 

CHICAGO  TRUST  BALANCED  (z) 

Domestic  Hybrid 

191.1 

18 

No  load 

i.oot 

20.9 

it 

CHICAGO  TRUST  GROWTH  &  INCOME 

Large-cap  Blend 

283.6 

32 

No  load 

1.00t 

26.7 

2' 

CITISELECT  FOLIO  200 

Domestic  Hybrid 

184.9 

80 

No  load 

1.50t 

8.3 

CITISELECT  FOLIO  300 

Domestic  Hybrid 

349.6 

80 

No  load 

1.50T 

9.9 

I 

CITISELECT  FOLIO  400 

Domestic  Hybrid 

469.6 

87 

No  load 

1.75t 

10.3 

<} 

CITISELECT  FOLIO  500 

International  Hybrid 

202.5 

142 

No  load 

1.75t 

12.0 

11 

CITIZENS  INDEX 

Large-cap  Growth 

250.1 

55 

No  load 

1.59T 

35.0 

3: 

CLIPPER  X 

B 

Large-cap  Value 

C- 

805.0 

48 

No  load 

1.08 

30.4 

2f 

COHEN  &  STEERS  REALTY  SHARES 

B 

Real  Estate 

3308.3 

62 

No  load 

1.08 

21.2 

1! 

COLONIAL  A 

B 

Domestic  Hybrid 

C- 

927.7 

19 

5.75 

1.15t 

26.1 

2: 

COLONIAL  GLOBAL  UTILITIES  A 

C 

Utilities 

C 

169.2 

-2 

5.75 

1.381 

22.4 

2( 

COLONIAL  NEWPORT  TIGER  B 

Pacific/Asia  ex-Japan 

390.0 

-32 

5.00** 

2.49+ 

-34.4 

COLONIAL  SELECT  VALUE  A  (aa)  A 

c 

Mid-cap  Blend 

B 

346.6 

32 

5.75 

1.17+ 

33.2 

3( 

COLONIAL  SMALL  CAP  VALUE  B  (bb) 

c 

Small-cap  Value 

C- 

266.9 

106 

5.00** 

2.13+ 

23.0 

COLONIAL  U.S.  STOCK  B  (cc) 

B 

Large-cap  Blend 

c 

471.3 

42 

5.00** 

2.20t 

34.1 

3( 

COLONIAL  UTILITIES  B 

c 

Utilities 

c- 

683.9 

-5 

5.00** 

1 .95+ 

27.3 

2( 

COLUMBIA  BALANCED 

B 

Domestic  Hybrid 

B 

81 1.1 

21 

No  load 

0.66 

18.8 

1! 

1 

COLUMBIA  COMMON  STOCK 

B+ 

Large-cap  Blend 

A 

783.5 

46 

No  load 

0.76 

25.4 

% 

COLUMBIA  GROWTH 

C 

Large-cap  Growth 

B+ 

1342.1 

26 

No  load 

0.71 

26.3 

* 

COLUMBIA  SPECIAL  A 

c- 

Mid-cap  Growth 

B+ 

1386.0 

-13 

No  load 

0.94 

12.6 

COMMERCE  GROWTH  INSTITUTIONAL 

Large-cap  Blend 

366.1 

63 

3.50 

1.08 

28.1 

2t 

COMMON  SENSE  GROWTH  &  INCOME  1 

c 

Large-cap  Blend 

C- 

1097.5 

27 

8.50 

0.91 

24.5 

J 

COMMON  SENSE  GROWTH  1  A 

c 

Large-cap  Blend 

C- 

3547.8 

25 

8.50 

0.93 

27.7 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0  5%  of  assets.  NA=Not  available.  NM=N 
(o)  Formerly  20th  Cent.  Growth,  (p)  Formerly  20th  Cent.  Heritage,  (q)  Formerly  20th  Cent.  Intl.  Discovery,  (r)  Formerly  20th  Cent.  Intl.  Equity,  (s)  Formerly  20th  Cent.  Select,  (t) 
Cent.  Ultra  Investors,  (u)  Formerly  20th  Cent.  Vista,  (v)  Formerly  1784  Growth,  (w)  Formerly  1784  Growth  &  Income,  (x)  Formerly  1784  Intl.  Eq.  (y)  Formerly  Chesapeake  Growt 
Chicago  Tr.  Asset  Alloc,  (aa)  Formerly  Colonial  Growth,  (bb)  Formerly  Colonial  Small  Stock  B.  (cc)  Formerly  Colonial  U.S.  Fund  for  Growth  FJ. 
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Equity  Funds 


IOAL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA   RISK   TELEPHONE 


5  YEARS 

10  YEARS 

RESULTS  VS. 

TURNOVER 

CASH 

FOREIGN 

P-E 

UNTAXED 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

PRETAX  AFTERTAX 

PRETAX  AFTERTAX 

All  MINK 

% 

% 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

12.8 

9.0 

15.4 

12.9 

High 

3 

8 

33 

45 

Compuware  (4) 

High 

n  97 

1 9  3 

12  95 

-8.4 

800-345-2021 

14.5 

11  R 
1  1  .0 

1  R  S 

1 3  2 

BBBB 

High 

3 

8 

31 

38 

Tosco  (3) 

High 

n  97 

1 6.3 

DZ  97 

-8.7 

800-345-2021 

NA 

NA 

NA 

NA 

B 

High 

3 

98 

31 

21 

Marschollek  Lautenschlager  (3) 

NA 

NA 

800-345-2021 

15.8 

13.4 

NA 

NA 

as 

High 

1 

99 

30 

21 

Novartis  (Reg)  (4) 

Average 

DZ  93 

18.3 

IV  94 

-5.9 

800-345-2021 

15.3 

11.3 

14.2 

11.4 

BdQB 

High 

3 

4 

31 

38 

General  Electric  (4) 

Average 

n  97 

19.4 

194 

-5.1 

800-345-2021 

17.8 

15.5 

21 .9 

20.3 

BBBB 

Average 

2 

8 

30 

43 

.  _ 

General  electric  (3) 

nign 

n  97 

19  1 

n  94 

-8  3 

800-345-2021 

7  4 

1 3  5 

1 1 .8 

DBBB 

Average 

12 

4 

35 

29 

Very  high 

UJ  94 

1 8  4 

I  97 

-1 8.9 

800-345-2021 

15.6 

14.3 

NA 

NA 

□BB 

Very  low 

4 

NA 

22 

39 

Average 

193 

15.1 

12  93 

-7.0 

800-343-3355 

17.2 

14.2 

15.0 

12.1 

BBBB 

Low 

23 

3 

23 

39 

Ameritech  (2) 

Very  low 

H97 

11.9 

194 

-3.2 

800-421-4120 

15.4 

11.9 

13.2 

9.9 

□BBB 

Low 

11 

5 

25 

39 

Procter  &  Gamble  (3) 

Average 

TJ97 

12.6 

12  97 

-3.2 

800-231-4639 

15.1 

1 1.9 

14.3 

11.1 

BBBB 

Low 

4 

1 

20 

34 

Schering-Plough  (4) 

L  w 

n  97 

1 0  7 

I  94 

—4.1 

800-231-4639 

1  Q  1 
1  3.  1 

1 5  3 

NA 

NA 

■-m 

High 

3 

3 

26 

39 

Intal  /T\ 

inrei 

Average 

n  97 

1 7  1 

I  94 

—4  4 

800-762-7085 

13.2 

10.9 

NA 

NA 

BB 

Low 

1 

2 

25 

29 

Sara  Lee  (2) 

Very  low 

D  97 

9.2 

I  94 

-2.5 

800-451-8379 

18.3 

16.3 

NA 

NA 

BBB 

Low 

4 

2 

26 

26 

Washington  Mutual  (3) 

Low 

TJ97 

14.1 

194 

-2.8 

800-451-8379 

16.0 

13.9 

NA 

NA 

BBB 

Low 

7 

NA 

26 

53 

Northern  Trust  (5) 

Average 

D  97 

14.6 

194 

^1.9 

800-292-7435 

15.8 

13.0 

16.3 

14.2 

SOQE 

Low 

9 

NA 

26 

53 

Northern  Trust  (5) 

Average 

JJJ  Q-J 

13  8 

n  93 

-5  6 

800-292-7435 

NA 

NA 

NA 

NA 

High 

2 

100 

24 

7 

Novartis  (Reg)  (5) 

NA 

NA 

800-344-1770 

NA 

NA 

NA 

NA 

B 

Average 

2 

2 

24 

30 

Penn  Treaty  American  (2) 

NA 

NA 

800-344-1770 

17.0 

14.3 

NA 

NA 

BB 

High 

2 

3 

29 

29 

Tyco  Intl.  (2) 

Average 

TJ97 

13.7 

1194 

-4.5 

800-933-2852 

17.4 

13.7 

18.4 

15.2 

DBBB 

Low 

6 

2 

25 

42 

LS  Starrett  CI.  A  (3) 

Low 

UJ97 

15.0 

m  96 

-4.2 

800-422-2766 

17.6 

14.6 

14.8 

1 1.6 

BBBB 

Low 

5 

1 

31 

55 

Linear  Technology  (3) 

Low 

n  97 

1 5  8 

I  94 

—3  1 

800-422-2766 

20  9 

19  4 

16  9 

1 5.5 

BBBD 

Very  low 

4 

9 

23 

25 

Tenet  Healthcare  (3) 

Low 

n  97 

12  2 

DZ  94 

-1  7 

800-422-2766 

24.0 

23.5 

19.9 

19.0 

DBBB 

Very  low 

6 

3 

33 

24 

Manor  Care  (7) 

Average 

n  97 

19.3 

I  97 

-3.5 

800-992-2766 

NA 

NA 

NA 

NA 

Low 

1 

2 

31 

27 

Choice  Hotels  International  (12) 

NA 

NA 

800-992-2766 

12.1 

9.0 

17.9 

15.4 

BBBB 

High 

14 

2 

28 

40 

Household  International  (3) 

High 

ffl97 

13.5 

II  94 

-10.8 

800-333-1001 

14.6 

12.6 

14.5 

1 2.8 

BBBB 

High 

13 

4 

30 

36 

McKesson  (3) 

Average 

in  97 

13  9 

12  94 

-6  2 

800-333-1001 

NA 

NA 

NA 

NA 

B 

Average 

9 

5 

39 

43 

Fairfield  Communities  (2) 

NA 

NA 

800-333-1001 

NA 

NA 

NA 

NA 

Very  low 

4 

100 

15 

-15 

Yapi  Ve  Kredi  Bankasi  (3) 

NA 

NA 

212-756-4097 

14.2 

12.6 

NA 

NA 

BB 

Low 

2 

100 

23 

13 

Telecom  Italia  (3) 

Average 

193 

15.5 

12  97 

-6.7 

212-756-4097 

12.6 

9.5 

13.0 

9.8 

DBBB 

Low 

1 

11 

16 

12 

Unicom  (2) 

Very  low 

FJJ97 

8.6 

12  94 

-2.5 

800-992-6757 

NA 

NA 

NA 

NA 

Average 

4 

15 

37 

31 

JO  Wetherspoon  (4) 

NA 

NA 

800-252-1784 

NA 

NA 

NA 

NA 

B 

Very  low 

7 

20 

31 

38 

Pizza  Express  (4) 

NA 

NA 

800-252-1784 

NA 

NA 

NA 

NA 

B 

Low 

3 

100 

27 

12 

Ahold  (2) 

NA 

NA 

800-252-1784 

18.4 

15.0 

20.3 

17.5 

DBBB 

Very  high 

3 

2 

29 

8 

Bristol-Myers  Squibb  (3) 

High 

TJI97 

19.0 

DZ  97 

-14.1 

800-656-3017 

19.9 

18.7 

NA 

NA 

BB 

Very  low 

2 

3 

27 

38 

General  Electric  (4) 

Average 

n97 

17.5 

194 

-3.8 

800-730-1313 

19.1 

1 8.0 

NA 

NA 

BB 

Average 

6 

100 

25 

17 

Credito  Italiano  (2) 

Average 

n  97 

15  3 

12  97 

—6  6 

800-730-1313 

NA 

NA 

NA 

NA 

B 

High 

9 

3 

35 

24 

E  Trade  Group  (2) 

NA 

NA 

800-730-1313 

10.5 

7.7 

10.8 

8.5 

3BBf 

High 

7 

3 

31 

22 

Cisco  Systems  (2) 

Low 

D  97 

11.1 

I  94 

-3.4 

800-368-2748 

10.3 

9.0 

NA 

NA 

SO 

High 

2 

99 

25 

15 

Zurich  Insurance  (3) 

Average 

ri97 

12.1 

12  97 

-7.8 

800-368-2748 

15.4 

13.3 

14.8 

12.7 

BBBB 

Low 

11 

37 

21 

28 

American  Home  Products  (2) 

Very  low 

IS  96 

9.8 

194 

-5.8 

800-421-4120 

NA 

NA 

NA 

NA 

B 

Low 

13 

64 

22 

25 

ING  Groep  (2) 

M  A 

MA 

800-421-4120 

15.3 

1 1 .9 

14  7 

1 1  9 

BBBB 

Average 

7 

4 

27 

45 

General  Electric  (4) 

Average 

n  97 

1 6  8 

DZ  94 

—4  3 

800-848-7734 

17.9 

16.1 

19.1 

16.8 

BBBB 

Very  low 

1 

1 

21 

77 

Progressive  (9) 

Average 

n  97 

19.9 

DZ  93 

-8.6 

800-321-1928 

17.0 

11.9 

19.8 

15.5 

BBBD 

Very  high 

1 

23 

23 

41 

Southdown  (6) 

High 

III  97 

19.5 

DZ94 

-14.8 

800-345-4048 

12.8 

9.4 

13.2 

10.1 

BBBB 

Very  high 

0 

20 

26 

28 

Warner-Lambert  (6) 

Average 

DZ96 

12.8 

DZ97 

-10.1 

800-345-4048 

NA 

NA 

NA 

NA 

B 

Average 

1 

NA 

33 

25 

Felcor  Suite  Hotels  (10) 

M  A 

MA 

800-345-4048 

18.9 

17.1 

NA 

NA 

DB 

High 

3 

5 

27 

36 

Jones  Apparel  Group  (3) 

High 

IT  Q7 

n  y  / 

<Q  C 

i  y  j 

ivy/ 

-ID.) 

800-525-3863 

NA 

NA 

NA 

NA 

Low 

9 

4 

31 

24 

Norwest  (2) 

NA 

NA 

800-992-8151 

NA 

NA 

NA 

NA 

D 

Low 

5 

4 

29 

35 

Royal  Dutch  Petroleum  (NY)  (4) 

NA 

NA 

800-992-8151 

NA 

NA 

NA 

NA 

31 

19 

24 

8 

Ford  Motor  Credit  (1) 

NA 

NA 

800-846-5200 

NA 

NA 

NA 

NA 

17 

23 

23 

10 

General  Electric  (1) 

W  A 
N  A 

M  A 

800-846-5200 

NA 

NA 

NA 

NA 

17 

33 

23 

1 1 

LTV  (1) 

MA 

N  A 

800-846-5200 

NA 

NA 

NA 

NA 

14 

38 

23 

10 

Akzo  Nobel  (1) 

NA 

NA 

800-846-5200 

NA 

NA 

NA 

NA 

Low 

0 

1 

31 

38 

Microsoft  (6) 

NA 

NA 

800-223-7010 

19.7 

16.4 

17.7 

15.0 

BBBB 

Low 

28 

NA 

23 

36 

FHLMC  (10) 

Average 

IJ97 

14.2 

194 

-4.8 

800-776-5033 

19.1 

1 7.0 

NA 

NA 

BB 

Low 

2 

1 

32 

22 

Vornado  Realty  Trust  (6) 

Average 

1  Jj 

on  r 

IV  93 

C  Q 

— o.y 

800-437-9912 

16.2 

1 3.4 

15  1 

1 2  5 

BBBB 

Low 

4 

17 

20 

36 

Textron  (3) 

Low 

IT  Q7 
1 1  J  1 

IRC 
1  0.0 

800-426-3750 

11.8 

10.0 

NA 

NA 

?m 

Low 

0 

51 

25 

23 

AES  (3) 

Low 

n  97 

9.6 

I  94 

-4,4 

800-426-3750 

NA 

NA 

NA 

NA 

a 

Very  low 

2 

100 

15 

-23 

Hong  Kong  &  China  Gas  (7) 

NA 

NA 

800-426-3750 

18.8 

15.4 

17.8 

14.4 

BBBB 

High 

3 

NA 

27 

32 

Omnicom  Group  (4) 

Average 

1197 

14.8 

IS  94 

-2.6 

800-426-3750 

19.8 

18.8 

NA 

NA 

DB 

Average 

12 

1 

21 

23 

Fremont  General  (2) 

Average 

n  97 

1 7.8 

I  97 

-5.8 

800-426-3750 

18.1 

15.7 

NA 

NA 

Bi  1 

Average 

6 

NA 

23 

36 

Philip  Morris  (3) 

Average 

TT  Q7 

1C  7 

1  o.  / 

I  Q,l 

— f .  I 

800-426-3750 

11.6 

10.3 

NA 

NA 

BB 

Very  low 

1 

2 

23 

13 

Bell  Atlantic  (8) 

Average 

DZ  97 

14.6 

194 

-9.2 

800-426-3750 

13.6 

1 1.1 

NA 

NA 

as 

High 

1 

4 

29 

18 

FHLMC  (2) 

Very  low 

II  97 

9.4 

194 

-2.5 

800-547-1707 

18.7 

16.0 

NA 

NA 

BB 

High 

3 

4 

28 

24 

Fred  Meyer  (3) 

Low 

1197 

13.2 

194 

-2.6 

800-547-1707 

17.9 

14.3 

16.9 

13.4 

BI  IBB 

Average 

2 

1 

31 

31 

Warnaco  Group  CI.  A  (3) 

Average 

0  97 

16.8 

194 

-3.4 

800-547-1707 

15.4 

11.3 

19.1 

15.8 

BBBB 

High 

6 

4 

30 

15 

American  Stores  (3) 

High 

H97 

12.1 

DZ97 

-5.1 

800-547-1707 

NA 

NA 

NA 

NA 

D 

Low 

4 

3 

23 

33 

Mobil  (4) 

NA 

NA 

800-305-2140 

16.2 

12.0 

15.0 

12.3 

BBBB 

High 

3 

14 

25 

32 

Texaco  (2) 

Average 

JJ97 

14.6 

194 

-3.9 

800-544-5445 

16.6 

12.8 

16.0 

13.2 

31  BIB 

Very  high 

7 

6 

24 

34 

V.  Kamp.  Am.  Cap.  Sm.  Cap.  (3)  Average 

U97 

14.7 

194 

-2.8 

800-544-5445 

DATA;  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  OVERALL  RATING      CATEGORY  RATING     SIZE   FEES   1997  RETI 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

Al 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

'  OF  FUND  WITHIN  CATEGORY) 

SMIL. 

1996-97 

CHARGE  (%) 

RATIO  (%) 

TAX 

LUIflrUSI  1  c  Dunu  «  3  1  ULH  M 

Domestic  Hybrid 

D 
D 

312.2 

17 

4.50 

0.98t 

1 9.9 

1 1 

COMPOSITE  GROWTH  &  INCOME  A 

B 

Large-cap  Blend 

B 

306.4 

58 

4.50 

1 .03t 

29.5 

2 

COMPOSITE  NORTHWEST  A 

c- 

Mid-cap  Blend 

C- 

263.3 

38 

4.50 

1.08t 

32.9 

2: 

CRABBE  HUSON  EQUITY  PRIM. 

B 

Mid-cap  Blend 

B 

377.6 

-7 

No  load 

1.371 

25.7 

1' 

CRABBE  HUSON  SPECIAL  PRIM. 

C 

Small-cap  Blend 

C 

352.7 

-19 

No  load 

1.37t 

11.3 

B-t 

Financial 

r* 

287.8 

168 

4.75 

1.1 5t 

44.5 

4- 

DAVIS  N.Y.  VENTURE  A 

B 

Large-cap  Value 

C- 

4655.5 

75 

4.75 

0.89T 

33.7 

3; 

DEAN  WITTER  AMERICAN  VALUE  B  (dd)  JL 

C- 

Large-cap  Growth 

C 

3977.5 

28 

5.00** 

1.53t 

31.6 

2! 

DEAN  WITTER  CAPITAL  APPREC  B.  (ee) 

Small-cap  Growth 

365.5 

12 

5.00** 

NAt 

5.9 

DEAN  WITTER  CAPITAL  GROWTH  B  (ff) 

D 

Mid-cap  Growth 

c 

520.7 

4 

5.00** 

1.89t 

25.2 

2( 

nr am  uuiTTro  nruri  nDiur  rDnuuTu  d  inni 
utHn  wi  i  itn  utVLLUrinu  unuw  in  o  iggj 

Mid-cap  Growth 

804.3 

4 

5.00"  * 

1 .69t 

1 3.3 

DEAN  WITTER  DIVIDEND  GROWTH  B  (hh)  X 

B 

Large-cap  Blend 

B 

15422.9 

27 

5.00** 

1.31 1 

25.7 

DEAN  WITTER  EUROPEAN  GROWTH  B  (ii) 

A 

Europe 

B 

1714.6 

25 

5.00" 

2.13t 

14.5 

i: 

DEAN  WITTER  GLOBAL  DIV.  GROWTH  B  (jj) 

World 

3566.5 

22 

5.00" 

1.75t 

15.6 

i 

DEAN  WITTER  GLOBAL  UTILITIES  B  (kk) 

Utilities 

365.5 

3 

5.00** 

1.87t 

18.8 

r 

nr&N  wiTTrp  mtai  tu  cnrhirrc  ft  mm 

ULAn  WI  1  ILK  ntHL  1  n  J^ltlM'Ut.J  D  MM 

r 
r 

Uaalth 

neann 

r 

403.9 

-14 

5.00** 

2.251 

5.5 

DEAN  WITTER  INCOME  BUILDER  B  (mm) 

Domestic  Hybrid 

388.6 

99 

5.00** 

NAt 

24.0 

2( 

DEAN  WITTER  INFORMATION  B  (nn) 

Communications 

229.2 

-17 

5.00** 

NAt 

15.8 

1! 

DEAN  WITTER  MID-CAP  GROWTH  B  (00) 

Mid-cap  Growth 

564.2 

55 

5.00** 

2.05+ 

30.8 

2i 

DEAN  WITTER  NATURAL  RES.  DEV.  B  (pp)  A 

C 

Natural  Resources 

B 

287.6 

22 

5.00** 

1.841 

14.0 

11 

nr  AM   \AJ  ITXC"  D   DAPinr    fDnWTU  O  lnn\ 
UtHN  WI  1  1  LK  rMLIrlt  UKUW  I  n  D 

r 

r 

Diversified  Pacific/Asia 

c 

T 

687.8 

-58 

5.00** 

2.39t 

-38.8 

-3( 

DEAN  WITTER  SPECIAL  VALUE  B  (rr) 

Small-cap  Value 

295.8 

47 

5.00** 

NAt 

26.4 

2; 

DEAN  WITTER  STRATEGIST  B  (ss) 

C 

Domestic  Hybrid 

C- 

1480.0 

8 

5.00** 

1.581 

15.8 

1' 

DEAN  WITTER  UTILITIES  B  (tt) 

C 

Utilities 

c 

2356.5 

-12 

5.00** 

1.64t 

25.8 

2; 

DEAN  WITTER  VALUE-ADDED  MKT.  EQ.  B  (uu) 

B 

Mid-cap  Value 

c- 

1471.9 

32 

5.00** 

1 .51 1 

26.7 

2\ 

nr aw  u/ittcd  u/adi  nu/inc'  imumt  d  t\m\ 

ULMn  WI  1  Itn  nUHLUWIUL  INVIVI  1  .  o  \VV) 

u 

wonu 

r 

310.3 

-34 

5.00** 

2.41 1 

2.6 

( 

DELAWARE  A 

B 

Domestic  Hybrid 

C 

568.3 

12 

4.75 

0.991 

24.5 

2( 

DELAWARE  DECATUR  INCOME  A 

B+ 

Large-cap  Value 

B 

1907.0 

21 

4.75 

0.85t 

29.7 

2! 

DELAWARE  DECATUR  TOTAL  RETURN  A 

B 

Large-cap  Value 

C 

862.6 

31 

4.75 

1.111 

31.2 

2' 

DELAWARE  DELCAP  A 

D 

Mid-cap  Growth 

C- 

733.5 

-15 

4.75 

1.35t 

14.0 

c 

UtLAWAnt  3IVIALL  Lflr  VALUb  A  (WW) 

B 

Small-cap  Value 

B 

268.2 

33 

4.75 

1 .45t 

33.0 

31 

DELAWARE  TREND  A 

D 

Small-cap  Growth 

C 

465.4 

_3 

4.75 

1 .34t 

19.4 

]( 

DG  EQUITY 

B 

Large-cap  Growth 

A 

648.8 

42 

3.50 

0.92 

35.9 

3; 

DODGE  &  COX  BALANCED 

A 

Domestic  Hybrid 

B 

5415.4 

49 

No  load 

0.56 

21.2 

if 

DODGE  &  COX  STOCK 

A 

Large-cap  Value 

B+ 

3999.4 

78 

No  load 

0.59 

28.4 

2( 

nAMiut  CAriAi  rnniTV 

B 

Large-cap  Blend 

B 

267.9 

132 

No  load 

0.98t 

36.2 

3( 

DREYFUS  A 

C- 

Large-cap  Value 

F 

2614.8 

_4 

No  load 

0.73 

10.8 

DREYFUS  APPRECIATION 

c 

Large-cap  Growth 

B+ 

1978.8 

126 

No  load 

0.91 

27.9 

2", 

DREYFUS  BALANCED  A 

A 

Domestic  Hybrid 

B+ 

372.0 

27 

No  load 

0.96 

17.4 

i; 

DREYFUS  CORE  VALUE  INV.  A 

B+ 

Large-cap  Value 

C 

585.7 

20 

No  load 

1.13+ 

25.2 

1! 

UKblrub  DlbC  blULK  (XX)  JL 

B 

Large-cap  Blend 

B 

1645.6 

88 

No  load 

0.90 

32.4 

2! 

DREYFUS  GROWTH  &  INCOME  A 

c 

Large-cap  Value 

D 

1944.0 

_3 

No  load 

1 .03 

16.0 

ic 

DREYFUS  GROWTH  OPPORTUNITY 

C- 

Large-cap  Value 

F 

499.9 

8 

No  load 

1.06 

15.1 

K 

DREYFUS  MIDCAP  INDEX 

c 

Mid-cap  Blend 

C 

257.3 

40 

1.00* 

0.50 

31.5 

2S 

DREYFUS  NEW  LEADERS 

c 

Small-cap  Blend 

B 

866.1 

9 

1.00* 

1.17 

19.5 

1/ 

n n r  v r :  i r  noruicD  ati^dfc    ^dauitu  a  /,„ ,i 
DREYFUS  PREMIER  AGGRES.  GROWTH  A  (yy) 

F 

Small-cap  Growth 

F 

305.4 

-35 

5.75 

1.50 

-13.0 

_13 

DREYFUS  PREMIER  VALUE  A  (zz) 

c- 

Large-cap  Value 

F 

206.0 

_7 

5.75 

1.19 

16.4 

11 

DREYFUS  PREMIER  WRLDWD.  GROWTH  B  (aaa) 

Large-cap  Blend 

297.8 

217 

4.00** 

2.00t 

22.8 

2: 

DREYFUS  S&P  500  INDEX 

B 

Large-cap  Blend 

B 

1430.9 

119 

1.00* 

0.57 

32.6 

31 

DREYFUS  SMALL  COMPANY  VALUE 

Small-cap  Value 

402.3 

1593 

No  load 

1.27 

26.1 

25 

DREYFUS  THIRD  CENTURY 

C- 

Large-cap  Growth 

C 

804.1 

43 

No  load 

1 .03 

29.4 

2£ 

EATON  VANCE  GROWTH  A  (bbb) 

C- 

Large-cap  Blend 

F 

173.7 

27 

4.75 

0.981 

28.5 

2£ 

EATON  VANCE  INVESTORS  A  (ccc) 

B 

Domestic  Hybrid 

C 

266.7 

19 

4.75 

0.93t 

21.6 

If 

EATON  VANCE  TAX-MGD.  GROWTH  B  (ddd) 

Large-cap  Blend 

643.0 

217 

5.00'* 

1.63t 

31.0 

31 

EATON  VANCE  TOTAL  RETURN  A  (eee) 

C- 

Utilities 

F 

366.4 

-8 

4.75 

1.23 

16.4 

11 

ECLIPSE  EQUITY  X 

B 

Small-cap  Value 

C 

192.9 

13 

No  load 

1.15 

33.3 

27 

ENTERPRISE  GROWTH  A  X 

c 

Large-cap  Growth 

B+ 

41 0.8 

109 

4.75 

1.53t 

31.8 

31 

■J  1 

EUROPACIFIC  GROWTH  X 

c 

Foreign 

B^ 

18853  5 

20 

5.75 

0.90t 

9.2 

7 

EVERGREEN  BALANCED  B  (fff)  X 

B 

Domestic  Hybrid 

C 

1615.7 

3 

4.00** 

1.69t 

19.0 

1E 

EVERGREEN  BALANCED  II  Y  (ggg) 

B 

Domestic  Hybrid 

B 

812.4 

9 

No  load 

0.68 

21.2 

IE 

rurorirru  di  iic  ruiD  a  /  h  h  h  \ 

C 

Large-cap  Blend 

321 .3 

21 

4.00*  * 

1.56t 

30.5 

2£ 

EVERGREEN  FOUNDATION  Y 

B 

Domestic  Hybrid 

s 

993.5 

23 

No  lo.'id 

1 .00 

25.7 

2* 

EVERGREEN  GLOBAL  OPPORT.  B  (iii) 

World 

203.8 

A2 

5.00" 

2.61 1 

04 

-1 

EVERGRLEN  GROWTH  &  INCOME  Y  A 

A 

Mid-cap  Blend 

A 

680.4 

54 

No  load 

1.21 

31.3 

3C 

EVERGREEN  INCOME  &  GROWTH  Y  (jjj)  X 

B 

Mid-cap  Value 

C- 

907.0 

6 

No  load 

1.18 

25.6 

22 

EVERGREEN  SMALL  CO.  GROWTH  B  (kkk) 

D 

Mid-cap  Growth 

D 

1363.6 

-24 

4.00** 

1.73t 

13.4 

s 

EVERGREEN  STRATEGIC  GROWTH  B  (III) 

C- 

Large-cap  Growth 

C 

882.6 

71 

4.00" 

1.18t 

31.7 

28 

EVERGREEN  VALUE  A 

B 

Large-cap  Value 

C- 

381.6 

16 

4.75 

0.92t 

25.7 

2; 

EVERGREEN  Y  X 

B 

Mid-cap  Blend 

B 

1080.6 

23 

No  load 

1.15 

30.3 

2£ 

EXCELSIOR  BLENDED  EQUITY  A  (mmm) 

C 

Large-cap  Blend 

C- 

542.2 

76 

No  load 

1.01 

29.8 

27 

•Includes  redemption  fee.  "Includes  deferred  sales  charge.  1 12(b)- 1  plan  in  effect.  tNot  currently  accepting  new  accounts.  SiLess  than  0.5%  of  assets.  NA=Not  available.  NM=N 
(dd)  Formerly  Dean  Witter  Amer.  Val.  (ee)  Formerly  Dean  Witter  Cap.  Apprec.  (ff)  Formerly  Dean  Witter  Cap.  Gr  (gg)  Formerly  Dean  Witter  Dev.  Gr.  (hh)  Formerly  Dean  Witter  Dv 
merly  Dean  Witter  Euro.  Gr.  (|j)  Formerly  Dean  Witter  Glob.  Dvd.  Gr.  (kk)  Formerly  Dean  Witter  Glob.  Util.  (II)  Formerly  Dean  Witter  Health  Sci.  (mm)  Formerly  Dean  Witter  Inc 
Formerly  Dean  Witter  Info,  (oo)  Formerly  Dean  Witter  Mid-Cap  Gr.  (pp)  Formerly  Dean  Witter  Nat  Res.  Dev.  (qq)  Formerly  Dean  Witter  Pac.  Gr.  (rr)  Formerly  Dean  Witter  Spec 


Equity  Funds 


U.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING  

ETAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


1.8 

11.3 

12.7 

10.3 

□BBB 

Average 

1 

6 

23 

26 

Columbia/HCA  Healthcare  (1) 

Very  low 

0  97 

9.6 

I  94 

-3.5 

800-543-8072 

1.2 

15.9 

15.1 

12.9 

BBBB 

Average 

1 

8 

25 

31 

General  Electric  (2) 

Low 

0  97 

16.2 

IS  94 

-1.5 

800-543-8072 

S.8 

14.0 

18.0 

16.9 

nana 

Low 

3 

NA 

29 

51 

Microsoft  (4) 

High 

1197 

19.8 

LS  97 

-4.5 

800-543-8072 

r.4 

14.6 

NA 

NA 

bbb 

High 

8 

6 

25 

35 

LCI  International  (3) 

Low 

0  97 

18.8 

LS  97 

-3.0 

800-541-9732 

14 

12.8 

16.1 

13.1 

aaaa 

Low 

36 

8 

38 

24 

Tellabs  (7) 

Average 

IS  93 

13.6 

IS  97 

-8.6 

800-541-9732 

5.7 

23.4 

NA 

NA 

BB 

Low 

13 

6 

22 

37 

BankAmerica  (5) 

Average 

0  97 

17.1 

194 

-5.9 

800-279-0279 

!.0 

20.0 

21.1 

18.4 

aaofl 

Low 

10 

7 

24 

34 

IBM  (4) 

Average 

0  97 

16.7 

194 

-3.4 

800-279-0279 

5.0 

14.7 

17.7 

15.1 

0BH0 

Very  high 

4 

11 

33 

27 

Lehman  Brothers  Holdings  (2) 

High 

UJ97 

16.1 

094 

-7.2 

800-869-6397 

NA 

NA 

NA 

NA 

1 

6 

34 

NA 

Smart  Modular  Tech.  (2) 

NA 

NA 

800-869-3326 

3.9 

7.2 

NA 

NA 

BE3B 

Low 

1 

5 

32 

38 

Washington  Mutual  (3) 

High 

0  97 

17.1 

0  93 

-7.3 

800-869-3863 

1.6 

15.9 

15.1 

13.8 

0000 

High 

4 

7 

31 

24 

Saville  Systems  (ADR)  (1) 

Very  high 

01  97 

18.2 

197 

-13.1 

800-869-6397 

Kb 

16.6 

16.2 

14.9 

BBBB 

Very  low 

3 

5 

23 

48 

IBM  (2) 

Low 

0  97 

15.7 

I  94 

-4.6 

800-869-3863 

!.1 

19.9 

NA 

NA 

□DB 

Average 

3 

100 

25 

30 

Philips  Electronics  (2) 

Low 

10  93 

11.9 

IS  97 

-2.2 

800-869-3863 

NA 

NA 

NA 

NA 

B 

Low 

2 

70 

21 

17 

Minnesota  Mining  &  Mfg  (1) 

NA 

NA 

800-869-3863 

NA 

NA 

NA 

NA 

B 

Low 

3 

67 

26 

27 

Australian  Gas  Light  (3) 

NA 

NA 

800-869-3863 

.4 

10.1 

NA 

NA 

□B 

Average 

2 

5 

40 

33 

Agouron  Pharm.  (3)             Very  high 

IS  95 

19.0 

193 

-17.8 

800-869-3863 

NA 

NA 

NA 

NA 

1 

1 

18 

NA 

Occidental  Petrol.  (144A)  (2) 

NA 

NA 

800-869-6397 

NA 

NA 

NA 

NA 

6 

18 

41 

NA 

Chancelor  Media  (2) 

NA 

NA 

800-869-3863 

NA 

NA 

NA 

NA 

□ 

Very  high 

5 

6 

34 

22 

Dekalb  Genetics  CI.  B  (2) 

NA 

NA 

800-869-3863 

).8 

12.7 

12.5 

10.2 

BBBB 

High 

1 

19 

25 

18 

Exxon  (2)  Average 

0197 

14.7 

TS97 

-9.3 

800-869-6397 

NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 


15.1  14.3 


BB 

BOB 
BOB 
3  BBB 

BBBB 
BBBB 
BBBB 
BBBO 
1BQH 

DDEim 
□BBB 

an 

BBBB 
BBDD 


Average  3 
13 

Very  high  9 
Very  low  1 
Very  low  4 


100 
5 
1 

11 

2 


19 
25 
26 
22 
24 


52 
NA 

21 
38 
40 


Hutchison  Wbampoa  (7) 

Tracor (3) 

Pier  1  Imports  (2) 

SBC  Communications  (3) 

Texas  Utilities  (§) 


Very  high 

Low 
Average 
Average 

High 
Very  low 
Low 
Low 

__High__ 

Low 
High 
Average 
Very  low 
Low 


IS  93  35.6 
NA 

0  97  9.8 
TS  97  13.2 
0  97  14.3 


LS  97-28.6 
NA 

194  -2.5 
194  -6.5 
194  -2.7 


800-869-3863 
800-869-6397 
800-869-3863 
800-869-3863 
800-869-3863 


7.0  5.3 

14.8  11.9 

14.9  11.4 
16.7  13.6 
14.7  12.7 


Average 
Average 

High 
Average 
Average 


76 
4 
11 
11 
4 


27 
24 
25 
25 
34 


10 
25 
24 
26 
45 


Hutchison  Whampoa  (1) 
Tyco  Intl.  (3) 
Pitney  Bowes  (3) 
Pitney  Bowes  (3) 
CompUSA  (3) 


0  97 
0  97 
0  97 


11.5 
11.2 
13.7 


0  97  15.3 
0  97  14.9 


TS  94 
194 
194 
194 

094 


-7.8 
-2.1 
-3.8 
-3.9 
-8.3 


800-869-3863 
800-523-4640 
800-523-4640 
800-523-4640 
800-523-4640 


18.7  16.9 

20.3  17.2 

NA  NA 

14.6  12.6 

17.0  15.2 


Average  8  NA  21  32  Keystone  International  (2) 

High  8  2  35  30  Platinum  Technology  (2) 

Very  low  7  NA  31  43  Compaq  Computer  (4) 

Low  4  10  20  21  General  Motors  (2) 

Very  low  10  9  20  31  General  Motors  (3) 


0  97  15.3 

HI  97  20.2 

0  97  18.1 

0  97  11.0 

0  97  15.4 


TS  94  -4.9 

0  94  -7.2 

194  -3.8 

194  -1.2 

TS  97  -1.5 


800-523-4640 
800-523-4640 
800-748-8500 
800-621-3979 
800-621-3979 


3.0 

18.4 

NA 

NA 

BO 

Very  low 

2 

0 

28 

31 

Microsoft  (6) 

Average 

0  97 

17.3 

194 

-3.9 

800-762-6814 

).1 

5.4 

11.0 

7.6 

BBBB 

Very  high 

4 

8 

20 

21 

Ingersoll-Rand  (2) 

Average 

0  97 

11.5 

15  97 

-6.3 

800-373-9387 

!.3 

17.7 

17.1 

16.0 

BBBB 

Very  low 

1 

9 

26 

30 

Pfizer  (5) 

Average 

0  97 

16.4 

194 

-5.2 

800-373-9387 

i.6 

11.0 

NA 

NA 

BB 

Very  high 

-1 

3 

22 

19 

General  Signal  (2) 

Very  low 

0  97 

8.2 

194 

-2.5 

800-373-9387 

).2 

14.5 

14.8 

10.8 

sbbb 

Average 

1 

19 

21 

28 

Philips  Electronics  (ADR)  (3) 

Average 

0  97 

15.3 

IB  94 

-2.4 

800-373-9387 

).2 

18.0 

18.3 

16.4 

b  n 

Average 

2 

6 

25 

28 

General  Electric  (3) 

Average 

0  97 

17.3 

194 

-3.4 

800-373-9387 

i.3 

10.5 

NA 

NA 

BB 

High 

14 

5 

22 

18 

Carnival  CI  A  (2) 

Average 

0  97 

11.9 

TS  94 

-3.7 

800-373-9387 

.5 

6.0 

12.2 

8.7 

BBBB 

High 

5 

8 

20 

21 

CNF  Transportation  (2) 

High 

0  97 

12.2 

TS  97 

-7.0 

800-373-9387 

r.2 

15.2 

NA 

NA 

BB 

Very  low 

4 

0 

27 

36 

Midcap  400  Index  (Put.)  (4) 

Average 

10  97 

16.0 

194 

-3.8 

800-373-9387 

3.3 

13.5 

17.1 

14.6 

BBBB 

High 

6 

3 

25 

36 

Global  Industries  (2) 

Average 

n  97 

17.8 

197 

-6.8 

800-373-9387 

3.1 

-1.7 

5.5 

3.5 

BBBB 

High 

1 

20 

27 

5 

Teva  Pharmaceutical  (ADR)  (7)  Very  high 

0  97 

15.8 

IB  97 

-21.3 

800-554-4611 

2.0 

8.3 

11.5 

8.6 

□BOB 

High 

3 

10 

21 

25 

Watson  Pharmaceuticals  (3) 

High 

0  97 

11.1 

194 

-7.1 

800-554-4611 

NA 

NA 

NA 

NA 

« 

Very  low 

3 

40 

26 

18 

Intel  (4) 

NA 

NA 

800-554-4611 

3.6 

17.7 

NA 

NA 

was 

Very  low 

4 

3 

26 

30 

S&P  500  (Fut.)  (4) 

Average 

0  97 

17.3 

194 

-3.9 

800-373-9387 

NA 

NA 

NA 

NA 

Very  high 

11 

3 

25 

15 

Young  Broadcasting  CI.  A  (2) 

NA 

NA 

800-373-9387 

3.3 

12.7 

16.2 

13.5 

OBBB 

Average 

2 

NA 

31 

35 

Schlumberger  (3) 

Average 

0  97 

17.6 

0  94 

-5.3 

800-373-9387 

2.9 

10.7 

13.7 

11.1 

BBBB 

High 

6 

17 

28 

36 

Sofamor/Danek  Group  (6) 

High 

0  97 

16.9 

0  93 

-5.5 

800-225-6265 

J.4 

11.1 

13.1 

9.8 

ooaa 

Average 

7 

16 

26 

36 

Sofamor/Danek  Group  (4) 

Very  low 

0  97 

11.2 

194 

-2.8 

800-225-6265 

NA 

NA 

NA 

NA 

Very  low 

1 

7 

30 

14 

Merck  (8) 

NA 

NA 

800-225-6265 

3.8 

5.6 

11.6 

8.4 

BBBB 

High 

2 

16 

25 

19 

ACC  (6) 

Average 

193 

10.5 

194 

-7.7 

800-225-6265 

3.2 

13.6 

15.2 

12.1 

BBBB 

Average 

1 

1 

19 

1 

US  Airways  Group  (1) 

Average 

0197 

17.3 

0  94 

-6.2 

800-872-2710 

.8 

20  1 

18.5 

16.2 

BBBB 

Low 

4 

2 

35 

35 

Cisco  Systems  (5) 

Average 

0  97 

21.2 

094 

-4.2 

800-432-4320 

t.9 

13.4 

13.8 

12.2 

DBOQ 

Low 

12 

99 

24 

5 

Novartis  (Reg)  (3) 

Average 

0  97 

12.2 

TS  97 

-7.5 

800-421-4120 

3.0 

10.8 

12.0 

9.7 

OBBB 

Average 

1 

3 

26 

40 

General  Electric  (4) 

Very  low 

0  97 

10.4 

194 

-4.4 

800-343-2898 

3.2 

10.1 

NA 

NA 

BB 

Low 

5 

4 

28 

23 

General  Electric  (2) 

Very  low 

0  97 

9.3 

194 

-2.9 

800-343-2898 

5.6 

12.9 

14.0 

11.0 

BBBD 

High 

4 

6 

29 

35 

General  Electric  (4) 

Average 

0  97 

16.3 

194 

-4.7 

800-343-2898 

3.8 

14.0 

NA 

NA 

DBB 

Very  low 

10 

0 

25 

24 

Intel  (2) 

Low 

0  97 

11.5 

194 

-3.7 

800-343-2898 

NA 

NA 

NA 

NA 

□ 

4 

34 

31 

14 

ACC  (2) 

NA 

NA 

800-343-2898 

13 

18.7 

18.3 

16.3 

BBBB 

Very  low 

20 

1 

26 

31 

Webster  Financial  (2) 

Low 

0  97 

15.6 

194 

^1.2 

800-343-2898 

3.2 

10.5 

12.3 

9.8 

BBBB 

High 

2 

14 

20 

15 

PP&L  Resources  (4) 

Low 

0  97 

10.7 

194 

-6.8 

800-343-2893 

14 

10.8 

17.0 

14.1 

BBBB 

Average 

0 

1 

33 

35 

Astoria  Financial  (2) 

Very  high 

0  97 

17.9 

197 

-11.3 

800-343-2898 

5.8 

12.1 

15.1 

11.9 

aosie 

High 

4 

3 

31 

33 

General  Electric  (4) 

High 

0  97 

16.6 

094 

-4.2 

800-343-2898 

7.0 

14.1 

15.9 

13.2 

BBBB 

Average 

7 

6 

23 

28 

CoreStates  Financial  (3) 

Low 

0  97 

11.7 

194 

-2.8 

800-343-2898 

7.6 

15.4 

15.7 

13.5 

BBBB 

Very  low 

17 

1 

25 

47 

Clear  Channel  Communs.  (3) 

Low 

0  97 

14.1 

TS  94 

-2.2 

800-343-2898 

B.5 

16.6 

17.2 

15.6 

BBBB 

Low 

2 

2 

27 

30 

General  Electric  (4) 

Average 

0  97 

16.5 

194 

-5.6 

800-446-1012 

'at.  (tt)  Formerly  Dean  Witter  Util.  (uu)  Formerly  Dean  Witter  Val.-Ad.  Mkt.  (w)  Formerly  Dean  Witter  World  Wide  (ww)  Formerly  Delaware  Val.  A.  (xx)  Formerly  Dreyfus  Disc. 
Premier  Aggres.  Gr.  A.  (zz)  Formerly  Premier  Val.  A.  (aaa)  Formerly  Premier  Gr.  B.  (bbb)  Formerly  EV  Trad.  Gr.  (ccc)  Formerly  EV  Trad.  Inv.  (ddd)  Formerly  EV  Marathon 
>rmerly  EV  Trad.  T/R.  (fff)  Formerly  Keystone  Bal.  K-l.  (ggg)  Formerly  Evergreen  Bal.  Y.  (hhh)  Formerly  Keystone  Gr.-lnc.  S-l.  (iii)  Formerly  Keystone  Glbl.  Opport.  B.  (jjj) 
/Ft  Y.  (kkk)  Formerly  Keystone  Sm.  Co.  Gr.  S-4.  (Ill)  Formerly  Keystone  Strat.  Gr.  K-2.  (mmm)  Formerly  Excelsior  Eq.  A.         DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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I II  IIMMMMMMMMMW 

MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997  RET1N 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

AH 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

'  OF  FUND  WITHIN  CATEGORY) 

$MIL 

1996-97 

CHARGE  (%) 

RATIO  (.%) 

TAX 

FXPKLSIOR  INTFRNATIONAL 

c_ 

Fn  rp  i  on 
rut  cieii 

Q 

177.7 

61 

No  load 

1.40 

9.3 

~[— 
1 

EXCELSIOR  VALUE  &  RESTRUCT.  A  (nun) 

A 

Mid-cap  Blend 

A 

230.0 

103 

No  load 

0.91 

33.6 

3' 

FAM  VALUE  X 

B 

Small-cap  Value 

C 

331.8 

31 

No  load 

1.27 

39.1 

3' 

FEDERATED  AMERICAN  LEADERS  A 

B 

Large-cap  Value 

C- 

1256.7 

108 

5.50 

1.17 

32.0 

FEDERATED  EQUITY-INCOME  B  A 

Large-cap  Blend 

834.7 

168 

5.50** 

1.87T 

24.2 

2. 

FEDERATED  GROWTH  STRAT.  A 

c_ 

Miri-ran  flrnwth 

487.2 

24 

5.50 

1.13 

27.1 

2 

FEDERATED  MAX-CAP  INSTL. 

B+ 

Large-cap  Blend 

B 

1233.9 

29 

No  load 

0.31 

32.7 

3l 

FEDERATED  SMALL  CAP  STRAT.  B 

Small-cap  Blend 

192.4 

327 

5.50** 

2.10t 

13.4 

1 

FEDERATED  STOCK 

B+ 

Large-cap  Value 

B 

1216.4 

45 

No  load 

0.99 

34.4 

2 

FEDERATED  UTILITY  A 

C 

Utilities 

C 

781.6 

3 

5.50 

1.15 

26.6 

2; 

FIDELITY 

B+ 

Large-cap  Blend 

A 

6335.5 

42 

No  load 

0.59 

32.1 

2 

FIDELITY  ADVISOR  BALANCED  T  (ooo) 

C 

Domestic  Hybrid 

D 

2995.2 

4 

3.50 

1.25+ 

22.3 

1 

FIDELITY  ADVISOR  EQUITY  GROWTH  T  Sk 

c 

Large-cap  Growth 

B 

4206.3 

22 

3.50 

1.34+ 

23.9 

2 

FIDELITY  ADVISOR  EQUITY  INCOME  T 

B 

Large-cap  Value 

8 

2255.4 

36 

3.50 

1.26+ 

25.9 

2 

FIDELITY  ADVISOR  GROWTH  OPPORT.  T  X 

A 

Large-cap  Value 

B 

20408.6 

35 

3.50 

1.34+ 

28.6 

2 

FinFLITY  ADVISOR  MID  TAP  T  -£L 

ivim  tu|J  diciiu 

326.5 

71 

3.50 

1.60+ 

27.3 

2 

FIDELITY  ADVISOR  NATURAL  RES.  T  A 

C- 

Natural  Resources 

B 

528.3 

-19 

3.50 

1.44+ 

-0.8 

FIDELITY  ADVISOR  OVERSEAS  T 

C- 

Foreign 

B 

1096.8 

6 

3.50 

1.60+ 

1 1.3 

FIDELITY  ADVISOR  STRAT.  OPPORT.  T 

C 

Mid-cap  Value 

D 

529.3 

-6 

3.50 

1.27+ 

26.0 

2 

FIDELITY  ASSET  MANAGER 

B 

Domestic  Hybrid 

C 

11890.5 

8 

No  load 

0.78 

22.3 

1 

nnn  ity  acqft  man  AftFR*  growth 

B 

HriirK"  tir  Mwhrirl 

uuiMi  .in.  nyui  IU 

Q 

4530.9 

34 

No  load 

0.86 

26.5 

2 

FIDELITY  ASSET  MANAGER:  INCOME 

A 

Domestic  Hybrid 

B+ 

687.3 

17 

No  load 

0.76 

12.4 

1 : 

FIDELITY  BALANCED  A 

8 

Domestic  Hybrid 

C- 

4283.9 

9 

No  load 

0.74 

23.5 

1 

FIDELITY  BLUE  CHIP  GROWTH 

B 

Large-cap  Blend 

B 

13166.0 

38 

3.00 

0.78 

27.0 

2 

FIDELITY  CAPITAL  APPRECIATION 

B 

Mid-cap  Blend 

B 

2046.9 

25 

No  load 

0.80 

26.5 

2 

rinri  |tv  PHNTRAPIINn 

1  'linn  r  in  RlenH 

g 

30263.0 

27 

3.00 

0.79 

23.0 

1 

FIDELITY  DESTINY  1  X 

A 

Large-cap  Value 

A 

6034.5 

23 

8.67 

0.38 

30.9 

2 

FIDELITY  DESTINY  II  X 

A 

Large-cap  Value 

A 

3693.2 

32 

8.67 

0.53 

29.6 

2: 

FIDELITY  DISCIPLINED  EQUITY 

C 

Large-cap  Blend 

C- 

2451.5 

17 

No  load 

0.64 

33.3 

2 

FIDELITY  DIVERSIFIED  INTL. 

c 

Foreign 

A 

1496.7 

98 

No  load 

1.27 

13.7 

1  1 

Finn  itv  mvmrNn  r.RfiwTH  o 

Large-cap  Blend 

4368.9 

86 

No  load 

0.92 

27.9 

2. 

FIDELITY  EMERGING  GROWTH  A 

D 

Mid-cap  Growth 

C 

1977.9 

7 

3.75* 

1.09 

19.5 

1 

FIDELITY  EMERGING  MARKETS 

F 

Diversified  Emerging  Mkts. 

463.1 

-60 

4.50* 

1.35 

^10.8 

-4 

FIDELITY  EQUITY-INCOME 

A 

Large-cap  Value 

B+ 

21177.7 

49 

No  load 

0.66 

30.0 

2 

FIDELITY  EQUITY-INCOME  II 

B 

Large-cap  Value 

C 

16977.5 

11 

No  load 

0.72 

27.2 

2 

rinri  itv  niGnpr 

rlULLI  1  I  tUnUrt 

B+ 

Europe 

g 

926.0 

20 

4.00* 

1.18 

22.9 

2 

FIDELITY  EUROPE  CAPITAL  APPREC. 

Europe 

368.8 

95 

4.00* 

1.07 

25.0 

2 

FIDELITY  FIFTY 

Large-cap  Blend 

171.4 

16 

3.00 

0.84 

23.0 

1 

FIDELITY  GROWTH  &  INCOME 

A 

Large-cap  Blend 

A 

35785.6 

50 

No  load 

0.71 

30.2 

2 

FIDELITY  GROWTH  COMPANY  A 

C 

Large-cap  Growth 

C 

10523.8 

13 

No  load 

0.85 

18.9 

1 

rlVlLL.ll  T  flUNU  nUNu  oi      Ml iNM 

Pacific/Asia  ex-Japan 

178.8 

-9 

4.50* 

1.62 

-22.1 

-2 

FIDELITY  INTL.  GROWTH  &  INCOME 

C 

International  Hybrid 

C- 

1024.2 

-5 

No  load 

1.14 

7.1 

FIDELITY  INTL.  VALUE 

Foreign 

383.9 

44 

No  load 

1.26 

7.9 

FIDELITY  JAPAN 

F 

Japan 

230.9 

-10 

4.50* 

1.14 

-10.7 

-1 

FIDELITY  LATIN  AMERICA 

Latin  America 

826.7 

55 

4.50* 

1.32 

32.9 

3 

rinri  itv  i  nw.DDirrn  cTnru 

A 
M 

Small-cap  Value 

10459.3 

85 

4.50* 

1.01 

26.7 

2 

FIDELITY  MAGELLAN 

c 

Large-cap  Blend 

c- 

63035.4 

17 

3.00 1 

0.64 

26.6 

2 

FIDELITY  MID-CAP  STOCK  A 

Mid-cap  Blend 

1700.6 

0 

No  load 

0.96 

27.1 

2 

FIDELITY  NEW  MILLENNIUM 

c 

Mid-cap  Growth 

A 

1529.9 

22 

3.001. 

1.03 

24.6 

2 

FIDELITY  OTC  A 

c- 

Mid-cap  Growth 

B 

3956.8 

17 

3.00 

0.84 

9.9 

MUbLIIY  UVLKbtAb 

c  ~ 

Foreign 

n 

3683.9 

13 

No  load 

1.12 

10.9 

FIDELITY  PACIFIC  BASIN 

F 

Diversified  Pacific/Asia 

c 

227.7 

-49 

4.00* 

1.24 

-15.1 

-1 

FIDELITY  PURITAN 

B 

Domestic  Hybrid 

B+ 

22821.8 

23 

No  load 

0.66 

22.4 

1 

FIDELITY  REAL  ESTATE  INVESTMENT  X 

C 

Specialty-Real  Estate 

2375.9 

38.0 

0.8* 

0.90 

21.4 

1 

FIDELITY  RETIREMENT  GROWTH 

c 

Large-cap  Blend 

D 

4017.7 

-1 

No  load 

0.70 

18.5 

1 

rlDtLII  T  9tL.  AMtKltAN  bULD  c±±> 

F 

Precious  Metals 

D 

262.0 

-26 

3.75* 

1.42 

-39.4 

-4 

FIDELITY  SEL.  BIOTECHNOLOGY 

F 

Health 

D 

616.1 

-3 

3.75* 

1.56 

15.4 

1 

FIDELITY  SEL.  BROKERAGE  &  INVMT.  A 

c 

Financial 

D 

509.0 

357 

3.75* 

1.93 

62.3 

6 

FIDELITY  SEL.  COMPUTERS 

D 

Technology 

D 

660.0 

-1 

3.75* 

1.44 

-1.1 

- 

FIDELITY  SEL.  DEVELOP.  COMMUN.  A 

F 

Communications 

221.6 

-20 

3.75* 

1.62 

5.6 

- 

i  IULLI  1  I    JlL.  LLLv  1  nUHIL  J 

Q  - 

1  cuilliu  lU|£y 

B+ 

2549.1 

63 

3.75* 

1.29 

14.2 

FIDELITY  SEL.  ENERGY 

c- 

Natural  Resources 

C 

185.6 

-23 

3.75* 

1.55 

10.5 

FIDELITY  SEL.  ENERGY  SERVICE 

c 

Natural  Resources 

B+ 

1625.3 

189 

3.75* 

1.45 

51.9 

4 

FIDELITY  SEL.  FINANCIAL  SERVICES 

c 

Financial 

C- 

457.6 

36 

3.75- 

1.43 

42.0 

3 

FIDELITY  SEL.  FOOD  &  AGRICULTURE 

B 

Unaligned 

B+ 

218.8 

-13 

3.75* 

1.50 

30.3 

2 

FIDELITY  SEL.  HEALTH  CARE  A 

B 

Health 

B+ 

1569.3 

26 

3.75* 

1.32 

31.1 

2 

FIDELITY  SEL.  HOME  FINANCE 

A 

Financial 

B 

1493.0 

88 

3.75* 

1.34 

45.9 

4 

FIDELITY  SEL.  REGIONAL  BANKS 

B 

Financial 

C 

1047.5 

105 

3.75* 

1.45 

45.5 

4 

FIDELITY  SEL.  SOFTWARE  &  COMPUTERS  A 

D 

Technology 

C 

433.9 

8 

3.75* 

1.51 

14.9 

1 

FIDELITY  SEL.  TECHNOLOGY 

D 

Technology 

C 

547.9 

12 

3.75* 

1.44 

10.4 

•Includes  redemption  fee  "Includes  deferred  sales  charge.  +  12(b)- 1  plan  in  effect.  JNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=P 
(nnn)  Formerly  Excelsior  Business  &  Industrial  A.  (ooo)  Formerly  Fidelity  Advisor  Income  &  Growth  T 


Equity  Funds 


JAL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


10  YEARS 
PRETAX  AFTER  FAX 


RESULTS  VS. 
ALL  FUNDS 


TURNOVER 


CASH 

% 


FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 
%      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


li  m 


BEST 


WORST 


QTR   %RET     QTR  %RET 


7.6  6.7  BBBB  Low  4  98  23  12  Siebe  (3)                            High  D  97  12.7  DZ  97  -6.7  800-446-1012 

NA  NA  OD  Average  3  9  26  31  Texas  Instruments  (2)              Low  U97  18.7  DZ  94  -4.1  800-446-1012 

19.1  18.1  OOEJH  Very  low  4  NA  21  49  Reliastar  Financial  (7)             Low  ID  97  17.0  194  -3.9  800-932-3271 

15.8  13.1  □□Bfl  Average  3  6  23  22  Sun  (3)  Average  II 97  14.0  ffl  94  -2.8  800-341-7400 

NA  NA  B  Average  2  6  24  16  Mellon  Bank  (3)  NA  NA  800-341-7400 


NA 


5.6 

11.8 

17.0 

13.7 

DBOO 

Average 

3 

3 

32 

34 

General  Electric  (2) 

High 

ffl97 

17.6 

ffl  97 

-5.9 

800-341-7400 

9.8 

17.5 

NA 

NA 

BO 

Very  low 

5 

3 

26 

37 

General  Electric  (3) 

Average 

1197 

17.4 

194 

-3.9 

800-341-7400 

NA 

NA 

NA 

NA 

Average 

4 

1 

23 

14 

Frontier  Insurance  Group  (1) 

NA 

NA 

800-341-7400 

9.9 

16.7 

15.8 

12.7 

□BSD 

Average 

1 

6 

23 

38 

Dayton  Hudson  (3) 

Low 

H97 

14.6 

ffl  94 

-3.4 

800-341-7400 

3.5 

11.1 

NA 

NA 

DBS 

Average 

4 

6 

23 

27 

CMS  Energy  (3) 

Low 

ffl  97 

12.9 

194 

-7.2 

800-341-7400 

!0.6 

17.3 

17.4 

14.5 

BBBB 

High 

3 

6 

26 

28 

General  Electric  (4) 

Low 

n  97 

17.4 

194 

-2.5 

800-544-8888 

1.4 

9.8 

13.9 

11.7 

BDBB 

Very  high 

2 

13 

25 

24 

Citicorp  (2) 

Low 

n97 

12.6 

194 

-3.1 

800-522-7297 

7.9 

16.2 

NA 

NA 

BB 

Average 

7 

5 

30 

32 

Philip  Morris  (4) 

Average 

D97 

17.2 

U94 

-4.0 

800-522-7297 

9.2 

17.8 

NA 

NA 

33 

Average 

2 

6 

22 

28 

British  Petroleum  (AOR)  (4) 

Low 

1197 

15.7 

194 

-2.5 

800-522-7297 

!0.4 

18.8 

21.1 

19.1 

□BOB 

Low 

7 

10 

23 

32 

Philip  Morris  (7) 

Low 

1197 

14.4 

IV  94 

-1.0 

800-522-7297 

NA 

NA 

NA 

NA 

3 

2 

30 

18 

Evergreen  Media  CI.  A  (1) 

NA 

NA 

800-522-7297 

7.6 

15.6 

15.6 

13.2 

BBBB 

High 

4 

28 

25 

15 

Total  (ADR)  (4) 

High 

ffl  97 

14.2 

ffl  97 

-13.2 

800-522-7297 

4.5 

13.6 

NA 

NA 

ana 

Average 

7 

96 

27 

20 

Alcatel  Alsthom  (2) 

Average 

193 

13.9 

ffl  97 

-6.7 

800-522-7297 

4.6 

12.0 

15.2 

12.7 

BBBB 

High 

6 

1 1 

26 

31 

Whole  Foods  Market  (9) 

Average 

III  97 

18.1 

I  94 

-6.5 

800-522-7297 

3.4 

11.4 

NA 

NA 

DBS 

Average 

1 1 

8 

24 

28 

Fannie  Mae  (5) 

Low 

n  97 

11.3 

I  94 

-4.8 

800-544-8888 

5.9 

14.1 

NA 

NA 

BB 

Average 

9 

8 

23 

18 

Fannie  Mae  (6) 

Low 

H97 

13.7 

15  94 

-5.1 

800-544-8888 

0.0 

8.1 

NA 

NA 

High 

33 

9 

23 

11 

Fannie  Mae  (2) 

Very  low 

193 

6.5 

194 

-2.0 

800-544-8888 

1.9 

9.7 

12.7 

10.2 

BBBB 

Average 

0 

9 

22 

16 

General  Electric  (2) 

Low 

H97 

11.3 

194 

-3.3 

800-544-8888 

0.8 

18.0 

20.2 

18.6 

DODB 

Average 

4 

3 

29 

24 

General  Electric  (3) 

Average 

H97 

16.7 

197 

0.0 

800-544-8888 

8.8 

15.4 

16.1 

13.2 

Very  high 

2 

6 

28 

28 

Microsoft  (5) 

Average 

1197 

17.5 

ffl  97 

-3.4 

800-544-8888 

9.7 

17.1 

23.0 

20.8 

□DOB 

High 

8 

16 

28 

30 

Schlumberger  (2) 

Average 

1195 

13.8 

D94 

-3.2 

800-544-8888 

2.9 

18.8 

20.6 

16.9 

bood 

Low 

4 

10 

23 

47 

Fannie  Mae  (7) 

Low 

D97 

15.4 

12  94 

-0.8 

800-752-2347 

2.4 

19.4 

21.1 

17.9 

DODB 

Low 

5 

9 

24 

40 

Fannie  Mae  (6) 

Low 

D97 

14.6 

ffl  94 

-0.7 

800-752-2347 

8.4 

15.5 

NA 

NA 

DBB 

High 

7 

0 

23 

24 

General  Electric  (4) 

Average 

D97 

15.2 

194 

-1.5 

800-544-8888 

7.3 

16.2 

NA 

NA 

OB 

High 

6 

97 

23 

17 

Novartis  (Reg)  (2) 

Average 

193 

14.4 

12  97 

-4.3 

800-544-8888 

NA 

NA 

NA 

NA 

D 

High 

6 

6 

25 

19 

Schering-Plough  (4) 

NA 

NA 

800-544-8888 

7.6 

14.5 

NA 

NA 

High 

1 

5 

34 

36 

Microsoft  (3) 

High 

D  95 

19.6 

1194 

-10.2 

800-544-8888 

1.2 

-1.6 

NA 

NA 

Average 

5 

100 

11 

-91 

Telebras  (ADR)  (6) 

Very  high 

ffl  93 

39.7 

12  97 

-22.6 

800-544-8888 

0.3 

18.0 

16.7 

14.3 

• 

Low 

4 

13 

22 

34 

General  Electric  (3) 

Low 

1197 

14.8 

194 

-3.3 

800-544-8888 

8.5 

16.1 

NA 

NA 

S3 

Average 

3 

10 

25 

34 

General  Electric  (4) 

Low 

1197 

15.9 

12  94 

-2.2 

800-544-8888 

9.9 

18.5 

12.9 

11.8 

□DOB 

Average 

3 

100 

25 

31 

Shell  Trans.  &  Trad.  (Reg)  (3)  Average 

TJ97 

9.4 

1194 

-2.3 

800-544-8888 

NA 

NA 

NA 

NA 

a 

Very  high 

6 

100 

27 

12 

Rhone-Poulenc  CI.  A  (4) 

NA 

NA 

800-544-8888 

NA 

NA 

NA 

NA 

3 

High 

1 

3 

29 

20 

Russell  2000  Futures  (7) 

NA 

NA 

800-544-8888 

0.9 

18.9 

19.8 

17.3 

DDDD 

Low 

5 

8 

27 

30 

General  Electric  (3) 

Low 

1197 

16.8 

194 

-2.7 

800-544-8888 

7.1 

14.9 

19.6 

17.6 

DODB 

Average 

5 

5 

31 

32 

General  Electric  (2) 

High 

1195 

16.0 

1194 

-4.0 

800-544-8888 

NA 

NA 

NA 

NA 

High 

3 

100 

12 

-6 

HSBC  Holdings  (HK)(21) 

NA 

NA 

800-544-8888 

2.2 

11.2 

9.1 

8.3 

□□BB 

High 

7 

100 

26 

18 

Honda  Motor  (1) 

Average 

I  93 

11.4 

12  97 

-5.2 

800-544-8888 

NA 

NA 

NA 

NA 

3 

Average 

13 

95 

26 

10 

Alcatel  Alsthom  (2) 

NA 

NA 

800-544-8888 

1.7 

1.2 

NA 

NA 

33 

Average 

4 

99 

32 

-26 

Toyota  Motor  (5) 

Very  high 

1197 

23.5 

12  97 

-15.5 

800-544-8888 

NA 

NA 

NA 

NA 

a 

Average 

7 

100 

19 

4 

Telebras  (ADR)  (7) 

NA 

NA 

800-544-8888 

0.4 

17.1 

NA 

NA 

ODO 

Average 

18 

25 

20 

23 

Canadian  Nat'l.  Railway  (1) 

Very  low 

ffl  97 

13.0 

12  94 

-1.3 

800-544-8888 

8.8 

15.8 

18.9 

15.8 

OBDB 

Average 

4 

9 

27 

8 

General  Electric  (3) 

Average 

1197 

16.6 

1194 

^t.5 

800-544-8888 

NA 

NA 

NA 

NA 

a 

High 

5 

1 

28 

24 

Keane (1) 

NA 

NA 

800-544-8888 

4.0 

22.0 

NA 

NA 

OB 

High 

3 

9 

29 

36 

Global  Marine  (3) 

High 

ffl  97 

19.4 

12  97 

-8.8 

800-544-8888 

4.7 

11.9 

17.9 

15.0 

ODBB 

High 

5 

6 

30 

25 

Intel  (7) 

High 

H97 

16.4 

12  97 

-11.0 

800-544-8888 

15.0  12.0 
14.9  13.1 
15.6  12.4 


8.2     6.7    BQDB  Average  10  96  26  21  Alcatel  Alsthom  (2)  Average  D  97  12.5  IV  97  -6.8  800-544-8888 

1.4     0.7    BBOB  Average  5  100  27  -32  Toyota  Motor  (6)  Very  high  1197  19.1  IV  97  -17.2  800-544-8888 

BBBB  Average  4  13  25  19  General  Electric  (3)  Low  n  97  12.3  12  94  -1.8  800-544-8888 

BO  BO  Average  4  1  30  27  Equity  Resident.  Ppty.  Tr.  (5)  Average  12  96  19.0  12  93  -5.6  800-544-8888 

OBBB  Very  high  3  15  27  22  Wal-Mart  Stores  (4)  Average  II 97  15.3  ffl  97  -5.4  800-544-8888 

-0.2  -0.4    BBOB  Average  5  63  43  -13  Getchell  Gold  (10)  Very  high  1193  32.5  12  97-32.1  800-544-8888 

19.2  17.4    OOBB      Low  6  2  37  30  Genentech  (10)  Very  high  ffl  97  14.6  193-19.3  800-544-8888 

22.3  21.3    BOOD  Very  low  10  9  18  31  Morg.  St.,  Dean  Wit.,  Disc.  (7)    High  0  97  26.0  194-13.9  800-544-8888 

19.4  17.2    BOOB  Very  high  11  4  25  28  Compaq  Computer  (10)  Very  high  ffl  97  30.2  12  97-25.8  800-544-8888 
NA     NA       DOB  Very  high  13  14  30  21  Vitesse  Semiconductor  (7)  Very  high  E  97  22.9  197-15.5  800-544-8888 


13.5 

28.4 

23.4 

21.0 

BBBB 

Very  high 

7 

12 

26 

22 

Compaq  Computer  (8) 

Very  high 

E95 

36.3 

12  97 

-22.3 

800-544-8888 

6.3 

14.0 

12.6 

10.9 

OBBB 

Average 

6 

31 

23 

31 

Total  CI.  B  (ADR)  (7) 

High 

193 

16.3 

12  93 

-9.5 

800-544-8888 

11.2 

29.5 

17.4 

16.6 

BBDO 

High 

11 

12 

32 

36 

Cooper  Cameron  (6) 

High 

ffl  97 

36.9 

12  93 

-12.1 

800-544-8888 

'5.6 

22.4 

22.0 

19.8 

OODO 

Average 

7 

0 

20 

36 

Barneft  Banks  (7) 

High 

H97 

17.9 

12  94 

-6.3 

800-544-8888 

8.4 

15.6 

21.5 

18.8 

OBBB 

Average 

6 

3 

30 

28 

Philip  Morris  (8) 

Low 

U97 

10.5 

194 

-2.4 

800-544-8888 

!2.4 

19.0 

23.2 

20.0 

ODOO 

Average 

6 

11 

34 

34 

American  Home  Products  (9) 

Average 

H97 

21.3 

193 

-13.1 

800-544-8888 

12.0 

28.6 

27.6 

25.5 

Average 

5 

NA 

23 

35 

Washington  Mutual  (5) 

Average 

1197 

19.4 

ffl  94 

-10.6 

800-544-8888 

!6.4 

23.3 

26.0 

23.4 

333H 

Average 

4 

4 

21 

33 

BankAmerica  (7) 

Average 

H97 

15.4 

12  94 

-7.2 

800-544-8888 

!2.2 

17.9 

20.8 

18.0 

BOOB 

Very  high 

5 

5 

37 

26 

Microsoft  (10) 

High 

ffl  94 

21.6 

0  94 

-17.5 

800-544-8888 

51.3 

16.9 

19.0 

16.5 

BOOB 

Very  high 

9 

13 

31 

17 

Compaq  Computer  (10) 

Very  high 

U95 

22.1 

12  97 

-19.9 

800-544-8888 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997  RE  M 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ACCL7TC 
HoOL 1 O 

°/  PHP 

OALx  J 

LArtlNot 

nn  r  .Ufl 

pre-  tm 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

,    OF  FUND  WITHIN  CATEGORY) 

SMIL 

1996-97 

CHARGE  (%) 

RATIO  (%) 

TAX  ■ 

FIDELITY  SEL.  TELECOMMUNICATIONS 

C 

Communications 

423  7 

-3 

•5  TC  * 
0.  /  □ 

25.8  .1 

FIDELITY  SEL.  UTILITIES  GROWTH  & 

C 

Utilities 

C 

250  2 

_2 

3  75 * 

i  .HO 

30.4       in  - 

FIDELITY  SMALL  CAP  SELECTOR  (ppp) 

Small-cap  Blend 

944  8 

76 

3  75  * 

27.3  |. 

FIDELITY  SOUTHEAST  ASIA 

Pacific/Asia  ex-Japan 

?76  2 

-64 

H.Du 

110 

-38.9  -i.O 

FIDELITY  SPARTAN  MARKET  INDEX  (qqq) 

B 

Large-cap  Blend 

B+ 

3697.9 

131 

0.50* 

0.44 

33.0  » 

FIDELITY  STOCK  SELECTOR 

C 

Large-cap  Blend 

D 

1 876  2 

1 7 

No  load 

n  ra 

U.OH 

28.9  I 

FIDELITY  TREND  A 

D 

Mid-cap  Blend 

F 

1497  7 

1 2 

No  losd 

U.DD 

8.5  8 

FIDELITY  UTILITIES  A 

B 

Utilities 

B 

1 708  7 

35 

No  losd 

n  fli 

U.O  I 

31.6  1 

FIDELITY  VALUE 

A 

Mid-cap  Value 

B+ 

7942  6 

1 2 

No  If!  HI 

U.DD 

21.1  i 

FIDELITY  WORLDWIDE 

C 

World 

B 

1117.2 

21 

No  load 

1.18 

12.1  ■ 

FIRST  EAGLE  FUND  OF  AMERICA  X 

B 

Mid-cap  Value 

B 

268  9 

57 

No  !odd 

1  80 

29.5  i 

FIRST  INVESTORS  BLUE  CHIP  A  A 

C 

Large-cap  Blend 

C- 

350  7 

46 

6  25 

1  44 1 

26.1  m 

FIRST  INVESTORS  GLOBAL  A 

C- 

World 

c- 

277  2 

E 

6  25 

1  83t 

8.0  2 

FIRST  INVESTORS  GROWTH  &  INCOME  A 

Large-cap  Blend 

21 1  1 

75 

6  25 

1  31 1 

27.2  m 

FIRST  INVESTORS  SPECIAL  SITUATIONS  A 

D 

Small-cap  Growth 

C 

194.1 

23 

6.25 

1.59t 

16.2  1 

FIRST  OMAHA  EQUITY 

B 

Large-cap  Blend 

B+ 

287  3 

1 2 

Wn  1  n  "i i \ 
ItU  lUdU 

■J  Q4f 

19.3 

FIRST  PRIORITY  GROWTH  INVMT. 

C 

Large-cap  Growth 

B 

264  4 

56 

7  75"* 

1  05 1 

27.2  : 

FLAG  INVESTORS  TELEPHONE  INCOME  A  X 

C 

Communications 

622  8 

23 

4  50 

1 

37.4  ;a 

FLAG  INVESTORS  VALUE  BUILDER  A 

A 

Domestic  Hybrid 

B^ 

408  4 

63 

4  50 

22.7 

FORTIS  CAPITAL  A  X 

C- 

Large-cap  Growth 

D 

336.5 

12 

4.75 

1.18t 

23.8 

FORTIS  GROWTH  A  X 

D 

Mid-cap  Growth 

D 

715  3 

4  75 

1  07 1 

13.7 

FOUNDERS  BALANCED 

A 

Domestic  Hybrid 

A 

966  3 

145 

Mn  Irian" 

1  1 0t 

18.9  4 

FOUNDERS  BLUE  CHIP 

B 

Large-cap  Blend 

B 

548  1 

2 

Nn  In 
NU  lUdU 

1  151 

19.4  1 

FOUNDERS  DISCOVERY  A 

D 

Small-cap  Growth 

C- 

254  5 

2 

Kin  1  n  1  r  1 
ItU  lUdll 

1  58t 

12.0 

FOUNDERS  FRONTIER 

D 

Mid-cap  Growth 

C 

231.4 

-34 

No  load 

1.52t 

6.2 

FOUNDERS  GROWTH 

C 

Large-cap  Growth 

B 

1 730  1 

68 

r(U  lUdU 

1  19t 

26.6  : 

FOUNDERS  SPECIAL  A 

D 

Mid-cap  Growth 

C 

323  7 

-1 1 

Nn  1  n  ~>  n 

i»u  iudu 

1  34t 

16.4 

FOUNDERS  WORLDWIDE  GROWTH 

C- 

World 

C 

313  7 

-8 

liU  lUdU 

1  53t 

10.6  2 

FOUNTAIN  SQ.  MID  CAP  A 

C- 

Mid-cap  Blend 

C- 

210  2 

48 

4  50 

1  oot 

32.6  ; 

FOUNTAIN  SQ.  QUALITY  GROWTH  A 

C 

Large-cap  Blend 

c- 

448.4 

63 

4.50 

0.99t 

32.7  : 

FPA  CAPITAL  X 

B+ 

Mid-cap  Value 

B 

730.9 

29 

6. 50| 

0.84 

17.7  1 

FPA  PARAMOUNT  X 

C- 

Domestic  Hybrid 

F 

699  2 

6  50 

0  86 

-1.8 

FRANKLIN  BALANCE  SHEET  INVESTMENT 

A 

Small-cap  Value 

A 

1 244  6 

75 

1  50  i 

1  08 1 

26.0  ; 

FRANKLIN  CALIF.  GROWTH  1 

A 

Mid-cap  Growth 

A 

559  2 

1 97 

4  50 

1  08t 

15.7  1 

FRANKLIN  DYNATECH  1  X 

c- 

Technology 

B+ 

183.1 

51 

4.50 

1.04t 

14.6  1 

FRANKLIN  EQUITY  1 

c 

Large-cap  Growth 

B+ 

519  4 

26 

4  50 

0.91 1 

27.4  J 

FRANKLIN  EQUITY  INCOME  1 

A 

Large-cap  Value 

B 

370  2 

37 

4.50 

0.981 

27.2  J 

FRANKLIN  GLOBAL  HEALTH  1 

D 

Health 

c- 

1 85  1 

1 9 

4.50 

1 . 14t 

10.2 

FRANKLIN  GLOBAL  UTILITIES  1 

C 

Utilities 

B 

1 95  7 

14 

4  50 

1  oot 

27.0  5 

FRANKLIN  GOLD  1  X 

F 

Precious  Metals 

B 

200.9 

-41 

4.50 

1.05T 

-35.7  -3 

FRANKLIN  GROWTH  1  X 

B 

Large-cap  Blend 

C 

1481  8 

33 

4  50 

0  891 

18.6  1 

FRANKLIN  INCOME  1  X 

B 

Domestic  Hybrid 

B 

7828  6 

4  25 

0  72t 

16.9  1 

FRANKLIN  MICROCAP  VALUE  1 

Small  cap  Value 

1 92  3 

52 

4  50 1 

1  24t 

27.7  m 

FRANKLIN  REAL  ESTATE  SEC.  1 

Real  Estate 

286  0 

1 92 

4.50 

0.98t 

19.9  19 

FRANKLIN  RISING  DIVIDENDS  1  X 

C 

Mid-cap  Value 

D 

407.1 

35 

4.50 

1 .41 1 

32.4  2 

FRANKLIN  SMALL  CAP  GROWTH  1 

C- 

Small-cap  Growth 

B+ 

2652  1 

232 

4  50 

0  92t 

15.8  1 

FRANKLIN  UTILITIES  1  X 

c- 

Utilities 

D 

2043  0 

-12 

4  25 

0  75t 

24.9  2 

FREMONT  GLOBAL 

c 

International  Hybrid 

C 

661  6 

1 1 

liU  lUdU 

0.87 

9.9 

FUNDAMENTAL  INVESTORS  X 

B+ 

Large-cap  Blend 

B+ 

1  U4Dt.D 

46 

5  75 

0.66t 

26.7  2 

GABELLI  ASSET  X 

A 

Mid-cap  Blend 

B+ 

1334.2 

23 

No  load 

1.34t 

38.1  3 

GABELLI  GROWTH 

B 

Large-cap  Growth 

A 

951  5 

53 

111!  lUdU 

1 .43t 

42.6  3 

GABELLI  SMALL  CAP  GROWTH 

B 

Small-cap  Blend 

A 

293  0 

35 

Nn  In  ill 

11U  lt_l.1ll 

1 .58t 

36.5  3 

GABELLI  VALUE 

B 

Mid-cap  Blend 

B+ 

596  7 

29 

5  50 

1  40t 

48.2  4 

GALAXY  ASSET  ALLOC.  RET.  A 

B 

Domestic  Hybrid 

B 

1 94  5 

57 

3  75 

1  42 

19.8  1 

GALAXY  EQUITY  GROWTH  RET.  A 

B 

Large-cap  Blend 

C 

241.2 

41 

3.75 

1.40 

30.4  2 

GALAXY  EQUITY  INCOME  RET.  A 

B 

Large-cap  Blend 

B+ 

1 83  2 

36 

3.75 

1 .40 

25.5  2 

GALAXY  EQUITY  VALUE  RET.  A 

B+ 

Large-cap  Value 

C 

1 93  6 

40 

3  75 

1  45 

27.7  2 

GALAXY  II  LARGE  CO.  INDEX  RET. 

B+ 

Large-cap  Blend 

B 

547  0 

55 

No  load 

0  40 

32.8  3 

GALAXY  II  SMALL  CO.  INDEX  RET. 

C 

Mid-cap  Blend 

C 

379  3 

1 6 

Nn  In.ci 

0.40 

23.6  1 

GAM  INTERNATIONAL  A 

B 

International  Hybrid 

B 

1667.1 

65 

5.00 

1.56t 

29.1  2t; 

GATEWAY  INDEX  PLUS 

B+ 

Large-cap  Blend 

B+ 

254  9 

31 

Nn  l-i  til 
nu  Mdu 

1.14 

12.4  IP; 

GINTEL  X 

C- 

Mid-cap  Value 

F 

1 74  1 

1 8 

Nn  In  ui 

1 .80 

29.2  2< 

GLOBAL  UTILITY  B 

C 

Utilities 

B 

1 79  5 

-6 

5  00*  * 

1  96 1 

23.4  11; 

GOLDMAN  SACHS  CAPITAL  GRTH  A  A 

C 

Large-cap  Blend 

C 

1215  1 

38 

5  50 

1  40t 

35.3      3|  . 

GOLDMAN  SACHS  CORE  U.S.  EQ.  A  (rrr) 

B 

Large-cap  Blend 

C 

384.9 

84 

5.50 

1.29t 

31.8  2 

I 

GOLDMAN  SACHS  GROWTH  &  INC.  A 

Large-cap  Value 

1167.3 

104 

5.50 

1.22T 

27.9  2 

GOLDMAN  SACHS  INTL.  EQTY.  A 

C- 

Foreign 

c 

686.9 

32 

5.50 

1.69t 

4.5 

GOLDMAN  SACHS  SM.  CAP  VAL.  A  (sss) 

c- 

Small-cap  Value 

F 

367.4 

79 

5.50 

1.60t 

30.2  2 

GRADISON  ESTABLISHED  VALUE  (ttt)  X 

B+ 

Mid-cap  Value 

B 

516.6 

24 

No  load 

1.1 2t 

22.7  2 

GREENSPRING  X 

A 

Domestic  Hybrid 

A 

180.9 

98 

No  load 

1.04 

24.0  2 

'Includes  redemption  tee.  '  'Includes  deferred  sales  charge.  1 1 2(b)- 1  plan  in  effect.  iNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=r 
(ppp)  Formerly  Fidelity  Small  Cap  Stock,  (qqq)  Formerly  Fidelity  Market  Index,  (rrr)  Formerly  Goldman  Sachs  Select  Equity  A.  (sss)  Formerly  Goldman  Sachs  Small  Capital  D 
merly  Gradison-McDonald  Established  Value. 
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Equity  Funds 


U.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 

ETAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR    %RET     QTR  %RET 


1.4 

15.0 

18.9 

16.8 

0000 

Very  high 

6 

24 

37 

26 

WorldCom  (14) 

Average 

0  97 

24.3 

197 

-7.0 

800-544-8888 

5.3 

12.3 

16.1 

13.6 

aaaa 

Low 

1 1 

1 

29 

34 

SBC  Communications  (10) 

Average 

0  97 

13.8 

LB  93 

-6.2 

800-544-8888 

NA 

NA 

NA 

NA 

□ 

Very  high 

6 

9 

20 

26 

Ross  Stores  (4) 

NA 

NA 

800-544-8888 

NA 

NA 

NA 

NA 

□ 

High 

13 

100 

17 

62 

Hutchison  Whampoa  (5) 

NA 

NA 

800-544-8888 

1.9 

18.7 

NA 

NA 

Very  low 

0 

3 

26 

5 

General  Electric  (3) 

Average 

0  97 

17.4 

194 

-3.9 

800-544-8888 

1.8 

16.1 

NA 

NA 

00 

Very  high 

4 

14 

22 

32 

Intel (5) 

Average 

0  97 

15.2 

IS  93 

-1.4 

800-544-8888 

.5 

8.2 

14.6 

12.0 

DODO 

High 

3 

19 

28 

28 

Anchor  Gaming  (4) 

High 

JI97 

19.5 

12  97 

-13.5 

800-544-8888 

i  0 

13.4 

15.3 

12.7 

BDO0 

Average 

3 

2 

24 

38 

GTE (5) 

Low 

IS  97 

12.3 

IS  93 

-4.0 

800-544-8888 

1.9 

16.2 

17.5 

15.4 

00OI 1 

Average 

3 

8 

24 

-13 

Wal-Mart  Stores  (3) 

Low 

0  97 

13.7 

IS  97 

^t.2 

800-544-8888 

19 

13.7 

NA 

NA 

Average 

6 

76 

20 

21 

Honda  Motor  (1) 

Average 

193 

11.8 

IB  97 

-7.7 

800-544-8888 

!.5 

18.2 

18.2 

14.9 

0000 

Average 

2 

NA 

22 

32 

Aavid  Thermal  Tech.  (4) 

Average 

0  97 

14.2 

IS  94 

-5.2 

800-451-3623 

i.3 

13.9 

NA 

NA 

000 

Average 

7 

6 

28 

34 

General  Electric  (3) 

Average 

0  97 

14.0 

194 

-3.5 

800-423-4026 

.5 

9.5 

10.4 

8.9 

O000 

Average 

6 

73 

25 

22 

Canadian  Pacific  (2) 

Average 

0  97 

11.3 

IS  97 

-6.6 

800-423-4026 

NA 

NA 

NA 

NA 

0 

Low 

4 

3 

26 

28 

General  Electric  (3) 

NA 

NA 

800-423-4026 

1.3 

11.6 

NA 

NA 

00 

High 

10 

9 

26 

30 

Rite  Aid  (l) 

High 

III  97 

17.0 

IS  97 

-8.0 

800-423-4026 

).8 

13.5 

NA 

NA 

00 

Low 

19 

NA 

23 

30 

Motorola  (4) 

Very  low 

1197 

12.3 

194 

-2.8 

800-662-4203 

1.7 

12.8 

NA 

NA 

□3 

Average 

1 

1 

32 

30 

General  Electric  (6) 

Average 

0  97 

20.0 

194 

-2.3 

800-433-2829 

1.1 

15.7 

18.1 

15.6 

□00O 

Low 

1 

5 

35 

51 

SBC  Communications  (18) 

Average 

0  97 

19.6 

194 

-5.7 

800-767-3524 

r.7 

16.4 

NA 

NA 

00 

Very  low 

9 

6 

25 

32 

Conseco (4) 

Very  low 

0  97 

10.5 

194 

-2.6 

800-767-3524 

1.5 

10.8 

14.7 

12.4 

0000 

Average 

7 

3 

34 

55 

Microsoft  (5) 

High 

0  97 

18.0 

197 

-3.3 

800-800-2638 

9.0  15.2  13.3  O000       Low  10  6  36  56  WorldCom  (4)  High  0  97  16.8  0  94-12.3  800-800-2638 

13.7  14.2  11.5  0000  High  0  31  24  11  US  West  Commun.  Group  (4)  Very  low  0  97  10.1  LS  94  -1.9  800-525-2440 
11.9  15.5  11.1  0000  Very  high  1  32  25  27  US  West  Commun.  Group  (4)  Low  0  97  12.6  0  94  -2.8  800-525-2440 
10.1  NA  NA  HOB  High  13  6  37  30  Fairfield  Communities  (3)  Very  high  0197  22.2  197-12.6  800-525-2440 
10.3  18.1  15.7  0000  Average  8  9  35  43  Watson  Pharmaceuticals  (4)  High  0  97  15.4  197-12.0  800-525-2440 

17.9  18.2  15.3  0000      High  6  8  30  25  General  Electric  (3)  High  0  97  17.9  0  94-10.3 

9.2  16.6  12.8  0Q00  Very  high  16  29  28  30  USA  Waste  Services  (3)  High  0  97  15.9  0  94  -8.6 

12.5  NA  NA  0O0  Average  11  80  25  26  Sony  (3)  Average  IS  93  15.3  194  -5.1 

13.8  NA  NA  00  Average  5  3  26  28  Adaptec  (6)  Average  0197  17.1  0  93  -4.8 
15.3  NA  NA  00       Low  2  NA  27  28  Intel  (6)  Average  0  97  20.1  0  93    4  2 


800-525-2440 
800-525-2440 
800-525-2440 
800-334-0483 
800-334-0483 


1.7 

20.7 

22.1 

19.0 

aoaa 

Low 

20 

NA 

19 

38 

Green  Tree  Financial  (6) 

Average 

0  95 

16.1 

IS  95 

-3.6 

800-982-4372 

.6 

9.6 

14.4 

9.9 

0000 

High 

39 

10 

22 

10 

Newmont  Mining  (6) 

Average 

196 

11.0 

IS  97 

-11.0 

800-982-4372 

1.7 

17.6 

NA 

NA 

one 

Low 

22 

10 

21 

23 

USLife  (3) 

Very  low 

0  97 

11.5 

IS  94 

-4.3 

800-342-5236 

.0 

22.3 

NA 

NA 

oo 

Average 

14 

3 

29 

17 

Atlantic  Richfield  (2) 

Average 

m  97 

16.1 

197 

-7.0 

800-342-5236 

i.1 

14.7 

16.4 

14.9 

0000 

Very  low 

38 

1 

30 

38 

Intel  (14) 

Average 

11  95 

15.5 

IV  97 

-5.7 

800-342-5236 

.4 

14.2 

14.6 

12.1 

0000 

Average 

5 

9 

33 

42 

Intel  (2)  Average 

11  97 

16.9 

IS  97 

-3.5 

800-342-5236 

(.2 

13.8 

NA 

NA 

000 

Low 

5 

14 

20 

22 

Atlantic  Richfield  (2)             Very  low 

0  97 

9.1 

194 

-4.7 

800-342-5236 

1.2 

17.3 

NA 

NA 

00 

Average 

15 

17 

38 

19 

Access  Health  (4)  High 

10  95 

22.2 

193 

-12.4 

800-342-5236 

r.4 

14.9 

NA 

NA 

00 

Average 

5 

41 

26 

23 

Tel.  Argentina  CI.  B  (ADR)  (4)  Average 

0  97 

12.3 

194 

-6.7 

800-342-5236 

.2 

0.2 

-0.9 

-1.9 

00O0 

Very  low 

11 

76 

33 

-16 

Newmont  Mining  (1 1 )           Very  high 

0  93 

27.3 

IS  97 

-28.0 

800-342-5236 

15.5 
9.2 
NA 
NA 

12.7 


14.3  13.5 

12.5  9.0 

NA  NA 

NA  NA 

15.3  14.1 


0000 

!■       :  ■ 

0 

0000 

"i 
□BO0 

000 
0000 

0000 
0000 


00 
00 


Very  low    32         1  26  40  Schering-Plough  (3)  Low  0  97  11.3  194  -6.5  800-342-5236 

Low         4        7  17  11  Philip  Morris  (2)  Very  low  1  93  8.0  194  -5.2  800-342-5236 

4        2  23  26  Video  Lottery  Technology  (3)  NA  NA  800-342-5236 

Very  low     10        3  30  16  Patriot  American  Hospitality  (4)  NA  NA  800-342-5236 

Low         3         1  22  43  Family  Dollar  Stores  (3)  Low  0  97  14.2  194  -7.1  800-342-5236 

5  30  20  Scor(3)  High  0  97  18.7  197  -9.1  800-342-5236 

2  19  23  FPL  Group  (4)  Average  LS  97  15.0  194  -9.9  800-342-5236 

33  21  7  Exxon  (1)  Low  0  97  9.4  194  -5.6  800-548-4539 

16  23  33  Atlantic  Richfield  (3)  Low  0  97  14.0  194  -2.6  800-421-4120 

11  26  54  Time  Warner  (3)  Low  0  97  16.5  194  -2.9  800-422-3554 


NA  NA 

12.1  9.7 
NA  NA 

17.2  14.2 
17.6  15.3 


Average 
Very  low 
Average 

Low 
Very  low 

Average  4 

Very  low  16 

Low  1 

Average  10 

Low  10 


20.6  18.1 

NA  NA 

NA  NA 

NA  NA 

NA  NA 


2 
5 
7 
NA 
1 


28 
25 
26 
31 
29 


45 
47 
46 
23 
43 


First  Data  (5) 
United  Television  (3) 
Media  General  CI.  A  (15) 
Home  Depot  (2) 
Schlumberger  (2) 

Ford  Motor  (4) 
S&P  500  Dep.  Rec.  (4) 
General  Electric  (2) 
Safeway  (1) 

HSBC  Holdings  (HK)  (4) 

General  Electric  (7) 
Checkfree  (20) 
SBC  Communications  (3) 
BankAmerica  (3) 
General  Electric  (4) 


Average 

Low 
Average 
Very  low 

Low 


0  97  19.4 

0  97  16.3 

0  97  21.3 

0  97  10.2 

0  97  16.2 


194  -5.9 

194  -3.6 

194  -6.0 

194  -3.1 

194  -3.6 


800-422-3554 
800-422-3554 
800-422-3554 
800-628-0414 
800-628-0414 


14.1 
15.1 
18.3 
12.9 
21.2 


NA 
NA 
NA 
NA 


NA 
NA 
NA 
NA 


17.1  14.3 


00 
000 

00 
0000 


Average  1 8 

High  4 

Very  low  17 

Very  low  16 

Average  6 


NA 

2 
3 
1 

100 


27 
22 
26 
25 
22 


28 
30 
39 
47 
21 


Very  low 

Low 
Average 
Average 
Average 

Very  low 

High 

Low 
Average 
Average 


0  97  13.3 

0  97  15.6 

0  97  17.4 

0197  15.9 

LS93  28.2 


194  -3.4 
194  -1.8 
194  -3.9 
194  -3.7 
194-10.6 


800-628-0414 
800-628-0414 
800-628-0414 
800-628-0414 
800-426-4685 


7.9 
11.3 
11.6 
14.2 
17.4 


11.8  9.8 

15.1  13.0 

NA  NA 

NA  NA 

NA  NA 


000Q 

0000 

00 
000 
00 

0 

00 
00 
0000 
0000 


Low  5 

Average  18 

Very  low  3 

Average  2 

Low  4 


1 

NA 

56 
2 
3 


26 
17 
25 
29 
25 


23 
46 
38 
38 
28 


ID  94  4.6 

0  97  17.3 

LS  96  9.2 

0  97  19.3 

0  97  16.7 


194  -2.6 
194  -9.5 
194  -5.7 
IB  94  -5.0 
194  -2.3 


800-354-6339 
800-243-5808 
800-225-1852 
800-526-7384 
800-526-7384 


NA 
9.3 
12.4 
15.2 
13.7 


NA  NA 

NA  NA 

NA  NA 

14.1  12.1 

13.5  11.0 


Average 
Low 
High 
Low 

Average 


7 
6 
16 
27 
17 


2 
97 
9 
3 
3 


18 
24 
24 
19 
19 


27 
18 
22 
38 
23 


Lear  (4) 

Novartis  (Br.)  (4) 
Movado  Group  (4) 
Compaq  Computer  (4) 
Castle  Energy  (3) 


High 
High 
Low 
Very  low 


0  97 
0  96 
0  97 
0  97 


NA 

11.9 
15.6 
12.4 
8.9 


NA 

IB  97  -8.1 
LB  94-13.4 
0  94  -3.5 
IB  94  -1.3 


800-526-7384 
800-526-7384 
800-526-7384 
800-869-5999 
800-366-3863 


DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997  R 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

SMIL 

1996-97 

CHARGE  (%)  ' 

RATIO  (%) 

TAX 

GRIFFIN  GROWTH  &  INCOME  A 

Large-cap  Value 

235.6 

87 

4.50 

0.72t 

26.0 

GROWTH  FUND  OF  AMERICA  X 

C 

Large-cap  Blend 

D 

12247.8 

27 

5.75 

0.721 

26.9 

GT  GLOBAL  AMER.  MID  CAP  GR.  A  (uuu)  A 

C- 

Mid-cap  Growth 

B 

257.6 

-25 

4.75 

1 .361 

14.1 

GT  GLOBAL  DEVELOP.  MKTS.  A  A 

International  Hybrid 

.231.2 

-54 

4.75 

1.821 

-8.5 

GT  GLOBAL  EUROPE  GROWTH  A 

C- 

Europe 

F 

438.4 

-7 

4.75 

1.82t 

11.2 

GT  GLOBAL  GROWTH  &  INCOME  B 

B 

International  Hybrid 

B 

470.6 

18 

5.00" 

2.24t 

17.5 

GT  GLOBAL  HEALTH  CARE  A 

D 

Health 

D 

420.5 

-19 

4.75 

1.80t 

8.0 

GT  GLOBAL  TELECOMMUN.  A 

D 

Communications 

861.7 

-21 

4.75 

1.74T 

13.2 

GUARDIAN  PARK  AVENUE  A  X 

B+ 

Large-cap  Blend 

A 

2249.0 

61 

4.50 

0.79t 

34.9 

GUINNESS  FLIGHT  CHINA 

Pacific/Asia  ex-Japan 

242.8 

-21 

1.00* 

1.96 

-20.3 

HANCOCK  EMERGING  GROWTH  B 

D 

Small-cap  Growth 

C 

454.6 

0 

5.00** 

2.05t 

14.5 

HANCOCK  FINANCIAL  INDUSTRIES  A  A 

Financial 

460.3 

4566 

5.00 

NAt 

37.8 

HANCOCK  GLOBAL  TECHNOLOGY  A  X 

D 

Technology 

c- 

180.0 

4 

5.00 

1.57t 

6.7 

HANCOCK  GROWTH  &  INCOME  B 

C 

Large-cap  Blend 

c- 

284.0 

94 

5.00** 

1.90t 

35.8 

HANCOCK  GROWTH  A  A 

D 

Large-cap  Growth 

D 

310.3 

13 

5.00 

1.48t 

16.7 

HANCOCK  REGIONAL  BANK  B  X 

A 

Financial 

B+ 

5043.2 

77 

5.00**t 

2.07T 

52.8 

HANCOCK  SOVEREIGN  INVESTORS  A  X 

B 

Large-cap  Blend 

c 

1703.8 

19 

5.00 

1.13t 

29.1 

HANCOCK  SPECIAL  EQUITIES  B 

Small-cap  Growth 

909.6 

-9 

5.00** 

2.161 

4.1 

HANCOCK  SPECIAL  OPPORTUNITIES  B  A 

Mid-cap  Growth 

197.9 

-22 

5.00** 

2.29t 

1.6 

HANCOCK  SPECIAL  VALUE  B 

Small-cap  Value 

256.4 

1060 

5.00** 

1.69T 

24.4 

HARBOR  CAPITAL  APPRECIATION 

C- 

Large-cap  Growth 

c 

2906.3 

73 

No  load 

0.75 

31.5 

HARBOR  INTERNATIONAL  X 

C 

Foreign 

A 

5276.6 

22 

No  load  i 

0.99 

15.5 

HARBOR  INTERNATIONAL  GROWTH 

Foreign 

943.8 

46 

No  load 

1.10 

3.6 

HARBOR  VALUE 

B 

Large-cap  Value 

C 

174.8 

50 

No  load 

0.83 

31.2 

HARTFORD  CAP.  APPREC.  A  (vw) 

Small-cap  Blend 

233.0 

2488 

5.50 

NAt 

55.1 

HEARTLAND  SMALL  CAP  CONTRARIAN 

Small-cap  Value 

296.1 

13 

No  load 

1.30t 

13.7 

HEARTLAND  VALUE  X 

B 

Small-cap  Value 

C 

2192.1 

35 

No  load  ■ 

1.23t 

23.2 

HEARTLAND  VALUE  PLUS 

Domestic  Hybrid 

306.6 

360 

No  load 

1.451 

30.6 

HERITAGE  SMALL  CAP  STOCK  A 

Small-cap  Blend 

234.2 

114 

4.75 

1.41 1 

29.3 

HOMESTEAD  VALUE 

A 

Mid-cap  Value 

B+ 

367.0 

58 

No  load 

0.73 

26.7 

HOTCHKIS  &  WILEY  EQUITY-INCOME 

B 

Large-cap  Value 

C- 

196.9 

-3 

No  load 

0.88 

31.2 

HOTCHKIS  &  WILEY  INTERNATIONAL 

C 

Foreign 

B+ 

1041.9 

100 

No  load 

1.00 

5.3 

IAI  EMERGING  GROWTH  A 

F 

Mid-cap  Growth 

D 

324.7 

-47 

No  load 

1.19 

-2.9 

IAI  REGIONAL 

C 

Mid-cap  Blend 

C 

501.7 

-11 

No  load 

1.21 

18.9 

ICAP  EQUITY 

Large-cap  Value 

371.4 

149 

No  load 

0.80 

29.1 

IDEX  GLOBAL  A 

C 

World 

B+ 

218.8 

48 

5.50 

2.06t 

20.4 

IDEX  GROWTH  T 

Large-cap  Growth 

644.3 

12 

8.50 

1.17 

17.1 

IDS  BLUE  CHIP  ADVANTAGE  A 

B 

Large-cap  Blend 

C 

1136.3 

84 

5.00 

0.89 

26.2 

IDS  DISCOVERY  A 

D 

Mid-cap  Growth 

C- 

940.2 

17 

5.00 

1.13 

18.8 

IDS  DIVERSIFIED  EQUITY-INCOME  A 

B+ 

Large-cap  Value 

B 

1815.4 

31 

5.00 

0.93 

20.1 

IDS  EMERGING  MARKETS  A 

Diversified  Emerging  Mkts. 

248.9 

1352 

5.00 

NA 

6.3 

IDS  EQUITY  SELECT  A  A 

c 

Mid-cap  Blend 

C 

976.3 

21 

5.00 

0.84 

29.9 

IDS  EQUITY  VALUE  B 

B 

Large-cap  Value 

c 

1709.0 

16 

5.00** 

1.641 

23.1 

IDS  GLOBAL  GROWTH  A  A 

D 

Foreign 

D 

884.9 

-6 

5.00 

1.37 

7.2 

IDS  GROWTH  A 

c- 

Large-cap  Growth 

C- 

3094.6 

31 

5.00 

1.04 

20.8 

IDS  INTERNATIONAL  A  A 

D 

Foreign 

D 

831.8 

-11 

5.00 

1.31 

1.9 

IDS  MANAGED  ALLOCATION  A  A 

C- 

Large-cap  Blend 

F 

2546.2 

2 

5.00 

0.80 

14.6 

IDS  MUTUAL  A  X 

B 

Domestic  Hybrid 

C 

3243.1 

12 

5.00 

0.87 

18.8 

IDS  NEW  DIMENSIONS  A 

C 

Large-cap  Growth 

B 

8787.6 

30 

5.00 

0.94 

24.6 

IDS  PROGRESSIVE  A 

B+ 

Small-cap  Value 

B 

484.7 

25 

5.00 

1.04 

25.3 

IDS  RESEARCH  OPPORTUNITIES  A 

Large-cap  Blend 

247.6 

191 

5.00 

NA 

26.2 

IDS  SMALL  COMPANY  INDEX  A 

Small-cap  Blend 

344.3 

351 

5.00 

1.00 

23.1 

IDS  STOCK  A 

C 

Large-cap  Blend 

C 

2876.5 

19 

5.00 

0.80 

25.2 

IDS  STRATEGY  AGGRESSIVE  B 

C- 

Mid-cap  Growth 

C 

791.8 

-A 

5.00** 

1.85t 

14.7 

IDS  UTILITIES  INCOME  A 

c 

Utilities 

B+ 

817.9 

18 

5.00 

0.89 

29.0 

INCOME  FUND  OF  AMERICA  X 

A 

Domestic  Hybrid 

A 

20220.8 

25 

5.75 

0.6 1t 

22.2 

INDEPENDENCE  ONE  EQUITY  PLUS 

Large-cap  Blend 

186.7 

16 

No  load 

0.39 

28.7 

INTERACTIVE  INV.  TECH.  VALUE 

Technology 

194.4 

454 

No  load 

1.81 

6.5 

INVESCO  DYNAMICS 

C 

Mid-cap  Growth 

B+ 

1120.5 

31 

No  load 

1.16t 

24.9 

INVESCO  EUROPEAN 

C 

Europe 

D 

331.4 

2 

No  load 

1.36 

15.2 

INVESCO  GROWTH 

C 

Large-cap  Growth 

C 

753.3 

16 

No  load 

1.071 

27.2 

INVESCO  INDUSTRIAL  INCOME 

B 

Large-cap  Blend 

B+ 

4858.9 

13 

No  load 

0.95t 

26.5 

INVESCO  SMALL  COMPANY  GROWTH  (www)  A 

D 

Small-cap  Growth 

C 

313.6 

17 

No  load 

1.52t 

18.3 

INVESCO  STRAT.  ENERGY  A 

D 

Natural  Resources 

C- 

212.1 

-9 

No  load 

1.30 

19.1 

INVESCO  STRAT.  FINANCIAL  SVCS 

B 

Financial 

c- 

1307.2 

110 

No  load 

1.11 

44.8 

INVESCO  STRAT.  HEALTH  SCIENCE 

D 

Health 

C- 

945.8 

1 

No  load 

0.98 

18.5 

INVESCO  STRAT.  LEISURE 

C 

Unaligned 

C 

222.7 

-6 

No  load 

1.30 

26.5 

INVESCO  STRAT.  TECHNOLOGY  X 

C- 

Technology 

B 

1021.3 

22 

No  load 

1.08 

8.9 

INVESCO  STRAT.  UTILITIES  A 

B 

Utilities 

B- 

212.5 

35 

No  load 

1.17 

24.4 

INVESCO  TOTAL  RETURN  X 

A 

Domestic  Hybrid 

A 

2160.7 

76 

No  load 

0.86 

25.0 

'Includes  redemption  fee  ''Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM: 
(uuu)  Formerly  GT  Global  America  Growth  A.  (vw)  Formerly  ITT  Hartford  Capital  Appreciation  A.  (www)  Formerly  Invesco  Emerging  Growth. 
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Equity  Funds 


U.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 


LEVEL 


BEST 


WORST 


ETAX  AFTERTAX 

PRETAX  AFTERTAX 

HLL  rUliUo 

% 

% 

RATIO 

rfllMC  /°/  \ 
UHUSO  \  /o) 

NA  NA 

NA 

NA 

a 

Average 

5 

12 

22 

21 

Philips  Electronics  (ADR)  (3) 

3.7 

14.6 

16.7 

14.4 

□BOB 

Low 

15 

10 

27 

14 

Time  Warner  (4) 

Average 

5.3 

11.9 

17.7 

15.1 

nBoa 

Very  high 

2 

3 

41 

27 

HFS  (5) 

High 

NA 

NA 

NA 

NA 

□ 

High 

4 

99 

18 

-18 

Asustek  Computer  (GDR)  (3) 

2.! 

11.7 

8.1 

7.5 

■IBlrlrl 

Uinh 

Mign 

3 

1  nn 

OA 

1 

Telecom  Italia  (4) 

Win  h 

nign 

J. 7 

12.5 

NA 

NA 

BB 

Low 

1 

74 

20 

29 

Bristol-Myers  Squibb  (3) 

Low 

».5 

10.1 

NA 

NA 

BBB 

High 

14 

3 

31 

35 

Protein  Design  Labs  (7) 

High 

>.8 

11.1 

NA 

NA 

no 

Low 

2 

63 

34 

24 

Nokia  CI.  A  (5) 

Very  high 

!.1 

19.4 

19.2 

16.3 

Boao 

Average 

7 

2 

23 

36 

General  Electric  (3) 

Low 

NA 

NA 

NA 

NA 

n 

Low 

4 

1 00 

13 

-6 

HS8C  Holdings  (HK)  (12) 

5.1 

14.0 

18.4 

17.6 

BOOB 

Average 

0 

4 

35 

64 

Heftel  Broadcasting  CI.  A  (1) 

High 

NA 

NA 

NA 

NA 

10 

11 

21 

NA 

General  Re  (2) 

1.6 

18.0 

14.1 

11.8 

BBBD 

Average 

4 

4 

35 

51 

Computer  Associates  Intl.  (6)  Very  high 

>.2 

15.6 

NA 

NA 

do 

Average 

7 

1 

28 

35 

Progressive  (4) 

Average 

S3 

10.7 

14.1 

11.6 

Average 

1 
1 

£ 

A  A 

*¥* 

Applied  Materials  (2) 

High 

1.4 

27.2 

26.1 

24.0 

BDDO 

Very  low 

10 

0 

23 

39 

Washington  Mutual  (1) 

Low 

i  3 

13.5 

15.1 

12.8 

BBBB 

Average 

7 

NA 

24 

38 

DuPont  (3) 

Low 

NA 

NA 

NA 

NA 

□ 

Average 

3 

4 

38 

29 

Chancelor  Media  (5) 

NA 

NA 

NA 

NA 

B 

Very  high 

1 

3 

28 

28 

Suiza  Foods  (4) 

NA 

NA 

NA 

NA 

n 

Average 

1 

5 

25 

1 3 

Tejon  Ranch  (4) 

1.3 

18.6 

19.7 

17.3 

bdob 

Average 

1 

9 

33 

34 

Pfizer  (4) 

High 

1.8 

18.8 

17.7 

16.4 

□□OB 

Very  low 

4 

100 

22 

39 

Lukoil  (144A)  (ADR)  (4) 

Average 

NA 

NA 

NA 

NA 

B 

Average 

3 

100 

27 

11 

Granada  Group  (6) 

,A 

13.9 

16.1 

12.7 

BDBH 

High 

3 

3 

22 

24 

General  Signal (2) 

Low 

NA 

NA 

NA 

NA 

Q 
O 

1  1 
1  1 

MA 
NA 

CP  Clare  (5) 

NA 

NA 

NA 

NA 

B 

Average 

5 

11 

22 

23 

ICN  Pharmaceuticals  (4) 

S.5 

16.4 

18.8 

16.6 

BOOB 

Low 

22 

5 

19 

35 

ICN  Pharmaceuticals  (6) 

Average 

NA 

NA 

NA 

NA 

a 

Average 

14 

8 

17 

15 

Core  Capital  REIT  (Units)  (3) 

NA 

NA 

NA 

NA 

a 

Average 

5 

5 

24 

29 

Precision  Drilling  CI.  A  (2) 

1.5 

18.3 

NA 

NA 

BBS 

Very  low 

o 
o 

p 

on 

Southwest  Airlines  (3) 

Low 

1.3 

15.1 

15.9 

13.3 

HHBfl 

Average 

3 

4 

19 

38 

AT&T  (4) 

Average 

15.1 

NA 

NA 

BB 

Low 

6 

100 

19 

10 

Swiss  Reinsurance  (Reg)  (2) 

Average 

!.3 

9.9 

NA 

NA 

BO 

Average 

2 

6 

46 

28 

HNC  Software  (3) 

Very  high 

1.9 

11.2 

15.9 

12.4 

BBBB 

Average 

0 

0 

27 

30 

Snap-On  (4) 

Average 

NA 

NA 

NA 

NA 

■ 

High 

2 

26 

23 

22 

Philips  Electronics  (ADR)  (5) 

1.3 

17.5 

NA 

NA 

BB 

High 

5 

88 

30 

27 

Philips  Electronics  (3) 

Average 

NA 

NA 

NA 

NA 

Average 

4 

8 

32 

41 

Microsoft  (6) 

S.9 

15.9 

NA 

NA 

BBB 

High 

4 

5 

27 

20 

Royal  Dutch  Petrol.  (ADR)  (3) 

Average 

!.2 

8.7 

15.9 

13.4 

BOOB 

High 

2 

5 

29 

27 

Tech  Data  (3) 

High 

>.6 

13.7 

NA 

NA 

Average 

25 

1 3 

22 

16 

Thomas  &  Betts  (1) 

Very  low 

NA 

NA 

NA 

NA 

19 

100 

21 

NA 

China  Merchant  Hldgs.  (144A)  (4) 

i.9 

13.3 

15.8 

12.7 

BBBB 

Average 

4 

6 

28 

41 

Tyco  International  (3) 

Average 

i.3 

13.1 

15.9 

12.7 

BBBi  1 

Average 

20 

15 

22 

35 

Gannett  (2) 

Low 

.0 

9.9 

NA 

NA 

BBB 

High 

2 

72 

24 

3 

Telebras  (ADR)  (2) 

High 

.9 

16.8 

19.0 

15.3 

£18  STB  SCRIPS 

Low 

2 

6 

32 

46 

Tellabs  (4) 

High 

1.8 

8.4 

7.7 

6.2 

BBBB 

Average 

9 

98 

23 

11 

Philips  Electronics  (4) 

High 

!.9 

7.5 

14.3 

11.1 

High 

23 

34 

28 

18 

General  Electric  (1) 

Average 

1.4 

10.2 

12.7 

9.4 

BBBB 

Average 

13 

16 

23 

23 

Gannett  (1) 

Very  low 

1.4 

16.7 

18.7 

16.6 

BBBD 

Average 

11 

8 

30 

42 

General  Electric  (4) 

Average 

i.7 

13.1 

13.1 

10.7 

ClElElEi 

Average 

1 7 

10 

21 

32 

Allied  Group  (3) 

Low 

NA 

NA 

NA 

NA 

1 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

Average 

1 

2 

25 

NA 

Corrections  Corp.  of  Amer.  (1 ) 

i.3 

13.0 

15.5 

11.9 

BBBB 

Average 

3 

24 

27 

35 

General  Electric  (2) 

Average 

1.0 

10.5 

14.7 

12.9 

BBBB 

High 

3 

6 

37 

45 

HBO  (4) 

High 

i.O 

12.2 

NA 

NA 

Average 

4 

23 

20 

30 

Ameritech  (4) 

Low 

S.I 

12.2 

14.4 

11.5 

BBSS 

Low 

13 

15 

19 

25 

Atlantic  Richfield  (3) 

Very  low 

NA 

NA 

NA 

NA 

2 

1 

25 

35 

General  Electric  (7) 

NA 

NA 

NA 

NA 

a 

Average 

2 

NA 

37 

9 

PMC  Sierra  (9) 

i.3 

14.0 

18.6 

15.6 

BBBB 

Very  high 

3 

9 

31 

27 

Cooper  Cameron  (2) 

High 

S.5 

14.1 

11.5 

10.0 

Average 

2 

99 

31 

31 

Novartis  (Reg)  (3) 

Average 

i.5 

1 1.4 

15.7 

12.2 

BBBB 

Very  high 

1 

8 

29 

2 

Merck  (5) 

Average 

S.1 

13.1 

16.9 

14.0 

BBB)  1 

Average 

5 

5 

25 

39 

Warner-Lambert  (2) 

Low 

i.3 

11.8 

NA 

NA 

BB 

Very  high 

16 

12 

31 

30 

Primark  (1) 

High 

S.5 

14.3 

9.5 

8.3 

BBBB 

Very  high 

7 

7 

25 

31 

Baker  Hughes  (5) 

High 

1.1 

20.0 

25.5 

22.6 

BBBB 

High 

6 

9 

22 

29 

American  Intl.  Group  (4) 

Average 

1.2 

11.8 

22.5 

20.3 

BBBB 

Average 

6 

15 

38 

36 

Warner-Lambert  (10) 

High 

i.6 

13.0 

19.9 

17.2 

BBBB 

Average 

6 

21 

27 

36 

Time  Warner  (4) 

Average 

5.5 

13.8 

22.2 

19.0 

BBBB 

Very  high 

12 

14 

32 

25 

Schlumberger  (4) 

High 

i.9 

11.1 

13.9 

11.3 

BBBB 

High 

2 

10 

22 

15 

Bell  Atlantic  (4) 

Low 

j.9 

14.5 

14.3 

12.5 

BBBD 

Very  low 

7 

12 

22 

24 

Compaq  Computer  (2) 

Very  low 

QTR    %RET     QTR  %RET 


NA 

III  97  14.0 
III  97  16.8 
NA 

IS  93  8.7 


NA 

194  -2.5 
197-15.0 

NA 

195  -4.4 


800-676-4450 
800-4214120 
800-824-1580 
800-824-1580 
800-824-1580 


19  96  8.1 
m  94  14.9 
0  97  17.7 
0  97  17.2 
NA 


194  -5.0 
193-14.9 
IS  97-12.7 
194  -2.9 
NA 


800-824-1580 
800-824-1580 
800-824-1580 
800-221-3253 
800-915-6565 

800-225-5291 
800-225-5291 
800-225-5291 
800-225-5291 
800-225-5291 


0197  21.2 
NA 

0  95  24.7 
0  97  18.2 
0  97  13.9 


IS  97-10.5 
NA 

IS  97-14.2 
194  -6.5 
0  94  -7.8 


HI97  15.1 
0  97  14.0 
NA 
NA 
NA 


IS  94  -9.3 
194  -4.1 
NA 
NA 
NA 


800-225-5291 
800-225-5291 
800-225-5291 
800-225-5291 
800-225-5291 


0  97  19.8 
IS  93  13.9 
NA 

0  97  13.9 
NA 


U94  -4.8 
IB  97  -5.0 
NA 

194  -5.0 
NA 


800422-1050 
800422-1050 
800422-1050 
800422-1050 
888-843-7824 


NA 

ffl  97  14.8 
NA 
NA 

U97  13.5 


NA 

IS  97  -5.9 
NA 
NA 

IS  94  -2.1 


800432-7856 
800432-7856 
800432-7856 
8004214184 
800-258-3030 


0  97  12.9 
IS  93  15.3 
0  97  20.1 
0  97  17.0 
NA 


194  -4.7 
IS  97  -7.2 

I  97  -20.6 
IS  97  -6.5 
NA 


800-346-7301 
800-346-7301 
800-945-3863 
800-945-3863 
888-2214227 


IS  93  16.6 
NA 

0  97  16.8 
0  97  22.1 
H  97  9.6 


IS  97  -3.5 
NA 

194  -3.1 
197-11.2 
IS  94  -4.0 


800-851-9777 
800-851-9777 
800-328-8300 
800-328-8300 
800-328-8300 


NA 

U97  16.0 
0  97  12.0 
IV  93  12.8 
0  97  21.8 


NA 

194  -5.8 
194  -3.8 
IS  94  -9.6 
IS  97  -6.7 


612-671-3733 
800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 


IS  93  11.0 

0  97  10.6 

n  97  8.8 

U97  15.5 

ffl  97  12.5 


IS  97  -8.4 

194  -6.0 

194  -3.8 

194  -3.3 

194  -2.6 


800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 


NA 
NA 

0  97  13.4 
ffl  95  12.9 
IS  97  13.7 


NA 
NA 

IS  94  -3.6 
197  -9.5 
194  -6.4 


800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 
800-328-8300 


n  97  8.0 
NA 
NA 

UI97  17.1 
IS  96  10.1 


194  -4.5 
NA 
NA 

197  -8.2 
0  94  -3.5 


8004214120 
800-334-2292 
888-883-3863 
800-525-8085 
800-525-8085 


H97  18.4 

0  97  13.3 

U97  20.0 

ffl  97  28.2 

n97  18.8 


0  94  -4.7 
194  -2.1 
197-10.4 

IS  97-13.8 
194  -5.7 


800-525-8085 
800-525-8085 
800-525-8085 
800-525-8085 
800-525-8085 


ffl  95  19.5 

ffl  93  19.8 

0  97  17.2 

DZ97  11.1 

0  97  11.9 


193-22.0 
194  -5.6 
IS  97-12.9 
194  -6.3 
194  -3.0 


800-525-8085 
800-525-8085 
800-525-8085 
800-525-8085 
800-525-8085 
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MUTUAL  FUND  SCOREBOARD 


CATEGORY 

RATING 

SIZE 

FEES 

l-UNU                                                          UVtHALL  KAIINU 

1997  RljU 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

Hoot lo 

/o  CHG. 

oALto 

LArtlNit 

PRE-  cTl 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL. 

1996-97 

CHARGE  (%) 

RATIO  (%) 

TAX  I 

i stiwc c ir* f\  UAi  nr  rmiiTV 
INVtbLO  VALUt  CMUIIY 

B 

Large-cap  Value 

C 

379.1 

51 

No  load 

1.04 

28.0  B 

INVESTMENT  CO.  OF  AMERICA  X 

B 

Large-cap  Blend 

B 

39717.7 

29 

5  75 

n  RQt 

U.J3  | 

9Q  ft  <C 

IVY  GROWTH  A 

C- 

Mid-cap  Blend 

D 

322.9 

1 2 

5  75 

1  45t 

111  IQ 
II./  ia 

IVY  INTERNATIONAL  A  X 

C 

Foreign 

B+ 

1 673  0 

76 

5  75  X 

1  65t 

10  4  *0 

JANUS  X 

B 

Large-cap  Blend 

C 

1 9280.2 

21 

Nn  Inari 
nu  iudu 

0  85 

OO  7  I 

JANUb  BAL.APHC.U 

A 

Domestic  Hybrid 

A 

389.4 

77 

No  load 

1.21 

21.8  4 

JANUS  ENTERPRISE 

Q- 

Small-cap  Growth 

B 

573.1 

-21 

Nn  Inari 
nu  iudu 

1  12 

10  8  IB 

JANUS  GROWTH  &  INCOME  & 

c 

Large-cap  Growth 

B 

2004.5 

82 

nu  iudu 

1  03 

34  7  w 

JANUS  MERCURY 

Mid-cap  Growth 

191 1 .5 

-7 

Nn  Inari 

nu  iudu 

1  00 

119 

JANUS  OLYMPUS  A 

Large-cap  Growth 

629.2 

52 

Nn  Inari 
nu  iudu 

1  ^5 

26  7  % 

IAUIIC  nucDct  AC 

Foreign 

3240.9 

239 

No  load 

1.23 

 L___| 

18.2  |J 

JANUS  SPECIAL  SITUATIONS 

Mid-cap  Blend 

389.4 

383 

Nn  inari 
nu  iudu 

NA 

ac  n  tk 

HXJ.XJ  iff 

JANUS  TWENTY  A 

c- 

Large-cap  Growth 

C- 

6003.7 

47 

Nn  marl 
nu  iudu 

0  92 

9Q  7  K 

JANUS  VENTURE  A 

c- 

Small-cap  Growth 

B 

1234.3 

-28 

Nn  Imrl  t 
nu  iudu  + 

0.88 

13.1  E 

JANUS  WORLDWIDE 

B 

World 

A 

lORfn  ft 

109 

Nn  Inari 
nu  iudu 

1 .01 

20.5  E 

JAPAN 

F 

Japan 

297.4 

-23 

No  load 

1.16 

-14.4  -I 

KAUFMANN  X 

c- 

Small-cap  Growth 

B 

6028.5 

13 

0  20* 

1 .93t 

12  6  i» 

KEMPER-DREMAN  HIGH  RET.  EQ.  A  (xxx) 

B+ 

Large-cap  Value 

C 

1 380.8 

261 

5  75 

1  21 1 

31  9  1 

KEMPER  BLUE  CHIP  A 

c 

Large-cap  Blend 

D 

321.0 

49 

5.75 

1 .26 

26  2  1 

KEMPER  GROWTH  A  A 

D 

Large-cap  Growth 

D 

1832.5 

2 

5.75 

1 .07 

16  8  1 

l/runrD  lUTrDUATinilAI  A 

KtMKtK  IN  !  fcHNA  1 IUNAL  A 

c- 

Foreign 

C 

403.0 

8 

5.75 

1.64t 

9.0  1 

KEMPER  SMALL  CAP  EQUITY  A 

Small-cap  Growth 

683.5 

g 

5.75 

1 .08 

20.5  1 

KEMPER  SMALL  CAP  VALUE  A  (yyy) 

C 

Small-cap  Value 

D 

735.0 

413 

5.75 

1 .31 1 

20.0 

KEMPER  TECHNOLOGY  A 

D 

Technology 

C- 

1 061 .6 

5 

5.75 

0.89 

7.1 

KEMPER  TOTAL  RETURN  A 

C 

Domestic  Hybrid 

F 

2130.8 

12 

5.75 

1 .05 

19.1 

KEYPREMIER  EST  GROWTH 

Large-cap  Blend 

214.2 

35 

4.50 

0.44 

26.2 

LANDMARK  BALANCED  A 

Domestic  Hybrid 

O 

227.0 

_2 

4  75 

1  0?t 

20.9 

LANDMARK  EQUITY  A 

c 

Large-cap  Growth 

B 

260.7 

14 

4  75 

1  05t 

31 .4 

LEGG  MASON  AMER.  LEADING  PRIM. 

Large-cap  Blend 

170.5 

87 

Nn  Inarl 
nu  iudu 

1 .951 

23.8 

LEGG  MASON  INTL  EQUITY  PRIM. 

Foreign 

226.1 

35 

Nn  Inari 
nu  iudu 

2  25  i 

1.7 

LEGG  MASON  SPEC  INVMNT  PRIM.  JL 

c- 

Small-cap  Blend 

D 

1345.2 

39 

No  load 

1.92t 

22.1 

LEGG  MASON  TOTAL  RETURN  PRIM. 

B 

Mid*cap  Value 

B 

555.2 

61 

Nn  Imrl 
nu  iudu 

1 .93t 

37.5 

LEGG  MASON  VALUE  PRIM.  X 

B 

Large-cap  Value 

B 

3604.8 

82 

Nn  Inari 
nu  iudu 

1 .77t 

37.1 

LEXINGTON  CORPORATE  LEADERS 

B 

Large-cap  Value 

C 

526.8 

34 

Nn  Inari 
nu  iudu 

0.63 

23.1 

LEXINGTON  GROWTH  &  INCOME 

B 

Large-cap  Blend 

B 

228  1 

14 

Nn  Inari 
nu  iudu 

1.131 

30  4 

LINDNER  DIVIDEND  INV.  X 

B+ 

Domestic  Hybrid 

B 

1815.6 

-20 

No  load 

0.60 

14.0 

LINDNER  GROWTH  INV.  X 

Small-cap  Value 

0 

1425.1 

-5 

Nn  Inari 
nu  iudu 

0.44 

8.7 

LKCM  SMALL  CAP  EQUITY 

Small-cap  Blend 

276.3 

39 

Nn  Inari 
nu  luuu 

1 .00 

23.1 

LONGLEAF  PARTNERS  X 

A 

Mid-cap  Blend 

A 

2930.5 

27 

Nn  1  n  Ctrl  1" 
nu  iudu  + 

0.95 

28.3 

LONGLEAF  PARTNERS  REALTY 

Real  Estate 

737.3 

373 

Nn  Imrl 
nu  iudu 

1 .50 

29.7 

1   Akin   r  »r    bADTIJCDC    C  %M  A  1  ■     f  A  D 

LONGLEAF  PARTNERS  SMALL-CAP 

A 

Small-cap  Value 

A 

915.3 

263 

No  load  ; 

1.23 

29.0 

t-KJ  T\  U  MDDC  1  |    HrrlLIHI  LU  M 

B 

Ldlgc  Lap  ValUc 

Q 

7683.5 

22 

5.75 

0.66t 

25.2 

LORD  ABBETT  DEVELOPING  GR.  A 

c- 

Small-cap  Growth 

B+ 

432.6 

43 

5.75 

1 .101 

30.8 

LORD  ABBETT  MID-CAP  VALUE  A 

B 

Mid-cap  Value 

C 

326  4 

27 

5.75 

1  00+ 

31 .5 

LORD  ABBETT  RESEARCH  SMALL  CAP  A 

Small-cap  Value 

201 .9 

1441 

5.75 

NAt 

36.7 

MAINSTAY  CAPITAL  APPREC.  B 

c- 

Large-cap  Growth 

C 

1845.8 

38 

5.00** 

1 .60t 

23.5 

MAINSTAY  FOIIITY  INfj)FY  A 

B 

i  snip  rTn  Rlonri 
LdlgC  LdU  OlcllU 

417.2 

85 

3.00 

0.801 

35.4 

MAINSTAY  TOTAL  RETURN  B  X 

c 

Domestic  Hybrid 

D 

1 195.3 

16 

5.00** 

1 .60t 

17.7 

MAINSTAY  VALUE  B 

B 

Large-cap  Value 

C 

1 358.2 

33 

5.00** 

1 .60t 

21 .3 

MAIRS  &  POWER  GROWTH  X 

A 

Mid-cap  Blend 

B+ 

398.3 

165 

Nn  Irian1 

0.89 

28.7  ; 

ui  Aki  a  ^trnc   ikiTi  faiiitu 

MANAGERS  INTL.  EQUITY 

C 

Foreign 

A 

376.0 

39 

No  load 

1.53 

10.8 

O Ilia II *UdU  UlUWtll 

A 

686.4 

1 54 

Nn  Imfl 

nu  lUdU 

1 .43 

24.5  t 

MARKETVEST  EQUITY 

Large-cap  Value 

568.4 

]  ] 

4.75 

1 .05t 

29.4  ; 

MARKETWATCH  EQUITY 

Large-cap  Blend 

333.0 

44 

4.50 

1 .35t 

32.5 

MARSHALL  EQUITY-INCOME 

Large-cap  Value 

526.3 

127 

Nn  imrl 

11 U  IU0U 

0.98 

27.5  4 

MARSHALL  INTERNATIONAL  STOCK 

Foreign 

225.3 

33 

No  load 

1.35t 

10.9 

M&RCUAI  1    1  ADAr-PAP  flB    3L  IMP    f  777! 

Large-cap  Blend 

p 

288.5 

22 

Nn  Imrl 
nu  iudu 

0.97 

26.2  4 

MARSHALL  MID-CAP  GROWTH  (aaaa) 

Mid-cap  Growth 

216.1 

34 

Nn  Imrl 
nu  1 U  a u 

1 .01 

22.7  1 

MARSHALL  MID-CAP  VALUE  (bbbb)  A 

Mid-cap  Value 

1 84  5 

5 

Nn  Inari 
nu  lUdU 

0  93 

23.4  1 

MASTERS'  SELECT  EQUITY 

Large-cap  Growth 

296  7 

1 54 

Nn  Iniil 

nu  iudu 

NA 

29.1  i 

-  - 

MENTOR  GROWTH  B  X 

c- 

Small-cap  Growth 

B 

483.5 

24 

4.00** 

2.03t 

17.7  1 

MENTOR  STRATEGY  B 

Domestic  Hybrid 

282  3 

_-j 

4  00*  * 

2.191 

7.5 

MERGER 

A 

Mid-cap  Blend 

A 

460  1 

_3 

Nn  In  ari 
nu  iudu  + 

4.29t 

1 1 .7 

MERIDIAN  X 

C 

Mid-cap  Blend 

C- 

336  8 

-1 1 

Nn  Imrl 
nu  iudu 

0.96 

19.2  1 

MERRILL  LYNCH  BASIC  VALUE  B 

A 

Large-cap  Value 

B+ 

4320  6 

14 

4.00** 

1 .58t 

28.2  2 

MERRILL  LYNCH  CAPITAL  B 

B+ 

Domestic  Hybrid 

B 

5420.4 

5 

4.00** 

1.57t 

20.2  1 

MERRILL  LYNCH  DEV.  CAP.  MKTS.  B 

Diversified  Emerging  Mkts. 

286.1 

-7 

4.00** 

2.56t 

-7.8 

MERRILL  LYNCH  DRAGON  B 

F 

Pacific/Asia  ex-Japan 

428.2 

-63 

4.00** 

2.361 

-41.4  -A 

MERRILL  LYNCH  EUROFUND  B  X 

B 

Europe 

C 

799.6 

4 

4.00** 

2.131 

23.5  1 

MERRILL  LYNCH  FUND  FOR  TOMORROW  D 

Large-cap  Blend 

241.1 

8 

5.25 

1.251 

21.5  1 

'Includes  redemption  fee.  "Includes  deferred  Sdles  charge.  tl2(b)-l  plan  in  effect.  }Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM=f 
(xxx)  Formerly  Kemper-Dreman  High  Return,  (yyy)  Formerly  Kemper-Dreman  Small  Cap  Value  A.  (zzz)  Formerly  Marshall  Stock,  (aaaa)  Formerly  Marshall  Mid-Cap  Stock,  (bbbb 
shall  Value  Equity. 
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Equity  Funds 


L  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


10  YEARS 
PRETAX  AFTERTAX 


RESULTS  VS 
ALL  FUNDS 


TURNOVER 


CASH 

% 


FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 
%      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


9 

15.7 

15.8 

1 3.6 

clcJcirl 

Low 

6 

4 

23 

37 

Electronic  Data  Systems  (2) 

Low 

n  09 
ii  y  / 

1  C  1 
ID.  I 

I  OA 

i  y^t 

9  fl 

OUU'JtJ -OUOj 

1 5.4 

16.3 

13.9 

QEJHD 

Low 

1 1 

12 

24 

46 

Philip  Morris  (3) 

Low 

n  97 

14.9 

I  94 

-3.7 

800-421-4120 

7 

10.1 

13.1 

10.4 

QQE3B 

Average 

10 

31 

27 

31 

Cisco  Systems  (1) 

High 

D97 

14.1 

IS  97 

-5.5 

800-456-5111 

1 

17.3 

14.5 

13.7 

oaaa 

Very  low 

4 

100 

19 

16 

Lukoil  (144A)  (ADR)  (3) 

Average 

IS  93 

12.9 

IS  97 

-6.6 

800-456-5111 

8 

13.0 

18.3 

15.6 

ansa 

High 

5 

17 

32 

32 

Monsanto  (4) 

Low 

D97 

13.2 

194 

-2.6 

800-525-8983 

6 

12.1 

NA 

NA 

EJcJ 

High 

3 

17 

27 

17 

Dionex  (2) 

Very  low 

IT  Q"7 
11  3/ 

i  n  c 
1  u.b 

1  OA 

i  y*+ 

-il.  / 

Ann  ^9s  ftQfl'? 

HUU- J-OjOj 

7 

13.2 

NA 

NA 

BB 

High 

3 

15 

42 

32 

Fastenal  (7) 

High 

n  97 

16.6 

1 97- 

-13.5 

800-525-8983 

6 

16.2 

NA 

NA 

OB 

High 

7 

8 

35 

30 

Warner-Lambert  (4) 

Average 

D97 

18.9 

D  94 

-3.8 

800-525-8983 

A 

NA 

NA 

NA 

El 

Very  high 

2 

21 

35 

21 

Warner-Lambert  (5) 

NA 

NA 

800-525-8983 

A 

NA 

NA 

NA 

Very  high 

4 

14 

40 

22 

Pfizer  (6) 

NA 

NA 

800-525-8983 

A 

NA 

NA 

NA 

U 

Average 

10 

98 

30 

14 

tlectrolux  Cl.  b  (o) 

NA 

MA 

NA 

Qnn  ROR  QQQ9 

NA 

NA 

NA 

1 

17 

26 

NA 

Federal-Mogul  (7) 

NA 

NA 

800-525-8983 

9 

13.4 

21.1 

18.7 

BBBB 

High 

10 

1 

36 

29 

Schlumberger  (6) 

High 

0  97 

17.8 

D94 

-6.4 

800-525-8983 

2 

8.7 

16.7 

13.9 

ODBE1 

High 

6 

6 

38 

40 

Cameo  International  (2) 

High 

m  95 

14.7 

197- 

-12.0 

800-525-8983 

3 

17.9 

NA 

NA 

Average 

5 

80 

31 

19 

Philips  Electronics  (ADR)  (3) 

Average 

a  93 

12.7 

IS97 

-4.2 

800-525-8983 

2 

-2.5 

-l  .U 

9  A 
-J.*l 

E  IE  fl?E  IE  a 

Average 

•a 

t  nn 
iuu 

1A 

— 

Orix  (4) 

. 

Very  high 

n  cn 

iu  y  / 

-18  1 

ftnn  979fi 

OUU-JJJ-^  /  £  D 

\ 

18.4 

26.5 

26.0 

nnnn 

!*J".  ii.i  ,.J 

Average 

9 

9 

36 

35 

HFS  (5) 

High 

n  97 

16.5 

I  97 

-9.8 

800-237-0132 

0 

20.7 

NA 

NA 

BBB 

Very  low 

6 

5 

18 

14 

Philip  Morris  (7) 

Average 

0  97 

14.0 

IS  94 

-5.3 

800-621-1048 

8 

12.3 

13.7 

11.4 

OBOH 

High 

2 

4 

25 

19 

American  Home  Products  (2) 

Average 

D.97 

14.2 

194 

-^.1 

800-621-1048 

4 

7.5 

15.5 

12.9 

OOQS 

High 

3 

5 

29 

9 

United  Healthcare  (3) 

High 

D.97 

16.3 

U  94 

-7.4 

800-621-1048 

4 

12.0 

9.6 

7.9 

L1W  Idyl 

■ 

High 

4 

1 00 

~  ~  ' 
27 

22 

Sank  of  Ireland  (3) 

Average 

TTf  On 

in  y~ 

1  9  fi 
I  Z.V 

TT7  Q"7 

lv  y  / 

-  D.U 

OUU-DZ  1  -  1  Lrfo 

3 

12.2 

16.1 

13.4 

BI10B 

Average 

g 

e 

32 

39 

Precision  Drilling  CI.  A  (2) 

High 

D  97 

21.4 

n  94 

-8.3 

800-621-1048 

3 

16.7 

NA 

NA 

£3Q 

Low 

9 

1 

18 

12 

S&P  Midcap  400SPDR  (3) 

Average 

11  95 

16.4 

IB  94 

-6.4 

800-621-1048 

1 

13.5 

15.5 

11.4 

E3SHE3 

High 

6 

5 

32 

35 

Compaq  Computer  (5) 

Very  high 

DJ97 

20.1 

IS  97 

-13.8 

800-621-1048 

0 

8.5 

13.2 

10.3 

BOOB 

Average 

3 

3 

26 

21 

General  Electric  (2) 

Average 

D97 

13.1 

D94 

-5.5 

800-621-1048 

A 

NA 

NA 

NA 

j 

■ 

3 

99 

"         AC  ' 

46 

llntC  IA\ 

uniti  [fli 

MA 

MA 
NA 

Qnn  *7cc  locn 

1 

8.9 

NA 

NA 

OS 

Very  high 

2 

NA 

33 

23 

General  Electric  (4) 

Low 

D  97 

12.3 

I  94 

-3.7 

800-721-1899 

4 

13.6 

NA 

NA 

BB 

Average 

4 

NA 

31 

38 

General  Electric  (5) 

Average 

D97 

19.5 

194 

-4.1 

800-721-1899 

A 

NA 

NA 

NA 

a 

Average 

6 

NA 

25 

30 

Conseco (5) 

NA 

NA 

800-577-8589 

A 

NA 

NA 

NA 

□ 

Average 

3 

100 

20 

9 

Lloyds  TSB  Group  (2) 

NA 

NA 

800-577-8589 

7 

-  ■ 
14.8 

■ 

18.2 

1 6.9 

Low 

3 

9 

22 

8 

America  Online  (7) 

- 

High 

D  97 

1 5.8 

IS  94 

Q  9 

ouu-u  /  /-oDoy 

o 

17.9 

16.8 

1 5.2 

HHHH 

riTll  TT"fTTlT 

4 

13 

19 

34 

IBM  (6) 

Low 

DJ  97 

13.8 

IS  94 

-8.6 

800-577-8589 

7 

23.3 

19.0 

17.8 

BBBB 

Very  low 

3 

8 

22 

11 

Dell  Computer  (6) 

Average 

D97 

18.1 

IS  97 

-3.6 

800-577-8589 

6 

16.8 

17.0 

13.9 

BBBB 

1 

2 

23 

21 

Chevron  (6) 

Average 

D97 

13.5 

194 

-5.1 

800-526-0056 

3 

13.5 

14.6 

11.4 

BBQB 

High 

3 

1 

28 

36 

FHLMC  (4) 

Low 

D97 

14.1 

IB  94 

-3.7 

800-526-0056 

4 

8.3 

13.2 

10.0 

n  n.  ran 

Low 

2 

1 0 

1 5 

"  ' 
1 4 

Enserch  Exploration  (2) 

Very  low 

I  93 

c  a 
o.y 

IB  94 

-2.7 

91  a  ~tn~i  R^nc 
•3  1 4-  /2  /-DJUD 

4 

10.4 

13.0 

10.4 

BBSS 

18 

22 

39 

NorAm  Energy  (4) 

Average 

DJ  97 

13.3 

IB  97 

-9.2 

314-727-5305 

A 

NA 

NA 

NA 

B 

Average 

10 

2 

26 

21 

Kirby  (3) 

NA 

NA 

817-332-3235 

4 

18.8 

19.9 

17.5 

BBBB 

Low 

2 

23 

27 

36 

Knight-Ridder  (12) 

Very  low 

DJ97 

14.8 

IB  94 

-4.9 

800-445-9469 

A 

NA 

NA 

NA 

7 

4 

43 

16 

Host  Marriott  (11) 

NA 

NA 

800-445-9469 

0 

1 8.3 

NA 

NA 

1 1  EBl 1 

■SHI 

Low 

1 1 

7 

30 

1 9 

Uo  west  Media  uroup  (□) 

Very  low 

D  97 

9.7 

D  94 

-3.7 

Qnn  AAd  OjICQ 

4 

14.9 

15.5 

12.1 

B  B  B  B 

t-  .  d  Ea  ca 

Average 

1 

4 

24 

36 

Deere  (3) 

Low 

D  97 

13.4 

I  94 

-3.5 

800-874-3733 

8 

18.3 

16.7 

14.1 

□BBS 

Low 

3 

4 

26 

44 

CellStar  (4) 

High 

DJ97 

21.8 

D94 

-8.1 

800-874-3733 

3 

12.5 

15.5 

12.1 

eaSiD 

Low 

4 

4 

24 

35 

Snap-On  (3) 

Low 

D97 

13.8 

IB  94 

-4.5 

800-874-3733 

A 

NA 

NA 

NA 

12 

NA 

23 

17 

Rogers  (2) 

NA 

NA 

800-874-3733 

o 

16.8 

1 8.8 

17.5 

- 

Low 

2 

3 

34 

■ 

40 

lyco  inti.  \i) 

High 

D  97 

17.8 

D  94 

-6.2 

Qnn  C9/1  C9Q9 

OUU-D24-0/02 

3 

18.1 

NA 

NA 

E  !|  * 

Very  low 

)  i 

3 

27 

24 

General  Electric  (3) 

Average 

D  97 

17.2 

I  94 

-4.2 

800-624-6782 

9 

11.6 

12.9 

11.4 

BBBi 

Very  high 

1 

3 

34 

35 

Guidant  (2) 

Average 

D97 

12.5 

D94 

-4.2 

800-624-6782 

3 

14.3 

16.9 

14.8 

BBBB 

Average 

4 

3 

20 

27 

AT&T  (3) 

Low 

D97 

11.2 

IS  94 

-4.3 

800-624-6782 

7 

22.4 

20.5 

18.8 

BBBB 

Very  low 

5 

NA 

27 

20 

Emerson  Electric  (4) 

Low 

D97 

19.0 

194 

-3.8 

800-304-7404 

1 

1  A  9 

"  _  " 
1 1 .2 

in  i 

Low 

8 

99 

27 

■  " 
1 8 

Viag  (2) 

Average 

IS  93 

10.5 

IS  97 

- 

-5.1 

Qnn  Q9C  9090 

1 

16.6 

19.5 

16.6 

BBBB 

Average 

12 

2 

29 

21 

XTRA (2) 

Average 

n  97 

18.4 

I  97 

-7.1 

800-835-3879 

A 

NA 

NA 

NA 

Low 

5 

7 

23 

30 

Compaq  Computer  (2) 

NA 

NA 

800-658-8378 

A 

NA 

NA 

NA 

0 

Very  low 

0 

NA 

23 

35 

Intel  (3) 

NA 

NA 

800-232-9091 

A 

NA 

NA 

NA 

B 

Average 

9 

4 

21 

24 

Philip  Morris  (3) 

NA 

NA 

800-236-8560 

A 

NA 

NA 

NA 

in 

Low 

10 

98 

18 

19 

BTR  (3) 

NA 

NA 

80U-23B-8560 

4 

1 1.4 

NA 

NA 

BB 

5 

g 

26 

32 

npnpral  Flprtnr  IW 

flupr aop 

niCI HgC 

D  97 

15.4 

I  94 

-4.9 

OUU  £  JO  OJUU 

A 

NA 

NA 

NA 

B 

Very  high 

2 

7 

37 

28 

Kohl's  (4) 

NA 

NA 

800-236-8560 

A 

NA 

NA 

NA 

B 

Average 

7 

11 

24 

24 

Darden  Restaurants  (3) 

NA 

NA 

800-236-8560 

A 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

800-960-0183 

n 
U 

n  a 

1  O.O 

1 6.6 

7  " 

14.2 

High 

8 

3 

32 

25 

Markel  (2) 

High 

D  97 

19.5 

I  97 

-1 1 .0 

800-382-0016 

A 

NA 

NA 

NA 

B 

High 

)  1 

NA 

27 

5 

CellStar  (1) 

NA 

NA 

800-382-0016 

1 

9.6 

NA 

NA 

BBH 

Very  high 

-5 

8 

29 

12 

Equitable  of  Iowa  (7) 

Very  low 

I]  93 

5.5 

IB  94 

0.0 

800-343-8959 

0 

11.1 

17.3 

15.3 

MBffW 

Low 

22 

NA 

31 

24 

Quorum  Health  Group  (3) 

Average 

III  95 

11.2 

194 

-3.9 

800-446-6662 

.2 

17.3 

NA 

NA 

BBB 

Very  low 

13 

13 

19 

40 

IBM  (3) 

Low 

D97 

14.2 

194 

-2.1 

800-637-3863 

.7 

11.9 

NA 

NA 

BBB 

Average 

2 

21 

24 

23 

Williams  (2) 

Very  low 

D97 

10.2 

194 

-2.1 

800-637-3863 

A 

NA 

NA 

NA 

B 

Average 

4 

100 

16 

-3 

Telebras  (ADR)  (3) 

NA 

NA 

800-637-3863 

8 

0.7 

NA 

NA 

BB 

Low 

5 

100 

14 

-4 

HSBC  Holdings  (HK)(8) 

Very  high 

DZ93 

41.6 

IS  97 

-30.2 

800-637-3863 

.3 

14.6 

12.1 

10.1 

BBBB 

Average 

12 

100 

24 

26 

Novartis  (Reg)  (3) 

Average 

IS  93 

10.6 

D94 

-1.6 

800-637-3863 

IA 

NA 

NA 

NA 

B 

Low 

7 

20 

27 

35 

IBM  (4) 

NA 

NA 

800-637-3863 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997  RBI 

Jf 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE-  1 

E 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL 

1996-97 

CHARGE (%) 

RATIO  (%) 

TAX  gl 

MERRILL  LYNCH  FUNDAMENTAL  GR.  B 

Large-cap  Growth 

268.4 

88 

4.00" 

2.1 6t 

30.6  26. 

MERRILL  LYNCH  GLOBAL  ALLOC.  B 

Bi 

International  Hybrid 

A 

9771.2 

9 

4.00** 

1 .87 1 

10.3 

MERRILL  LYNCH  GLOBAL  UTILITIES  B 

C 

Utilities 

C- 

301.5 

-9 

4.00** 

1 .61 1 

23.1  BO. 

MERRILL  LYNCH  GLOBAL  VALUE  B  A 

World 

878.3 

14 

4.00** 

NAT 

22.8  ■! 

MERRILL  LYNCH  GROWTH  B  X 

C 

Mid-cap  Growth 

A 

4487.1 

45 

4.00** 

1  82t 

17.4  i!5 

MERRILL  LYNCH  HEALTHCARE  B 

c- 

Health 

C 

181.5 

-10 

4.00** 

2.44t 

28.1 

J 

MERRILL  LYNCH  INTL.  EQUITY  B 

Foreign 

435.2 

-43 

4.00** 

2.14t 

-6.0  | 

MERRILL  LYNCH  LATIN  AMER.  B 

F 

Latin  America 

527.5 

3 

4.00** 

2.54t 

24.1  1 

I, 

MERRILL  LYNCH  PACIFIC  B 

D 

Diversified  Pacific/Asia 

B 

875.4 

-28 

4.00** 

1.90t 

-7.3  ft 

j 

MERRILL  LYNCH  PHOENIX  B 

/» _ 
v~ 

Small-cap  Value 

D 

31 3.8 

-18 

4  00** 

2  29t 

18.6 

< 

MERRILL  LYNCH  SPEC.  VALUE  B 

C 

Small-cap  Value 

D 

533.3 

45 

4.00** 

2.13t 

24.0  Je. 

MERRILL  LYNCH  TECHNOLOGY  B 

F 

Technology 

F 

352.7 

-19 

4.00** 

2.35t 

-4.4  SC 

MFS  EMERGING  GROWTH  B  X 

C- 

Mid-cap  Growth 

C 

5124.8 

44 

4.00** 

2.001 

19.7  is 

MFS  GROWTH  OPPORTUNITIES  A 

c- 

Large-cap  Growth 

C- 

930.2 

14 

5.75 

0.84t 

23.3  I 

0 

MFS  LARGE  CAP  GROWTH  B  (cccc)  & 

c 

Large-cap  Blend 

C*~ 

432.4 

4.00** 

2.13t 

23.7  m. 

MFS  MANAGED  SECTORS  A 

Mid-cap  Blend 

286.5 

24 

5.75 

1 .43t 

25.5  |J 

MFS  MASS.  INV.  A  (dddd) 

B 

Large-cap  Blend 

B+ 

4218.5 

57 

5.75 

0.74t 

31.7  1 

MFS  MASS.  INV.  GROWTH  A  (eeee) 

C- 

Large-cap  Growth 

c 

1760.8 

42 

5.75 

0.72t 

48.3  i 

MFS  RESEARCH  A 

c 

Large-cap  Blend 

c 

2287.4 

89 

5.75 

0.91 1 

20.5  f 

MFS  TOTAL  RETURN  A 

B+ 

Domestic  Hybrid 

B 

3225.1 

19 

4.75 

0.93t 

20.7  i 

MFS  VALUE  A 

B+ 

Mid-cap  Blend 

B 

610.4 

40 

5.75 

1 .321 

26.5  22 

MFS  WORLD  EQUITY  B 

c 

World 

B 

258.6 

29 

4.00** 

2.45t 

15.5 

i 

MFS  WORLD  GROWTH  B 

World 

306.2 

7 

4.00** 

2.39t 

12.8 

3 

MONTAG  &  CALDWELL  GROWTH  N 

Large-cap  Growth 

548.6 

180 

No  load 

1 .28t 

31.9 

1 

MONTGOMERY  EMERGING  MARKETS  R 

F 

Diversified  Emerging  Mkts. 

988.6 

g 

Nn  In  tri 

1 .67 

-3.1 

MONTGOMERY  GROWTH  R 

Mid-cap  Blend 

1 364.4 

37 

No  load 

1 .27 

24.2 

MONTGOMERY  MICRO  CAP  R 

Small-cap  Blend 

368.1 

23 

No  load  t 

1.71 

27.1  f 

MONTGOMERY  SELECT  50  R 

Mid-cap  Growth 

230.8 

159 

No  load 

1 .82 

29.4  | 

MONTGOMERY  SMALL  CAP  OPPORT.  R 

Small-cap  Growth 

243.9 

22 

No  load 

1 .50 

16.5  [ 

MONTGOMERY  SMALL  CAP  R 

D 

Small-cap  Growth 

C 

207.7 

_g 

1 .20 

23.9  J 

MORGAN  (J.P.)  U.S.  EQUITY  (ffff) 

B 

Large-cap  Blend 

C 

398.5 

20 

No  load 

0.80 

28.4  J 

MORGAN  (J.P.)  U.S.  SMALL  CO.  (gggg) 

C- 

Small-cap  Blend 

c 

264.2 

17 

No  load 

0.90 

22.8 

MUTUAL  BEACON  Z  X 

A 

Mid-cap  Value 

A 

5688.9 

1 5 

No  load  1 

0.73 

23.0  ji 

MUTUAL  DISCOVERY  Z 

A 

World 

A 

3854.4 

30 

No  load  r 

0.96 

22.9  | 

MUTUAL  QUALIFIED  Z  X 

A 

Mid-cap  Value 

A 

5180  1 

4 

Nn  Inarl  t 
nv  iudu  i 

0  75 

24.9 

MUTUAL  SHARES  Z  X 

A 

Mid-cap  Value 

A 

7848.7 

29 

No  load  ! 

0.70 

26.4 

NATIONWIDE  X 

B+ 

Large-cap  Blend 

B+ 

1516.0 

52 

4.50 

0.61 

39.6 

NATIONWIDE  GROWTH  X 

c 

Large-cap  Blend 

C- 

824.4 

20 

4.50 

0.64 

26.2 

NEUBERGER  &  BERMAN  FOCUS 

C 

Large-cap  Value 

F 

1 368.9 

16 

No  load 

0.89 

24.2 

NEUBERGER  &  BERMAN  GENESIS 

B+ 

Small-cap  Value 

8+ 

1246.4 

317 

Nn  Inn 

1 .28 

34.9  j 

NEUBERGER  &  BERMAN  GUARDIAN  X 

C 

Large-cap  Value 

D 

5987.3 

9 

No  load 

0.82 

17.9 

NEUBERGER  &  BERMAN  MANHATTAN 

D 

Mid-cap  Blend 

D 

571.3 

7 

No  load 

0.98 

29.2 

NEUBERGER  &  BERMAN  PARTNERS 

B+ 

Mid-cap  Value 

B 

3230.4 

46 

No  load 

0.84 

29.2 

NEW  ECONOMY  X 

C 

Large-cap  Blend 

D 

4985.0 

21 

5.75 

0.84t 

28.9 

NEW  ENGLAND  BALANCED  A 

B 

Domestic  Hybrid 

C 

233  7 

g 

5  75 

1  33t 

17.5 

NEW  ENGLAND  GROWTH  A  X 

C- 

Large-cap  Blend 

F 

1461 .1 

1 2 

5.75 

1.1 8t 

23.5 

NEW  ENGLAND  GROWTH  OPPORT.  A 

B 

Large-cap  Blend 

C 

220.5 

32 

5.75 

1.3Ct 

33.4 

NEW  ENGLAND  STAR  ADVISERS  B 

Mid-cap  Growth 

462.2 

26 

5.00** 

2.43t 

19.3 

NEW  ENGLAND  VALUE  A 

B 

Large-cap  Value 

C- 

350.0 

17 

5.75 

1 .31 T 

21.0 

NEW  PERSPECTIVE  X 

C 

World 

B+ 

16202.7 

26 

5.75 

0.791 

15.0 

NICHOLAS  X 

B 

Mid-cap  Blend 

B 

5082.6 

28 

No  load 

0.72 

37.0 

NICHOLAS-APPLEGATE  EMG.  GROWTH  C 

Small-cap  Growth 

215.0 

-4 

1 .00** 

2.351 

10.6 

NICHOLAS-APPLEGATE  GROWTH  EQ.  B 

D 

Mid-cap  Growth 

C 

284.7 

-10 

5.00** 

2.231 

16.5 

NICHOLAS  II 

B 

Mid-cap  Blend 

B 

1004.6 

28 

No  load 

0.61 

37.0 

NICHOLAS  LIMITED  EDITION 

B 

Small-cap  Blend 

B+ 

316  4 

36 

Nn  Inari 

0.86 

33.0 

NORTHERN  GROWTH  EQUITY 

Large-cap  Growth 

422.0 

46 

No  load 

1 .00 

30.1 

NORTHERN  SMALL  CAP 

Small-cap  Value 

336.5 

74 

No  load 

1 .00 

29.8 

NUVEEN  GROWTH  &  INCOME  STOCK  A 

Large-cap  Value 

683.5 

44 

5.25 

1 .20t 

27.1 

OAKMARK 

A 

Large-cap  Value 

A 

6907.6 

65 

No  load 

1 .08 

32.6 

OAKMARK  INTERNATIONAL 

C- 

Foreign 

C 

1 306  2 

g 

Nn  Inari 

1 .26 

3.3 

OAKMARK  SELECT 

Mid-cap  Value 

624.1 

1 142 

No  load 

1.12 

55.0 

OAKMARK  SMALL  CAP 

Small-cap  Value 

1446.3 

357 

No  load 

1 .37 

40.5 

OLSTEIN  FINANCIAL  ALERT 

Mid-cap  Value 

217.6 

73 

2.50** 

2.38f 

34.8 

ONE  GROUP  EQUITY  INDEX  B 

Large-cap  Blend 

230.1 

176 

5.00** 

1 .301 

31.7 

ONE  GROUP  INCOME  EQUITY  B 

Large-cap  Blend 

230.1 

403 

5.00** 

2.00t 

31.2 

ONE  GROUP  LARGE  CO.  GROWTH  B 

Large-cap  Blend 

176.6 

115 

5.00** 

2.00t 

31.5 

lit  CORCORAN  EQUITY 

Large-cap  Blend 

199.9 

35 

4.50 

1.25t 

30.3 

OPPENHEIMER  CAPITAL  APPREC.  A 

C 

Large-cap  Growth 

B 

1212.7 

31 

5.75 

1.09t 

26.3 

OPPENHEIMER  DISCIP.  ALLOC.  A 

B 

Domestic  Hybrid 

C 

247.1 

5 

5.75 

1.1 1 T 

17.9 

OPPENHEIMER  DISCIP.  VALUE  A  & 

8 

Large-cap  Value 

C 

385.2 

103 

5.75 

1 .13+ 

24.0 

•Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM 
(cccc)  Formerly  MFS  Capital  Growth  B.  (dddd)  Formerly  Massachusetts  Investor  A.  (eeee)  Formerly  Massachusetts  Investors  Growth  Stock  A  (ffff)  Formerly  JPM  Pierpont  E 
merly  JPM  Pierpont  Capital  Appreciation. 
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Equity  Funds 


U.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 

ETAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  (%  ASSETS) 


LEVEL 


BEST 


WORST 


QTR   %RET     QTR  %RET 


NA 

NA 

NA 

□ 

Average 

4 

14 

32 

27 

Compaq  Computer  (4) 

NA 

NA 

800-637-3863 

10.0 

NA 

NA 

□OB 

Average 

16 

47 

24 

15 

Noble  Drilling  (1) 

Very  low 

II  95 

9.1 

IS  94 

-3.0 

800-637-3863 

11.9 

NA 

NA 

□B 

Very  low 

2 

64 

24 

34 

Telefonica  tie  Espana  (4) 

Average 

12  96 

9.6 

194 

-7.5 

800-637-3863 

NA 

NA 

NA 

6 

68 

19 

NA 

Guinness  (5) 

NA 

NA 

609-282-2800 

19.3 

18.6 

16.6 

DBDB 

Low 

19 

8 

23 

36 

Ensco  International  (8) 

Average 

UJ  97 

19.2 

TS  97 

-9.4 

800-637-3863 

10.9 

NA 

NA 

□□□ 

High 

11 

23 

37 

26 

Novartis  (Reg)  (6) 

High 

0  97 

18.1 

193 

-12.1 

800-637-3863 

NA 

NA 

NA 

□ 

Average 

14 

100 

26 

9 

China  Overseas  Land  &  Invest.  (2) 

NA 

NA 

800-637-3863 

9.4 

NA 

NA 

OS 

Average 

3 

99 

15 

-13 

Tel.  de  Mexico  A  (ADR)  (7) 

Very  high 

re  93 

32.6 

195- 

-29.9 

800-637-3863 

5.6 

NA 

NA 

□BO 

Very  low 

6 

100 

25 

1 1 

HSBC  Holdings  (HK)  (7) 

High 

n  97 

17.7 

IS  97 

-19.0 

800-637-3863 

10.3 

NA 

NA 

BBB 

Average 

1 1 

7 

26 

7 

Novell  (4) 

Average 

in  97 

15.3 

TS  94 

-7.0 

800-637-3863 

13.0 

NA 

NA 

QE30 

High 

9 

3 

26 

25 

Vivus  (3) 

Average 

0  97 

19.1 

LS  97 

-10.7 

800-637-3863 

4.9 

NA 

NA 

DQ 

Very  high 

45 

27 

20 

-10 

Creative  Technology  (24) 

Very  high 

UJ95 

24.6 

LS  97 

-33.5 

800-637-3863 

19.4 

21.3 

20.9 

oddo 

Low 

2 

2 

40 

36 

HFS  (6) 

High 

TJ97 

17.2 

0  94 

-9.2 

800-637-2929 

13.9 

14.8 

11.2 

BBBB 

Average 

1 

2 

33 

41 

HFS  (4) 

High 

TJ  97 

17.4 

I  94 

-5.6 

800-637-2929 

11.3 

15.6 

12.8 

High 

6 

10 

31 

22 

ADT  (5) 

Average 

TJ  97 

14.1 

TJ  93 

-3.6 

800-637-2929 

NA 

NA 

NA 

B 

High 

3 

1 

32 

36 

Tyco  Intl.  (8) 

NA 

NA 

800-637-2929 

16.4 

17.9 

13.8 

BBBO 

Average 

5 

3 

26 

37 

Bristol-Myers  Squibb  (3) 

Low 

0  97 

17.4 

194 

-1.8 

800-637-2929 

14.5 

18.1 

13.8 

BBBD 

High 

3 

7 

35 

37 

Microsoft  (7) 

High 

0  97 

22.9 

194 

-8.3 

800-637-2929 

17.8 

17.2 

14.4 

BBDO 

Average 

4 

3 

31 

20 

Bristol-Myers  Squibb  (3) 

Average 

TJ  97 

16.3 

TS  94 

-4.1 

800-637-2929 

11.7 

13.8 

11.1 

QBBB 

High 

4 

9 

21 

26 

British  Petroleum  (ADR)  (1) 

Very  low 

TJ  97 

9.3 

I  94 

-2.8 

800-637-2929 

17.4 

17.9 

14.3 

Boaa 

High 

0 

18 

27 

21 

Tyco  Intl.  (10) 

Average 

ITJ95 

13.7 

IS  94 

-6.2 

800-637-2929 

12.8 

10.4 

9.0 

□□BB 

Average 

7 

66 

26 

23 

Powergen  (5) 

Average 

1197 

13.7 

TS94 

-3.4 

800-637-2929 

NA 

NA 

NA 

B 

High 

2 

62 

31 

22 

Computer  Associates  Intl.  (2) 

NA 

NA 

800-637-2929 

NA 

NA 

NA 

Si 

Low 

2 

2 

34 

24 

Intel  (5) 

NA 

NA 

800-992-8151 

7.0 

NA 

NA 

Average 

4 

99 

20 

-1 

Tel.  de  Mexico  L  (ADR)  (5) 

Very  high 

IS  93 

29.1 

TS  97 

-17.1 

800-572-3863 

NA 

NA 

NA 

B 

Average 

20 

12 

25 

32 

Avid  Technology  (4) 

NA 

NA 

800-572-3863 

NA 

NA 

NA 

B 

Average 

7 

1 

23 

40 

Moog  CI.  A  (3) 

NA 

NA 

800-572-3863 

NA 

NA 

NA 

High 

9 

41 

26 

20 

Tatneft  (ADR)  (144A)  (6) 

NA 

NA 

800-572-3863 

NA 

NA 

NA 

High 

5 

2 

30 

23 

Cooper (4) 

NA 

NA 

800-572-3863 

13.8 

NA 

NA 

ESS 

Average 

2 

6 

28 

43 

ICG  Communications  (5) 

High 

K  97 

20.1 

I  97 

-11.7 

800-572-3863 

13.8 

17.6 

14.5 

DOBD 

High 

2 

0 

27 

24 

Warner-Lambert  (3) 

Average 

U  97 

14.6 

IS  94 

-2.8 

800-221-7930 

10.8 

15.5 

13.3 

BBQB 

High 

5 

2 

25 

25 

Dekalb  Genetics  CI.  B  (2) 

Average 

in  97 

15.3 

094 

-6.7 

800-221-7930 

16.5 

17.2 

14.4 

BBOB 

Average 

16 

34 

23 

29 

Chase  Manhattan  (2) 

Very  low 

DJ97 

9.6 

IS  94 

-2.4 

800-342-5236 

20.0 

NA 

NA 

OB 

Average 

18 

58 

22 

25 

Pacific  Forest  Products  (2) 

Very  low 

I  93 

12.3 

TS  94 

-3.3 

800-342-5236 

16.5 

17.4 

14.0 

BBOB 

Average 

16 

29 

24 

31 

Sunbeam  (144A)  (3) 

Very  low 

IK  95 

9.7 

I  94 

-1.6 

800-342-5236 

16.3 

17.4 

13.9 

BBQB 

Average 

17 

19 

24 

36 

Chase  Manhattan  (5) 

Very  low 

III  95 

11.1 

194 

-2.8 

800-553-3014 

16.6 

17.6 

14.8 

OBaa 

Low 

2 

NA 

26 

52 

Warner-Lambert  (7) 

Low 

0  97 

18.5 

194 

-3.7 

800-848-0920 

14.0 

15.0 

12.7 

BBBB 

Low 

2 

2 

27 

43 

Cendant (5) 

Average 

TJ97 

18.3 

194 

-2.7 

800-848-0920 

15.7 

17.3 

14.5 

BOOB 

Low 

3 

2 

19 

49 

Compaq  Computer  (5) 

High 

K97 

17.0 

TS  97 

-6.0 

800-877-9700 

18.6 

NA 

NA 

BBD 

Low 

7 

0 

22 

27 

Thiokol (2) 

Average 

UJ97 

20.1 

TS  97 

-3.8 

800-877-9700 

14.3 

17.5 

15.1 

BOOB 

Low 

8 

3 

19 

40 

Compaq  Computer  (5) 

Average 

in  97 

12.7 

TS  97 

-7.5 

800-877-9700 

10.2 

15.6 

12.2 

BOBB 

Average 

1 

9 

34 

41 

Dura  Pharmaceuticals  (3) 

High 

0  97 

14.1 

TJ94 

-5.8 

800-877-9700 

16.2 

17.2 

13.8 

BBBO 

High 

5 

11 

22 

35 

Allstate  (2) 

Average 

1197 

14.0 

194 

-4.4 

800-877-9700 

14.5 

17.5 

14.6 

DBBB 

Low 

10 

27 

28 

37 

Fannie  Mae  (3) 

Average 

1197 

15.2 

194 

-8.0 

800-421-4120 

11.4 

11.9 

9.8 

□BOB 

Average 

3 

5 

22 

19 

Philips  Electronics  (ADR)  (2) 

Very  low 

0  97 

10.1 

194 

-3.2 

800-225-7670 

15.1  11.7 

16.0  12.4 

NA  NA 

13.4  10.8 

14.0  11.8 


BBBB 
BBBO 

B 

BBBB 
BOOB 

BOQD 

■■■■2E 
BBDO 
ODOO 


Very  high     0  10  27  9  Pfizer  (6)  High 

High        0  3  23  19  IBM  (3)  Average 

High        7  10  28  9  Philip  Morris  (2) 

Average      1  4  22  28  Philips  Electronics  (ADR)  (3)  Average 

Low       11  60  25  24  Novartis  (Reg)  (2)  Average 

3  2  26  55  Mercury  General  (5)  Low 
-1  4  36  37  Network  Appliance  (1) 

2  8  36  35  Health  Mgmt.  Assoc.  CI.  A  (3)  High 

2  9  29  48  Health  Mgmt.  Assoc.  CI.  A  (5)  Average 

4  5  31  47  Heartland  Express  (4)  Average 


0  95  20.8 
K97  17.5 
NA 

0  97  13.2 
0  97  12.0 


TS  97  -5.0 
194  -3.7 
NA 

194  -3.8 
IS  97  -4.9 


800-225-7670 
800-225-7670 
800-225-7670 
800-225-7670 
800-421-4120 


17.7  15.8 

NA  NA 

NA  NA 

16.1  14.0 

18.5  16.2 


Very  low 
High 
High 
Low 
Low 


0  97  16.0 
NA 

IE  97  15.0 
0  97  14.6 
1197  17.9 


194  -4.7 
NA 

197  -7.6 
194  -2.9 
0  94  -3.5 


800-227-5987 
800-551-8043 
800-225-1852 
800-227-5987 
800-227-5987 


NA 

NA 

NA 

NA 

B 

Average 

4 

5 

34 

33 

State  Street  (4) 

NA 

NA 

800-595-91 1 1 

NA 

NA 

NA 

NA 

B 

Low 

5 

4 

22 

28 

Argonaut  Group  (1) 

NA 

NA 

800-595-91 1 1 

NA 

NA 

NA 

NA 

High 

0 

20 

25 

19 

Philips  Electronics  (NV)  (4) 

NA 

NA 

800-351-4100 

!.8 

20.9 

NA 

NA 

DO 

low 

11 

5 

25 

29 

Philip  Morris  (7) 

Low 

0  97 

15.2 

194 

-4.2 

800-625-6275 

1.9 

12.4 

NA 

NA 

DQ 

Low 

6 

100 

15 

-20 

Cordiant  (6) 

High 

193 

18.4 

TS  97 

-13.7 

800-625-6275 

NA 

NA 

NA 

NA 

8 

8 

19 

18 

Tele-Comm.  Lbty.  Media  CI.  A  (15) 

NA 

NA 

800-625-6275 

NA 

NA 

NA 

NA 

Low 

8 

5 

24 

15 

Peoples  Bank  (CT)  (7) 

NA 

NA 

800-625-6275 

NA 

NA 

NA 

NA 

High 

30 

NA 

22 

31 

Coachmen  Industries  (3) 

NA 

NA 

914-397-7565 

NA 

NA 

NA 

NA 

D 

Very  low 

4 

3 

27 

27 

S&P500  (Futures)  (4) 

NA 

NA 

800-480-41 1 1 

NA 

NA 

NA 

NA 

D 

Low 

0 

3 

25 

34 

Bristol-Myers  Squibb  (3) 

NA 

NA 

800-480-41 1 1 

NA 

NA 

NA 

NA 

a 

Average 

2 

2 

32 

27 

General  Electric  (5) 

NA 

NA 

800-480-41 1 1 

NA 

NA 

NA 

NA 

D 

Average 

2 

3 

23 

19 

Fannie  Mae  (5) 

NA 

NA 

800-422-2080 

1.9 

14.7 

18.4 

16.3 

DOBD 

Average 

18 

3 

27 

41 

Travelers  Group  (3) 

Average 

0  97 

16.2 

094 

-2.8 

800-525-7048 

in 

9.6 

13.2 

10.2 

BBBB 

Average 

7 

NA 

20 

18 

Columbia  Gas  System  (2) 

Very  low 

0  97 

9.4 

194 

-2.5 

800-525-7048 

3.2 

16.1 

18.0 

15.0 

OBOB 

Average 

9 

NA 

18 

25 

Textron  (3) 

Low 

0  97 

13.5 

194 

-2.3 

800-525-7048 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND  OVERALL  RATING      CATEGORY  RATING     SIZE   FEES   1997  REj 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES' 

EXPENSE 

PRE 

/ 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

,    OF  FUND  WITHIN  CATEGORY) 

SMIL 

1996-97 

PHflRHF  t°/~\ 
unnnuc  \  /o) 

RATIO  f°/ 1 
nn  1 IU  \  /a) 

TAX 

OPPENHEIMER  DISCOVERY  A 

D 

Small-cap  Growth 

C- 

1251.2 

13 

5.75 

1.22T 

10.4 

OPPENHEIMER  EQUITY-INCOME  A 

Bt 

Domestic  Hybrid 

B 

2988.3 

27 

5.75 

0.89t 

29.7 

OPPENHEIMER  GLOBAL  A 

C 

World 

B 

3239.4 

24 

5.75 

1.17t 

21.8 

OPPENHEIMER  GLOBAL  GR.  &  INC.  A 

C 

International  Hybrid 

C 

187.3 

52 

5.75 

1.52t 

28.3 

OPPENHEIMER  GROWTH  A  X 

C 

Large-cap  Blend 

C- 

1 585  6 

91 

t\  7R 

1  m  + 

l   U  I 

1  O  1 

OPPENHEIMER  MAIN  ST.  INC.  &  GR.  A 

B 

Large-cap  Blend 

B 

4849.4 

35 

5.75 

0.99t 

26.6 

OPPENHEIMER  MULTIPLE  STRAT.  A  (hhhh) 

B+ 

Domestic  Hybrid 

B 

693.3 

153 

5.75 

1.21t 

17.8 

OPPENHEIMER  QUEST  CAP.  VAL.  A  A 

C- 

Mid-cap  Blend 

D 

277.7 

-58 

5.75 

NAt 

15.2 

OPPENHEIMER  QUEST  GLOB.  VAL.  A  A 

B 

World 

B 

266.4 

37 

5.75 

1.881 

14.6 

OPPENHEIMER  QUEST  OPPORT.  A 

B 

Large-cap  Value 

C 

1 958  9 

92 

D.  /  □ 

1  R9t 

9fl  1 

OPPENHEIMER  QUEST  SM.  CAP  A 

C 

Small-cap  Value 

D 

194.4 

77 

5.75 

1.901 

24.3 

• 

OPPENHEIMER  QUEST  VALUE  A 

B 

Large-cap  Value 

C 

751.4 

67 

5.75 

1.71 1 

26.5 

OPPENHEIMER  TOTAL  RETURN  A 

C 

Large-cap  Blend 

c 

2237.0 

23 

5.75 

0.90t 

27.4 

PACIFIC  HORIZON  AGGRES.  GRTH  A  A 

D 

Small-cap  Growth 

D 

211.9 

1 

4.50 

1.42 

14.2 

PACIFIC  HORIZON  BLUE  CHIP  A 

Large-cap  Blend 

247  0 

90 

a  Rn 

1  9ft 
1  .  o 

T>  7 
J  J.  / 

PAINEWEBBER  BALANCED  A 

C 

Domestic  Hybrid 

c- 

180.5 

11 

4.50 

1.34t 

24.6 

PAINEWEBBER  GLOBAL  EQUITY  A 

C- 

World 

c- 

289.4 

-9 

4.50 

1.48t 

6.3 

1 

PAINEWEBBER  GROWTH  &  INCOME  A 

C 

Large-cap  Blend 

D 

523.9 

69 

4.50 

1.1 5t 

31.7 

1 

PAINEWEBBER  GROWTH  A  X 

C- 

Mid-cap  Growth 

c 

210.8 

-1 

4.50 

1.27t 

17.0 

PAINEWEBBER  TACTICAL  ALLOC.  C 

B 

Large-cap  Blend 

c 

979  1 

1  fi9 

1  nn** 
1  uu 

1  Qm 

1:1  n 

PAPP  AMERICA-ABROAD 

C 

Large-cap  Growth 

B+ 

288.2 

873 

No  load 

1.25 

29.9 

PARKSTONE  SMALL  CAP  INV.  A 

Small-cap  Growth 

196.2 

20 

4.50 

1.57t 

-6.3 

1 

PARNASSUS  X 

D 

Small-cap  Value 

F 

353.4 

32 

3.50 

1.10 

29.7 

PAX  WORLD  X 

B 

Domestic  Hybrid 

C 

608.1 

17 

No  load 

0.89t 

25.1 

PAYDEN  &  RYGEL  GROWTH  &  INC.  A 

Large-cap  Value 

173  2 

51 3 

Nn  In  id 
PIU  IDdU 

NA 

9(5  Q 

PBHG  CORE  GROWTH 

Mid-cap  Growth 

192.3 

-58 

No  load 

1.36 

-9.7 

PBHG  EMERGING  GROWTH 

Small-cap  Growth 

1516.2 

0 

No  load 

1.28 

-3.7 

1 

PBHG  GROWTH  X 

D 

Mid-cap  Growth 

D 

5463.5 

-8 

No  load 

1.25 

-3.4 

■ 

: 

PBHG  LIMITED 

Small-cap  Growth 

172.1 

-14 

No  load  i 

1.42 

16.1 

t 

PBHG  SELECT  EQUITY 

Mid-cap  Growth 

348  6 

-40 

Nn  Imn 

PtU  IUJU 

1  26 

6  8 

! 

PBHG  TECHNOLOGY  &  COMMUN. 

Technology 

551.0 

-2 

No  load 

1.33 

3.3 

1 

PEGASUS  EQUITY  INDEX  A 

B 

Large-cap  Blend 

B 

193.7 

450 

3.00 

0.37t 

33.1 

: 

PEGASUS  MID  CAP  OPPORT.  A 

C 

Mid-cap  Value 

C- 

234.0 

156 

5.00 

0.93t 

27.6 

• 

: 

PELICAN 

A 

Large-cap  Value 

B+ 

200.0 

7 

No  load 

1.10 

26.5 

: 

: 

PENNSYLVANIA  MUTUAL  INV.  X 

B 

Small-cap  Value 

C 

507  7 

y  ] 

1  00* 

0  99 

25  0 

i 

PHOENIX-ENGEMANN  GROWTH  A  (iiii)  X 

D 

Large-cap  Growth 

F 

393.7 

5.50 

1.60 

16.0 

' 

: 

PHOENIX-ENGEMANN  NIFTY  FIFTY  A  (jjjj) 

C- 

Large-cap  Growth 

C- 

176.9 

22 

5.50 

1.70 

19.2 

l 

PHOENIX  AGGRESSIVE  GROWTH  A  A 

C- 

Mid-cap  Growth 

B 

248.2 

6 

4.75 

1.20t 

19.4 

i 

PHOENIX  BALANCED  A 

c 

Domestic  Hybrid 

D 

1689.0 

-8 

4.75 

I.OIt 

18.3 

: 

PHOENIX  EQUITY  OPPORT.  A  A 

D 

Mid-cap  Growth 

C- 

i  A9  n 

in 

—  1  u 

A  7R 
f.  to 

1  9Tt 

Q  1 

PHOENIX  GROWTH  A 

c 

Large-cap  Blend 

C- 

2495.6 

5 

4.75 

1.17t 

23.3 

1 

PHOENIX  INCOME  &  GROWTH  A  A 

B 

Domestic  Hybrid 

c 

459.7 

-2 

4.75 

1.18t 

17.1 

PHOENIX  MID  CAP  A  & 

D 

Mid-cap  Growth 

c 

352.6 

-18 

4.75 

1.35t 

13.2 

PHOENIX  SMALL  CAP  A 

Small-cap  Growth 

192.4 

7 

4.75 

1.37t 

9.5 

1 

PHOENIX  STRAT  ALLOCATION  A 

C 

Domestic  Hybrid 

c- 

308  5 

o 

4  75 

1  91  i 

20  7 

! 

I 

PILGRIM  AMERICA  BANK  &  THRIFT  A  A 

A 

Financial 

B+ 

363.6 

NA 

5.75 

1.01 1 

64.2 

i 

> 

PILGRIM  AMERICA  MAGNACAP  A 

B 

Large-cap  Blend 

B 

310.9 

21 

5.75 

1.461 

27.7 

1 

PIMCO  GROWTH  C  (kkkk) 

C- 

Large-cap  Growth 

C 

1544.9 

4 

1.00** 

1.86t 

21.8 

1 

! 

PIMCO  INNOVATION  C  (IIII) 

Technology 

175.9 

14 

1.00** 

2.03T 

8.1 

1 

PIMCO  OPPORTUNITY  C  (mmmm) 

F 

Small-cap  Growth 

D 

597  7 

1Q 
1  !> 

i  nn**t 
1  ,uu  + 

1  97 1 

-4  8 

1 

PIMCO  RENAISSANCE  C  (nnnn) 

A 

Large-cap  Blend 

A 

363.6 

42 

1.00** 

1.971 

34.9 

: 

I 

PIMCO  TARGET  C  (oooo) 

C 

Mid-cap  Growth 

B+ 

981.8 

-1 

1.00** 

1.94t 

15.4 

' 

PIONEER  A  X 

B 

Large-cap  Blend 

B 

3931.8 

36 

5.75 

0.99t 

38.5 

'- 

! 

PIONEER  BALANCED  A  (pppp)  A 

B 

Domestic  Hybrid 

C 

277.4 

0 

4.50 

1.08t 

13.9 

I 

PIONEER  CAPITAL  GROWTH  A  A 

B 

Small-cap  Value 

C 

1  DUj.O 

1  R 

3.  /  J 

1  nnt 

1  -UU  1 

17  5 

1 

1 

PIONEER  EQUITY-INCOME  A 

B+ 

Large-cap  Value 

c 

479.6 

36 

5.75 

1.18t 

34.9 

PIONEER  GROWTH  A 

C- 

Large-cap  Growth 

c 

539.2 

94 

5.75 

1.13t 

43.8 

i 

i 

PIONEER  II  A 

C 

Mid-cap  Value 

c- 

7148.7 

19 

5.75 

0.90t 

23.7 

PIONEER  INTERNATIONAL  GROWTH  A 

Foreign 

395.9 

5 

5.75 

1.77t 

5.8 

1 

PIONEER  MID-CAP  A 

D 

Mid-cap  Growth 

c- 

—  1 

5  75 

U.OO  1 

7  2 

J 

PIONEER  SMALL  COMPANY  B  A 

Small-cap  Blend 

261.6 

15 

4.00* 't 

2.23t 

18.2 

1 

PIONEER  WORLD  EQUITY  A 

World 

272.3 

4450 

5.75 

1.75t 

5.8 

1 

PIPER  EMERGING  GROWTH  A 

C- 

Mid-cap  Growth 

B 

262.0 

-12 

4.00 

I.ISt 

23.3 

* 

: 

PIPER  GROWTH  A 

c- 

Large-cap  Blend 

F 

191.1 

4 

4.00 

1.24t 

23.1 

1 

PREFERRED  GROWTH 

c- 

Large-cap  Growth 

c- 

501.6 

31 

No  load 

0.84 

31.9 

1 

PREFERRED  INTERNATIONAL 

c 

Foreign 

B+ 

233.1 

11 

No  load 

1.25 

6.8 

i 

PREFERRED  VALUE 

B+ 

Large-cap  Value 

c 

399.3 

30 

No  load 

0.85 

28.0 

* 

! 

T.  ROWE  PRICE  BALANCED 

B 

Domestic  Hybrid 

B 

1231.7 

41 

No  load 

0.87 

19.0 

i 

! 

T.  ROWE  PRICE  BLUE  CHIP  GROWTH 

Large-cap  Blend 

2141.6 

297 

No  load 

1.12 

27.6 

1 

T.  ROWE  PRICE  CAPITAL  APPREC. 

A 

Domestic  Hybrid 

A 

1053.8 

10 

No  load 

0.76 

16.2 

1 

I 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  In  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM= 
(hhhh)  Formerly  Oppenheimer  Asset  Allocation  A.  (iiii)  Formerly  Pasadena  Growth  A.  (jjjj)  Formerly  Pasadena  Nifty  Fifty  A.  (kkkk)  Formerly  PIMCo  Advisors  Growth  C.  (IIII)  Forme 
sors  Innovation  C.  (mmmm)  Formerly  PIMCo  Advisors  Opportunity  C.  (nnnn)  Formerly  PIMCo  Advisors  Equity-Income  C.  (oooo)  Formerly  PIMCo  Advisors  Target  B.  (pppp)  Formerly 
A 
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Equity  Funds 


L  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA   RISK   TELEPHONE 


> YEARS 

10  YEARS 

RESULTS  VS. 

TURNOVER 

CASH 

FOREIGN 

P-E 

UNTAXED 

LARGEST  HOLDING 

LEVEL 

BEST 

WORM 

• 

AX  AFTERTAX 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

% 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

7 

10.9 

17.4 

15.8 

□OCJH 

Average 

14 

7 

39 

28 

Saville  Systems  (ADR)  (2) 

Very  high 

JJ97 

18.5 

197 

13.0 

800-525-7048 

3 

14.9 

14.0 

11.6 

Average 

11 

4 

22 

37 

First  Union  (3) 

Low 

D.97 

11.3 

194 

-3.7 

800-525-7048 

2 

15.2 

15.3 

12.9 

BBBB 

High 

5 

77 

30 

33 

Nintendo  (4) 

Average 

IV  93 

16.5 

IB  94 

-5.3 

800-525-7048 

2 

15.3 

NA 

NA 

BB 

Very  high 

6 

68 

31 

23 

Porsche  (6) 

Average 

IB  93 

13.6 

IB  94 

-5.0 

800-525-7048 

7 

12.6 

16.8 

14.6 

QOE30 

Low 

47 

3 

24 

22 

Compaq  Computer  (2) 

Average 

D97 

11.7 

IB  97 

-4.3 

800-525-7048 

5 

18.6 

NA 

NA 

BOB 

High 

8 

9 

27 

26 

S&P500  (Futures)  (5) 

Average 

IB  93 

14.4 

II  94 

-5.2 

800-525-7048 

2 

11.4 

12.7 

10.4 

□BBB 

Low 

17 

23 

23 

10 

Intel  (2) 

Very  low 

H97 

9.1 

194 

-3.2 

800-525-7048 

4 

11.7 

21.1 

20.0 

BOBB 

9 

26 

19 

NA 

Countrywide  Credit  Ind.  (8) 

High 

UI  97 

14.0 

197 

-5.8 

800-525-7048 

9 

13.8 

NA 

NA 

□OB 

Average 

8 

58 

26 

29 

Wells  Fargo  (4) 

Low 

U97 

11.9 

IB  97 

-4.6 

800-525-7048 

9 

17.9 

NA 

NA 

HUB 

Low 

18 

2 

25 

22 

Wells  Fargo  (6) 

Low 

II  95 

14.5 

194 

-0.7 

800-525-7048 

5 

12.1 

NA 

NA 

OBB 

Average 

17 

4 

22 

25 

Wang  Laboratories  (4) 

Average 

D97 

16.6 

n  94 

-4.3 

800-525-7048 

5 

16.5 

17.0 

15.0 

BDBO 

Low 

22 

13 

18 

32 

ACE  (6) 

Low 

E97 

13.5 

194 

-2.5 

800-525-7048 

J 

14.4 

16.1 

13.1 

BOBB 

High 

6 

2 

29 

32 

Travelers  Group  (2) 

Average 

H97 

12.8 

D94 

-5.5 

800-525-7048 

1 

7.1 

15.7 

12.4 

BDEIB 

High 

6 

14 

31 

19 

NICE-Systems  (ADR)  (3) 

Very  high 

UI95 

19.4 

197 

-9.5 

800-332-3863 

A 

NA 

NA 

NA 

D 

Average 

2 

1 

25 

21 

Microsoft  (3) 

NA 

NA 

800-332-3863 

9 

9.2 

NA 

NA 

□B 

High 

2 

5 

23 

28 

Travelers  Group  (1) 

Low 

D97 

11.8 

D94 

-5.8 

800-647-1568 

1 

10.4 

NA 

NA 

ao 

Low 

1 

77 

28 

18 

AirTouch  Communications  (3) 

Average 

D97 

12.2 

IB  97 

-7.0 

800-647-1568 

a 

12.3 

15.1 

13.4 

BBBB 

Average 

7 

5 

23 

25 

Allstate  (2) 

Average 

D.97 

16.3 

U93 

-4.8 

800-647-1568 

5 

10.9 

16.0 

13.9 

□BOB 

Average 

6 

8 

34 

24 

HFS  (2) 

High 

PJ97 

12.7 

194 

-7.0 

800-647-1568 

7 

16.3 

NA 

NA 

BO 

Very  low 

0 

3 

27 

24 

General  Electric  (3) 

Average 

D97 

17.1 

194 

-4.2 

800-647-1568 

5 

18.9 

NA 

NA 

BO 

Very  low 

2 

9 

26 

22 

State  Street  (6) 

Average 

D.97 

21.5 

D93 

-5.2 

800-421-4004 

ft 

NA 

NA 

NA 

B 

Average 

8 

2 

41 

33 

Sanmina  (3) 

NA 

NA 

800-451-8377 

9 

11.0 

16.5 

14.2 

BOOB 

Average 

7 

NA 

27 

35 

Electro  Scientific  Inds.  (8) 

High 

HI97 

21.9 

IB  97 

-13.3 

800-999-3505 

5 

10.5 

13.0 

10.5 

BBBB 

Low 

24 

NA 

31 

25 

AirTouch  Communications  (5)  Very  low 

D97 

11.3 

194 

-3.7 

800-767-1729 

ft 

NA 

NA 

NA 

2 

NA 

18 

NA 

S&P  500  Dep.  Rec.  SPDR  (50) 

NA 

NA 

800-572-9336 

\ 

NA 

NA 

NA 

Average 

3 

3 

41 

-21 

VdfLU  HtlcllldllUlldl  \o) 

NA 

NA 

800-433-0051 

ft 

NA 

NA 

NA 

B 

Average 

6 

4 

43 

15 

Legato  Systems  (2) 

NA 

NA 

800-433-0051 

7 

19.6 

19.5 

16.7 

BOOB 

Average 

8 

8 

41 

16 

Citrix  Systems  (3) 

Very  high 

DJ93 

18.9 

197 

-19.8 

800-433-0051 

ft 

NA 

NA 

NA 

Average 

11 

4 

36 

25 

Applied  Voice  Technology  (3) 

NA 

NA 

800-433-0051 

ft 

NA 

NA 

NA 

a 

Average 

1 

11 

50 

14 

PeopleSoft  (6) 

NA 

NA 

800-433-0051 

a 

NA 

NA 

NA 

Very  high 

3 

17 

40 

17 

Florlrnnirc  fnr  Im^nrinn  (A\ 
L.  1  CLII  UIMUb  IUI  lllldgtllg 

NA 

NA 

800^33-0051 

0 

18.5 

NA 

NA 

BO 

Very  low 

0 

3 

27 

18 

General  Electric  (3) 

Average 

D97 

17.2 

194 

-3.9 

800-688-3350 

i 

16.0 

NA 

NA 

BB 

Low 

3 

NA 

22 

25 

Charter  One  Financial  (3) 

Average 

D97 

17.4 

IB  94 

-2.9 

800-688-3350 

7 

16.9 

NA 

NA 

BOB 

Low 

1 

7 

21 

38 

Waste  Management  (3) 

Low 

D97 

12.1 

194 

-2.5 

617-330-7500 

1 

9.2 

13.8 

10.8 

BBBB 

Low 

11 

3 

20 

54 

Penn  Engineering  &  Mfg.  (2) 

Low 

DJ97 

12.7 

D94 

-2.2 

800-221-4268 

4 

8.9 

17.0 

16.0 

DOQB 

Average 

1 

7 

33 

59 

ulllcuc  Vw 

mgn 

D97 

17.0 

197 

-€.6 

800-648-8050 

2 

13.5 

NA 

NA 

BB 

Average 

1 

5 

32 

45 

Gillette  (5) 

High 

D97 

17.3 

194 

-4.9 

800-648-8050 

3 

11.9 

13.7 

10.3 

□BBB 

Very  high 

3 

5 

39 

23 

Immune*  (4) 

High 

DJ97 

16.1 

197 

-7.7 

800-243-4361 

9 

6.9 

11.6 

8.7 

BBBB 

Very  high 

6 

4 

30 

19 

IBM  (2) 

Low 

H97 

10.2 

194 

-3.7 

800-243-4361 

1 

7.0 

13.7 

9.8 

BBBB 

Very  high 

0 

3 

39 

23 

Immunex  (4) 

High 

HI97 

17.3 

197 

-12.7 

800-243^4361 

2 

10.8 

14.2 

11.2 

BBBB 

High 

4 

11 

29 

29 

Philips  Electronics  (ADR)  (5) 

Low 

n  97 

14.7 

194 

-3.1 

800-243-4361 

9 

8.4 

13.0 

9.9 

BBBB 

High 

5 

13 

27 

19 

Perkin-Elmer  (2) 

Very  low 

II  97 

8.7 

I  94 

-4.0 

800-243-4361 

2 

8.3 

NA 

NA 

OBB 

Very  high 

2 

NA 

31 

23 

Comverse  Technology  (4) 

High 

DJ97 

14.0 

197 

-6.6 

800-243-4361 

ft 

NA 

NA 

NA 

Very  high 

5 

5 

37 

23 

Jabil  Circuit  (3) 

NA 

NA 

800-243-4361 

3 

7.8 

11.8 

8.7 

BOBB 

Very  high 

2 

8 

30 

20 

IBM  (3) 

Low 

III  97 

9.1 

194 

-2.5 

800-243-4361 

7 

24.9 

23.8 

20.9 

BDBO 

Low 

4 

NA 

21 

NA 

Comerica  (8) 

Average 

III  97 

15.9 

IB  94 

-8.7 

800-334-3444 

4 

14.4 

15.7 

13.0 

BBBD 

Average 

6 

3 

24 

44 

Charter  One  Financial  (4) 

Low 

D  97 

13.6 

D93 

-1.4 

800-334-3444 

9 

11.1 

15.9 

13.0 

OBBB 

High 

2 

2 

33 

31 

HBO  (4) 

Average 

D97 

14.8 

197 

-3.7 

800-426-0107 

ft 

NA 

NA 

NA 

B 

High 

3 

13 

34 

28 

Motorola  (6) 

NA 

NA 

800-426-0107 

3 

10.7 

19.2 

16.5 

BOBB 

Average 

6 

4 

33 

27 

Veritas  DGC  (4) 

Very  high 

DJ94 

16.6 

197 

-20.5 

800-426-0107 

B 

16.5 

NA 

NA 

BBB 

Very  high 

8 

11 

22 

24 

McKesson  (3) 

Low 

D  97 

16.3 

IB  94 

-4.1 

800-426-0107 

4 

13.9 

NA 

NA 

OB 

High 

7 

NA 

29 

25 

Sunbeam  (4) 

High 

ffl  97 

15.1 

IB  97 

-6.5 

800-426-0107 

D 

16.4 

15.8 

13.0 

BBBO 

Low 

0 

4 

24 

51 

Schering-Plough  (3) 

Low 

D97 

18.3 

194 

-2.8 

800-225-6292 

0 

7.1 

10.7 

7.9 

BBBB 

Low 

4 

3 

23 

21 

Chase  Manhattan  (3) 

Very  low 

ffl  97 

8.6 

194 

-3.0 

800-225-6292 

1 

15.3 

NA 

NA 

* 

Low 

6 

7 

25 

14 

20th  Century  Industries  (2) 

Low 

ffl  97 

11.6 

DZ  97 

-5.6 

800-225-6292 

5 

15.7 

NA 

NA 

SB 

Average 

0 

NA 

22 

30 

Schering-Plough  (4) 

Low 

D97 

13.8 

I  94 

-3.4 

800-225-6292 

2 

15.8 

20.0 

17.0 

OBBB 

High 

2 

4 

31 

33 

Dell  Computer  (6) 

High 

D97 

24.1 

D  94 

-12.8 

800-225-6292 

5 

13.8 

15.0 

11.7 

BBBB 

Average 

0 

12 

21 

39 

AMBAC  (4) 

Average 

D97 

15.5 

194 

-5.9 

800-225-6292 

A 

NA 

NA 

NA 

B 

Very  high 

5 

100 

21 

13 

SK  Telecom  (2) 

NA 

NA 

800-225-6292 

3 

6.6 

13.5 

10.7 

BBBB 

Average 

1 

NA 

29 

38 

NA 

High 

ffl  97 

16.8 

197 

-10.6 

800-225-6292 

A 

NA 

NA 

NA 

Average 

8 

6 

24 

22 

Bally  Total  Fitness  Hldg.  (4) 

NA 

NA 

800-225-6292 

ft 

NA 

NA 

NA 

Low 

5 

80 

23 

4 

Telebras  (ADR)(1) 

NA 

NA 

800-225-6292 

7 

14.9 

NA 

NA 

OBB 

Average 

5 

5 

32 

43 

FINOVA  Group  (2) 

High 

D97 

18.3 

094 

-8.2 

800-866-7778 

7 

10.9 

16.3 

14.5 

OOBB 

Low 

2 

3 

28 

38 

Schlumberger  (5) 

Average 

ffl  97 

14.1 

194 

^1.3 

800-866-7778 

2 

15.9 

NA 

NA 

OB 

Average 

0 

8 

34 

47 

Cisco  Systems  (4) 

High 

D97 

18.6 

D94 

-6.3 

800-662-4769 

0 

13.8 

NA 

NA 

OB 

Very  low 

5 

100 

21 

21 

Tesco  (UK)  (3) 

Average 

IB  93 

16.0 

IB  97 

-9.1 

800-662^1769 

3 

18.3 

NA 

NA 

BB 

Very  low 

5 

7 

24 

48 

Travelers  Group  (5) 

Low 

D97 

14.7 

194 

-2.5 

800-662^4769 

6 

12.0 

13.3 

11.1 

BBBB 

Low 

1 

24 

26 

24 

General  Electric  (1) 

Very  low 

D97 

10.3 

194 

-3.9 

800-638-5660 

A 

NA 

NA 

NA 

O 

Low 

9 

5 

28 

16 

AlliedSignal  (1) 

NA 

NA 

800-638-5660 

8 

12.0 

14.5 

11.5 

BBBB 

Average 

12 

4 

26 

28 

Centerior  Energy  (4) 

Very  low 

D97 

8.3 

DZ94 

-1.2 

800-638-5660 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND 


OVERALL  RATING  CATEGORY 


RATING  SIZE 


FEES 


1997  RE 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

'     OF  FUND  WITHIN  CATEGORY) 

$MIL. 

1996-97 

CHARGE (%) 

RATIO  (%) 

TAX  j 

T.  ROWE  PRICE  DIVIDEND  GROWTH 

A 

Large-cap  Blend 

A 

684.4 

227 

No  load 

1.10 

30.8 

T.  ROWE  PRICE  EQUITY-INCOME  X 

A 

Large-cap  Value 

A 

12324.6 

58 

No  load 

0.81 

28.8  | 

T.  ROWE  PRICE  EQUITY  INDEX 

B+ 

Large-cap  Blend 

B 

1833.5 

127 

0.50* 

0.40 

32.9 

T.  ROWE  PRICE  EUROPEAN  STOCK 

B 

Europe 

C 

S98.8 

31 

No  load 

1.12 

17.0 

T.  ROWE  PRICE  GROWTH  &  INC  X 

A 

Large-cap  Blend 

A 

3358.2 

35 

No  load 

0.82 

23.5 

T.  ROWE  PRICE  GROWTH  STOCK  A 

B 

Large-cap  Blend 

B 

3980.2 

16 

No  load 

0.77 

26.6 

T.  ROWE  PRICE  HEALTH  SCIENCE 

Health 

269.9 

39 

No  load 

1.35 

19.4 

T.  ROWE  PRICE  INTL  DISCOVERY 

D 

Foreign 

D 

238.5 

-26 

2.00* 

1.45 

-5.7 

T.  ROWE  PRICE  INTL  STOCK  X 

C- 

Foreign 

C 

9842.6 

5 

No  load 

0.88 

2.7 

T.  ROWE  PRICE  LATIN  AMERICA 

Latin  America 

410.6 

95 

2.00* 

1.66 

31.9 

T.  ROWE  PRICE  MID-CAP  GROWTH 

B+ 

Mid-cap  Growth 

A 

1750.6 

71 

No  load 

1.04 

18.3 

T.  ROWE  PRICE  MID-CAP  VALUE 

Mid-cap  Value 

177.6 

261 

No  load 

1.25 

27.1 

T.  ROWE  PRICE  NEW  AMERICA  GROWTH 

C 

Mid-cap  Growth 

B+ 

1705.5 

18 

No  load 

1.01 

21.1 

T.  ROWE  PRICE  NEW  ASIA 

F 

Pacific/Asia  ex-Japan 

842.9 

-61 

No  load 

1.11 

-37.1  J 

T.  ROWE  PRICE  NEW  ERA  A 

C 

Natural  Resources 

A 

1551.0 

6 

No  load 

0.76 

9.8 

T.  ROWE  PRICE  NEW  HORIZONS  X 

C- 

Mid-cap  Growth 

B+ 

5016.0 

15 

No  load} 

0.90 

9.8 

T.  ROWE  PRICE  PERSONAL  STRAT.  BAL. 

Domestic  Hybrid 

277.8 

55 

No  load 

1.05 

17.8 

T.  ROWE  PRICE  SCIENCE  &  TECH. 

D 

Technology 

C 

3737.1 

14 

No  load 

0.97 

1.7 

T.  ROWE  PRICE  SMALL-CAP  VAL. 

A 

Small-cap  Value 

B 

2057.8 

46 

1.00*t 

0.94 

27.9 

T.  ROWE  PRICE  SMALL  CAP  STOCK  (qqqq) 

B+ 

Small-cap  Blend 

A 

779.2 

87 

No  load 

1.07 

28.8 

T.  ROWE  PRICE  SPECTRUM  GROWTH 

B 

Large-cap  Blend 

B+ 

2558.7 

22 

No  load 

0.00 

17.4 

T.  ROWE  PRICE  VALUE 

Mid-cap  Value 

508.7 

157 

No  load 

1.10 

29.3 

PRINCIPAL  CAPITAL  VALUE  A  (rrrr)  X 

B 

Large-cap  Blend 

C 

509.5 

10 

4.75 

0.69t 

28.7 

PRINCIPAL  GROWTH  A  (ssss)  X 

C 

Large-cap  Blend 

c- 

328.1 

33 

4.75 

1.08t 

28.4 

PRINCIPAL  INTERNATIONAL  A  (tttt) 

C 

Foreign 

B+ 

283.5 

52 

4.75 

1.45t 

12.2 

PRINCIPAL  MIDCAP  A  (uuuu)  X 

B 

Small-cap  Blend 

B 

347.3 

39 

4.75 

1.32t 

22.9 

PRUDENTIAL  BALANCED  B  (ww) 

C 

Domestic  Hybrid 

D 

583.7 

36 

5.00** 

1.92t 

13.5 

PRUDENTIAL  EQUITY-INCOME  B  X 

B+ 

Mid-cap  Value 

B 

1285.2 

31 

5.00** 

1.73+ 

35.3 

PRUDENTIAL  EQUITY  B 

B+ 

Large-cap  Value 

B 

3124.0 

19 

5.00** 

1.64t 

23.1 

PRUDENTIAL  JENN  GROWTH  B 

Large-cap  Growth 

423.1 

66 

5.00** 

1.84t 

30.4 

PRUDENTIAL  MULTI-SECTOR  A 

C 

Mid-cap  Blend 

C- 

257.3 

16 

5.00 

1.23t 

16.1 

PRUDENTIAL  SMALL  CO.  VAL.  B  (wwww) 

B 

Small-cap  Value 

C 

642.1 

64 

5.00** 

1.96t 

32.6 

PRUDENTIAL  UTILITY  A 

C 

Utilities 

c 

2413.6 

19 

5.00 

0.86T 

27.8 

PRUDENTIAL  WORLD  GLOBAL  B 

C- 

World 

c 

327.8 

-3 

5.00** 

2.12+ 

4.3 

PUTNAM  ASIA  PACIFIC  GROWTH  A 

D 

Diversified  Pacific/Asia 

B+ 

463.3 

89 

5.75 

1.50+ 

-15.0 

PUTNAM  ASSET  ALLOC:  BAL.  A 

Domestic  Hybrid 

725.3 

95 

5.75 

1.27+ 

16.2 

PUTNAM  ASSET  ALLOC:  CONS.  A 

Domestic  Hybrid 

313.8 

38 

5.75 

1.38t 

11.8 

PUTNAM  ASSET  ALLOC:  GROWTH  A  A 

Large-cap  Blend 

540.7 

120 

5.75 

1.39t 

18.4 

PUTNAM  BALANCED  RETIREMENT  A 

B+ 

Domestic  Hybrid 

B 

600.5 

19 

5.75 

1.20t 

18.5 

PUTNAM  CAPITAL  APPREC  A 

Mid-cap  Blend 

1036.0 

265 

5.75 

1.29t 

29.8 

PUTNAM  DIVERSIFIED  EQUITY  B 

Large-cap  Blend 

306.7 

41 

5.00** 

2.09t 

22.6 

PUTNAM  EQUITY  INCOME  A 

A 

Large-cap  Value 

B+ 

898.1 

55 

5.75 

1.09T 

26.5 

PUTNAM  EUROPE  GROWTH  A 

B 

Europe 

B 

418.1 

122 

5.75 

1.45t 

21.9 

PUTNAM  FUND  FOR  GR.  &  INC.  A 

B 

Large-cap  Value 

C 

17297.8 

41 

5.75 

0.92t 

24.2 

PUTNAM  (GEORGE)  OF  BOSTON  A 

B+ 

Domestic  Hybrid 

B 

2871 .8 

57 

5.75 

1 .06t 

21.0 

PUTNAM  GLOBAL  GROWTH  A 

C 

World 

c 

2657.2 

15 

5.75 

1.27t 

13.4 

PUTNAM  GLOBAL  NATURAL  RES.  A 

C- 

Natural  Resources 

c 

235.2 

19 

5.75 

1.23t 

16.2 

PUTNAM  GROWTH  &  INCOME  II  B 

Large-cap  Value 

1272.4 

64 

5.00** 

1.84+ 

24.0 

PUTNAM  HEALTH  SCIENCES  A  A 

c 

Health 

B 

1908.3 

48 

5.75 

1.08+ 

32.4 

PUTNAM  INTL.  GR.  &  INC.  B 

Foreign 

291.6 

555 

5.00** 

2.2  It 

19.5 

PUTNAM  INTL.  GROWTH  A 

c 

Foreign 

B 

1102.2 

264 

5.75 

1.59+ 

17.7 

PUTNAM  INTL.  NEW  OPPORT.  B 

Foreign 

941.8 

34 

5.00** 

2.50+ 

0.9 

PUTNAM  INVESTORS  A 

B 

Large-cap  Growth 

A 

1942.6 

47 

5.75 

1.03t 

34.5 

PUTNAM  NEW  OPPORTUNITIES  A 

C- 

Mid-cap  Growth 

B 

8457.5 

42 

5.75+- 

1.06t 

22.6 

PUTNAM  NEW  VALUE  A 

Large-cap  Value 

481 .1 

145 

5.75 

1.22t 

19.0 

PUTNAM  OTC  &  EMERGING  GROWTH  A 

D 

Mid-cap  Growth 

c- 

2276.6 

24 

5.75 

1.16t 

10.2 

PUTNAM  UTILITIES  GR.  &  INC.  A 

B 

Utilities 

A 

746.8 

19 

5.75 

1.05t 

26.8 

PUTNAM  VISTA  A 

c- 

Mid-cap  Growth 

B+ 

2797.2 

67 

5.75 

1.10+ 

23.2 

PUTNAM  VOYAGER  A 

C- 

Mid-cap  Growth 

B 

11755.4 

36 

5.75 

1 .03 1 

26.0 

PUTNAM  VOYAGER  II  A 

Mid-cap  Growth 

532.4 

52 

5.75 

1.44+ 

23.4 

RAINIER  CORE  EQUITY 

1  1 r  n  o  r  i  n  RltinH 
Ldlf^c  Ld|J  Dlrllll 

481.7 

119 

No  load 

1.22+ 

33.9 

RAINIER  SMALL/MID  CAP  EQUITY 

Mid-cap  Value 

323.9 

160 

No  load 

1.40+ 

32.2 

RIGHTIME  BLUE  CHIP  X 

c 

Large-cap  Blend 

C 

260.7 

-10 

4.75 

2.17t 

4.0 

ROBERTSON  STEPHENS  CONTRARIAN  A 

World 

501.9 

-53 

No  load 

2.46t 

-29.5  - 

ROBERTSON  STEPHENS  EMG.  GROWTH  A 

D 

Small-cap  Growth 

C- 

254.7 

21 

No  load 

I.SOt 

18.5 

ROBERTSON  STEPHENS  GROWTH  &  INCOME  A 

Mid-cap  Blend 

300.0 

-3 

No  load 

1.71T 

22.3 

ROBERTSON  STEPHENS  PARTNER  A 

Small-cap  Value 

212.3 

67 

No  load 

1.93t 

18.1 

ROBERTSON  STEPHENS  VALUE  i  GROWTH  A 

C- 

Large-cap  Growth 

c- 

803.4 

25 

No  load 

1.51 1 

13.9 

ROYCE  MICRO-CAP 

B 

Small-cap  Value 

B 

199.5 

41 

1.00* 

1.79 

24.7 

ROYCE  PREMIER 

A 

Small-cap  Value 

B+ 

533.6 

68 

1.00* 

1.25 

18.4 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  1 1 2(b)- 1  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM= 
(qqqq)  Formerly  T.  Rowe  Price  Over-the-Counter  Sees,  (rrrr)  Formerly  Princor  Capital  Accumulation  A.  (ssss)  Formerly  Princor  Growth  A.  (tttt)  Formerly  Prmcor  World  A.  (uuuu 
cor  Emerging  Growth  A.  (vvvv)  Formerly  Prudential  Allocation  Balanced  FJ.  (wwww)  Formerly  Prudential  Small  Companies  B. 
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Equity  Funds 


\L  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA 


RISK 


TELEPHONE 


5  YEARS  10  YEARS     RESULTS  VS.  TURNOVER   CASH   FOREIGN  P-E    UNTAXED    LARGEST  HOLDING 

•TAX  AFTERTAX    PRETAX  AFTERTAX    ALL  FUNDS  %       %      RATIO  GAINS  (%)  COMPANY  [%  ASSETS) 


LEVEL 


BEST 


QTR  %RET 


WORST 
QTR  %RET 


19.4 

NA 

NA 

BO 

Average 

10 

14 

24 

17 

Fannie  Mae  (2) 

Very  low 

D  97 

12.1 

194 

-3.0 

800-638-5660 

17.2 

17.0 

14.4 

BBBO 

Low 

9 

8 

23 

28 

Mellon  Bank  (2) 

Very  low 

1197 

11.4 

194 

-2.8 

800-638-5660 

18.6 

NA 

NA 

HBO 

Very  low 

3 

4 

27 

27 

General  Electric  (3) 

Average 

1197 

17.4 

194 

-3.9 

800-638-5660 

18.0 

NA 

NA 

□OB 

Very  low 

4 

100 

27 

33 

Royal  Dutch  Petrol.  (Neth.) 

(3)Average 

IS  93 

9.4 

094 

-1.8 

800-638-5660 

16.0 

16.5 

14.3 

BBBD 

Very  low 

9 

7 

26 

36 

Corning  (3) 

Low 

1197 

12.9 

194 

-4.0 

800-638-5660 

15.9 

15.6 

13.1 

BBBO 

Average 

6 

23 

29 

51 

Berkshire  Hathaway  (3) 

Low 

0  97 

16.0 

194 

-4.1 

800-638-5660 

NA 

NA 

NA 

High 

5 

16 

33 

16 

Warner-Lambert  (4) 

NA 

NA 

800-638-5660 

6.7 

NA 

NA 

OBO 

Average 

6 

94 

26 

5 

Reserve  Investment  Fund  (6)  High 

15  93 

15.1 

IS  97 

-10.8 

800-638-5660 

11.7 

10.6 

8.8 

BBBB 

Very  low 

4 

100 

26 

20 

Royal  Dutch  Petrol.  (Neth.)  (3)  High 

IB  93 

12.1 

IS  97 

-7.5 

800-638-5660 

NA 

NA 

NA 

B 

Low 

4 

100 

20 

1 

Tel.  de  Mexico  L  (ADR)  (6) 

NA 

NA 

800-638-5660 

NA 
NA 


NA 
NA 


19.3  18.2 
NA  NA 
11.3  9.0 


an 

HOBO 
db 

□EjBB 

BBBB 

B 

bbbb 
Baa 

BBBO 


Low  10 

Very  low  13 

Low  6 

Average  9 

Low  7 


5 
6 
1 

100 
21 


29 
22 
30 
15 
26 


18 
15 
42 
-50 
43 


ACE (2) 
Unifi  (2) 

Franklin  Resources  (3) 
Hutchison  Whampoa  (8) 
Mobil  (4) 


Average 

Average 
Very  high 
Average 


0  97  13.7 
NA 

ID  95  15.5 
IS  93  33.9 
ffl  97  11.3 


197  -6.6 
NA 

194  -5.5 
Of  97-27.1 
IS  97-10.4 


800-638-5660 
800-638-5660 
800-638-5660 
800-638-5660 
800-638-5660 


18.3  15.6 

NA  NA 

22.8  19.8 

NA  NA 

16.8  13.3 


Low  4  3  33  33  Paychex  (2)  High  ffl  95  17.9  197-11.5  800-638-5660 

Average  0  28  25  11  Delta  Air  Lines  (1)  NA  NA  800-638-5660 

High  9  4  35  21  BMC  Software  (5)  High  1195  20.1  197-14.0  800-638-5660 

Very  low  12  1  21  37  Suiza  Foods  (2)  Very  low  ffl  97  14.9  IS  94  -3.2  800-638-5660 

Low  9  4  26  31  Harleysville  Group  (2)  Low  U97  15.5  197  -3.5  800-638-5660 


NA 
NA 


NA 
NA 


14.7  12.1 
16.9  15.2 
12.0  11.0 


BOB 

a 

BBBB 
BOBB 
BDOB 


Very  low  7 

Average  8 

Average  1 

Very  low  13 

Low  4 


30  27  27  T.  Rowe  Price  Gr.  Stock  (23)  Low  n  97  13.1  194  -3.2  800-638-5660 

8  24  19  Newmont  Mining  (2)  NA  NA  800-638-5660 

NA  24  32  American  Greetings  CI.  A  (3)  Low  U  97  1 3.3  194  -4.0  800-451-5447 

4  28  41  Microsoft(3)  Average  097  13.9  1  93  -2.8  800-451-5447 

98  19  24  Novartis  (Reg)  (2)  Average  IS  93  15.3  IS  97  -7.2  800-451-5447 


.9  17.2 

.0  8.4 

.8  16.3 

.3  15.9 

iA  NA 


18.2  17.2 

10.7  8.3 

16.0  14.0 

16.7  14.4 

NA  NA 


BOBB 
□BBSS 
BBBO 
BBOB 


Very  low 
High 
Low 
Low 

Average 

High 
Average 

Low 
Average 
Average 


8  2  27  38  EVI  (5)                             Average  U97  14.7  IS  97  -4.8  800-451-5447 

10  9  26  20  Novartis  (ADR)  (3)                Low  0  97  10.9  194  -3.9  800-225-1852 

2  8  20  37  Equity  Residential  Ppty.  Tr.  (5)    Low  0  97  16.3  IS  94  -3.6  800-225-1852 

23  7  21  36  Loews  (3)                          Low  0  97  11.2  194  -3.0  800-225-1852 

1  9  32  21  Pfizer  (3)  NA  NA  800-225-1852 


NA  NA 

17.5  15.3 
NA  NA 

7.8  6.7 
NA  NA 


BOB 
BBBO 
BBB 

□bob 
aa 


0  14  27  25  Novartis  (ADR)  (4)               Average  0  97  17.8  197  -7.4  800-225-1852 

11  3  17  18  Universal  Health  Svcs  CI.  B(2)Average  ffl  97  15.8  194  -5.3  800-225-1852 

4  26  19  35  Sonat(5)                        Average  IS  96  12.4  194  -4.8  800-225-1852 

4  79  28  28  Microsoft  (2)                      High  IS  93  14.7  IS  97  -9.7  800-225-1852 

9  97  25  -13  Sony  (3)                             High  IS  93  21.8  IB  97-15.0  800-225-1581 


NA  NA 

NA  NA 

NA  NA 

13.6  10.4 

NA  NA 


B 
El 
B 

BBBB 

a 


High 
Very  high 

High 

High 
Average 

Average 
Average 
Average 

Low 

High 

Average  2 
Low  1 
Average  3 
Average  5 
3 


22  29  17  DAX  Index  (Futures)  (3)  NA 

26  28  11  DAX  Index  (Futures)  (3)  NA 

21  29  18  S&P  500  Index  (Futures)  (4)  NA 

7  23  20  SBC  Communications  (1)  Very  low     II 97  8.6 

10  24  22  Warner-Lambert  (2)  NA 


194 


NA 
NA 
NA 

-3.1 
NA 


800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 


12.3 


NA  NA 

15.4  12.7 

NA  NA 

16.7  13.7 

13.9  10.9 


B 

BBBO 
OB 
BBBO 
BBBB 


34  29  24  Computer  Associates  Intl.  (2)  NA  NA  800-225-1581 

7  23  19  SBC  Communications  (2)          Low  0  97  11.8  194  -3.5  800-225-1581 

100  21  18  Total  CI.  B  (3)  Average  IS  93  11.6  IS  97  -1.8  800-225-1581 

4  24  27  Pharmacia  &  Upjohn  (2)           Low  0  97  12.8  194  -4.0  800-225-1581 

7  23  19  SBC  Communications  (1)  Very  low  0  97  9.6  194  -3.7  800-225-1581 


NA 


11.2  9.5 

12.9  10.7 

NA  NA 

19.8  17.6 

NA  NA 


BBBB 
BBBB 
B 

BBBa 


66 
14 
5 
9 
99 


30 
22 
22 
36 
22 


22 
23 
19 
48 
6 


General  Electric  (2) 
Schlumberger  (4) 
IBM  (2) 
Eli  Lilly  (5) 
B.A.T.  Industries  (2) 


Average 
High 

High 


0  97  14.2 
193  11.9 
NA 

0  97  20.3 
NA 


IS  97  -5.6 
IS  93  -9.9 
NA 

193  -9.7 
NA 


800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 
800-225-1581 


.6 

16.7 

NA 

NA 

OB 

Average 

8 

98 

23 

10 

Philips  Electronics  (NV)  (2) 

Average 

IS  93 

16.4 

IS  97 

-5.4 

800-225-1581 

MA 

NA 

NA 

NA 

High 

6 

99 

27 

4 

Smithkline  Beecham  (3) 

NA 

NA 

800-225-1581 

.7 

16.6 

17.4 

13.8 

BBBD 

High 

4 

NA 

33 

34 

General  Electric  (3) 

Average 

0  97 

18.5 

194 

-3.8 

800-225-1581 

.2 

21.8 

NA 

NA 

BB 

Average 

1 

7 

38 

26 

HFS  (2) 

High 

0  97 

19.3 

197 

-8.3 

800-225-1581 

MA 

NA 

NA 

NA 

B 

Average 

4 

9 

24 

15 

Kmart  (2) 

NA 

NA 

800-225-1581 

.4 

16.8 

17.9 

15.8 

DBOB 

High 

3 

5 

42 

23 

Compuware  (3) 

Very  high 

0  97 

22.3 

197 

-16.1 

800-225-1581 

.3 

12.7 

NA 

NA 

as: 

Average 

5 

7 

23 

25 

SBC  Communications  (4) 

Very  low 

IB  97 

12.2 

194 

-6.9 

800-225-1581 

.9 

16.7 

17.9 

15.0 

BUBO 

High 

2 

2 

32 

26 

TJX  (2) 

High 

0  97 

17.9 

197 

-6.2 

800-225-1581 

.8 

17.1 

19.1 

17.0 

BOBB 

Average 

2 

9 

34 

33 

Computer  Associates  Intl.  (2) 

High 

0  97 

17.3 

194 

-6.3 

800-225-1581 

MA 

NA 

NA 

NA 

B 

Average 

1 

11 

36 

18 

American  Express  (1) 

NA 

NA 

800-225-1581 

MA 

NA 

NA 

NA 

D 

High 

1 

2 

25 

23 

Microsoft  (3) 

NA 

NA 

800-248-6314 

MA 

NA 

NA 

NA 

a 

High 

1 

1 

24 

21 

Cadence  Design  Systems  (2) 

NA 

NA 

800-248-6314 

.3 

7.9 

10.0 

7.9 

□BBB 

Low 

2 

3 

26 

17 

S&P  400  (Futures)  (5)         Very  low 

0  95 

8.9 

0  97 

-1.9 

800-242-1421 

MA 

NA 

NA 

NA 

0 

Average 

-9 

64 

29 

5 

Royal  Group  Technologies  (14) 

NA 

NA 

800-766-3863 

.9 

11.1 

18.8 

15.8 

BOBB 

Very  high 

11 

10 

41 

29 

800-JR  Cigar  (2)                Very  high 

0  97 

22.9 

197 

-14.0 

800-766-3863 

MA 

NA 

NA 

NA 

Very  high 

0 

5 

25 

35 

Vans  (2) 

NA 

NA 

800-766-3863 

MA 

NA 

NA 

NA 

High 

24 

20 

22 

21 

Kaiser  Aluminum  (5) 

NA 

NA 

800-766-3863 

.6 

20.8 

NA 

NA 

BB 

Very  high 

0 

6 

29 

38 

Compaq  Computer  (5) 

High 

0  95 

22.0 

IS  95 

-14.7 

800-766-3863 

.1 

15.0 

NA 

NA 

OB 

Average 

12 

4 

23 

28 

Sevenson  Environ.  Svcs.  (2) 

Low 

10  97 

15.6 

III  96 

-3.4 

800-221-4268 

.2 

13.6 

NA 

NA 

BB 

Low 

13 

2 

21 

24 

CalMat  (3) 

Very  low 

0  97 

13.3 

IB  97 

-5.5 

800-221-4268 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997  Ri 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL 

1996-97 

CHARGE  (%) 

RATIO  (%) 

TAX 

RYDEX  NOVA 

Large-cap  Blend 

776.9 

116 

No  load 

1.16 

42.3 

RYDEX  OTC  A 

Large-cap  Growth 

206.1 

18 

No  load 

1.27 

21.9 

RYDEX  URSA 

Large-cap  Blend 

379.9 

27 

No  load 

1.34 

-21.0 

SAFECO  EQUITY  NO  LOAD 

A 

Large-cap  Blend 

A 

1.480.2 

74 

No  load 

0.79 

24.2 

SAFECO  GROWTH  NO  LOAD 

C- 

Small-cap  Blend 

C 

638.6 

226 

No  load 

1.02 

50.0 

SAFECO  INCOME  NO  LOAD 

A 

Large-cap  Value 

B+ 

402.0 

38 

No  load 

0.86 

26.4 

SALOMON  BROS.  CAPITAL  O 

C 

Large-cap  Value 

F 

174.1 

27 

4.75 

1.38t 

26.8 

SALOMON  BROS.  INVESTORS  O 

A 

Large-cap  Value 

B 

592.6 

14 

No  load  ■ 

0.76 

26.5 

SALOMON  BROS.  OPPORTUNITY  X 

B+ 

Large-cap  Value 

C 

199.7 

26 

No  load 

1.16 

33.0 

SCHRODER  INTERNATIONAL  INV.  A 

C- 

Foreign 

C 

174.1 

-8 

No  load 

0.99 

3.3 

SCHWAB  1000  INV. 

B 

Large-cap  Blend 

B 

2823.1 

48 

0.50* 

0.47 

31.9 

SCHWAB  ASSET-HIGH  GROWTH 

Large-cap  Blend 

184.0 

63 

No  load 

0.89 

21.0 

SCHWAB  INTERNATIONAL  INDEX  INV. 

Foreign 

317.8 

22 

0.75* 

0.69 

7.3 

SCHWAB  S&P  500  INV. 

Large-cap  Blend 

1032.4 

253 

No  load 

0.49 

32.5 

SCHWAB  SMALL  CAP  INDEX  INV. 

Small-cap  Blend 

410.5 

76 

0.50* 

0.59 

25.7 

SCOUT  STOCK  X 

B 

Mid-cap  Value 

C 

198.5 

11 

No  load 

0.86 

21.0 

SCUDDER  DEVELOPMENT 

D 

Small-cap  Growth 

C- 

862.7 

-11 

No  load 

1.36 

6.9 

SCUDDER  EMERGING  MARKETS  GROWTH 

Diversified  Emerging  Mkts. 

203.4 

105 

2.00* 

2.00 

3.6 

SCUDDER  GLOBAL  X 

C 

World 

B+ 

1554.2 

10 

No  load 

1.34 

17.2 

SCUDDER  GLOBAL  DISCOVERY 

C 

World 

C 

334.9 

-8 

No  load 

1.60 

9.9 

SCUDDER  GREATER  EUROPE  GROWTH 

Europe 

200.2 

33 

No  load 

1.50 

24.0 

SCUDDER  GROWTH  &  INCOME  X 

A 

Large-cap  Blend 

A 

6715.8 

60 

No  load 

0.78 

30.3 

SCUDDER  INTERNATIONAL  X 

C- 

Foreign 

B 

2632.7 

0 

No  load 

1.15 

8.0 

SCUDDER  LARGE  COMPANY  GROWTH  (xxxx) 

C- 

Large-cap  Growth 

C- 

299.4 

37 

No  load 

1.07 

32.8 

SCUDDER  LARGE  COMPANY  VALUE  (yyyy) 

C 

Large-cap  Value 

D 

2197.2 

24 

No  load 

0.93 

32.5 

SCUDDER  LATIN  AMERICA 

F 

Latin  America 

907.5 

42 

No  load 

1.96 

31.3 

SCUDDER  PATHWAY  BALANCED 

Domestic  Hybrid 

206.6 

811 

No  load 

NA 

13.7 

SCUDDER  SMALL  COMPANY  VALUE 

Small-cap  Value 

198.9 

252 

1.00* 

1.50 

37.0 

SCUDDER  VALUE 

B+ 

Large-cap  Value 

B 

332.1 

224 

No  load 

1.25 

35.4 

SECURITY  EQUITY  A  X 

B 

Large-cap  Blend 

B 

745.2 

20 

5.75 

1.03 

29.7 

SELECTED  AMERICAN 

B 

Large-cap  Value 

C- 

2218.1 

61 

No  load 

1.03t 

37.3 

SELIGMAN  CAPITAL  A 

D 

Mid-cap  Growth 

C- 

284.2 

10 

4.75 

1.071 

22.3 

SELIGMAN  COMMON  STOCK  A 

C 

Large-cap  Blend 

c- 

734.6 

12 

4.75 

1.15+ 

23.6 

SELIGMAN  COMMUNICATIONS  &  INFO.  A 

D 

Technology 

c 

3107.5 

29 

4.75 

1.68+ 

23.0 

SELIGMAN  FRONTIER  A 

c- 

Small-cap  Growth 

B 

546.2 

10 

4.75 

1.56T 

17.8 

SELIGMAN  GROWTH  A 

C- 

Large-cap  Growth 

D 

732.8 

9 

4.75 

1.20t 

18.1 

SELIGMAN  HENDERSON  GLOBAL  SM.  A 

C 

World 

B 

434.4 

15 

4.75 

1.75+ 

3.6 

SELIGMAN  HENDERSON  GLOBAL  TECH  A 

Technology 

583.3 

6 

4.75 

1.75T 

11.8 

SELIGMAN  INCOME  A 

B 

Domestic  Hybrid 

C 

270.7 

-9 

4.75 

1.14+ 

14.1 

SENTINEL  BALANCED  A  X 

B 

Domestic  Hybrid 

C 

314.9 

9 

5.00 

1.20+ 

20.6 

SENTINEL  COMMON  STOCK  A 

B 

Large-cap  Blend 

c 

1510.3 

20 

5.00 

1.06T 

27.9 

SEQUOIA  X 

A 

Large-cap  Value 

B 

3468.0 

34 

No  load  ; 

1.00 

42.3 

SIERRA  GROWTH  &  INCOME  A 

C 

Large-cap  Blend 

c 

178.2 

14 

5.75 

1.53+ 

28.6 

SIFE  TRUST  A-l 

B+ 

Financial 

c 

1051.8 

37 

5.00 

1.20 

45.1 

SIT  MID  CAP  GROWTH  A 

D 

Mid-cap  Growth 

c 

381.6 

2 

No  load 

0.92 

17.7 

SKYLINE  SPECIAL  EQUITIES  X 

B 

Small-cap  Value 

B 

455.8 

108 

No  load; 

1.51 

35.4 

SMALLCAP  WORLD 

c 

Small-cap  Growth 

A 

8667.0 

23 

5.75 

1.07T 

11.8 

SMITH  BARNEY  AGGRES.  GROWTH  A  X 

D 

Mid-cap  Growth 

C 

331.6 

23 

5.00 

1.21 1 

28.6 

SMITH  BARNEY  APPRECIATION  A  X 

B 

Large-cap  Blend 

C 

2419.4 

17 

5.00 

1.00+ 

26.5 

SMITH  BARNEY  CONC.  BALANCED  B 

Domestic  Hybrid 

177.1 

71 

5.00** 

1.35+ 

11.5 

SMITH  BARNEY  CONC.  GROWTH  B 

Domestic  Hybrid 

315.4 

67 

5.00** 

1.35+ 

13.8 

SMITH  BARNEY  CONC.  HIGH  GR.  A 

Large-cap  Blend 

241.4 

75 

5.00 

0.60T 

12.5 

SMITH  BARNEY  CONCERT  SO.  AW.  A  (zzzz) 

B+ 

Domestic  Hybrid 

B 

193.5 

9 

5.00 

1.28+ 

21.3 

SMITH  BARNEY  EQUITY  INCOME  A  X 

B 

Large-cap  Value 

C- 

724.0 

12 

5.00 

0.95T 

27.9 

SMITH  BARNEY  FUNDAMENTAL  VALUE  B 

B 

Large-cap  Value 

C- 

879.7 

13 

5.00** 

1.90+ 

14.3 

SMITH  BARNEY  INTL  EQUITY  A  X 

D 

Foreign 

D 

443.5 

-14 

5.00 

1.29+ 

1.9 

SMITH  BARNEY  MANAGED  GROWTH  B 

Small-cap  Value 

557.0 

15 

5.00** 

2.03+ 

12.8 

SMITH  BARNEY  PREM.  TOTAL  RET.  B 

A 

Large-cap  Value 

A 

3001.4 

27 

5.00** 

1.62+ 

24.6 

SMITH  BARNEY  SECURITY  &  GROWTH 

Domestic  Hybrid 

213.7 

-10 

4.00 1 

0.99 

11.1 

SMITH  BARNEY  SPEC  EQUITIES  B 

F 

Mid-cap  Growth 

F 

277.7 

-23 

5.00** 

1.91 1 

-6.4 

SMITH  BARNEY  UTILITIES  B 

C 

Utilities 

C- 

866.6 

-28 

5.00** 

1.52+ 

20.3 

SOGEN  INTERNATIONAL  X 

B 

International  Hybrid 

B+ 

3997.9 

6 

3.75 

1.211 

8.5 

SOGEN  OVERSEAS 

Foreign 

963.5 

13 

3.75 

1.27+ 

3.0 

SOUND  SHORE  X 

A 

Mid-cap  Value 

A 

1303.5 

891 

No  load 

1.15 

36.4 

SOUTHTRUST  VULCAN  STOCK 

C 

Large-cap  Value 

D 

348.4 

44 

4.50 

0.87 

27.5 

SSGA  EMERGING  MARKETS  A 

Diversified  Emerging  Mkts. 

241.1 

63 

No  load 

1.25t 

-8.8 

SSGA  MATRIX  EQUITY 

B 

Large-cap  Blend 

B 

465.0 

48 

No  load 

0.58t 

34.2 

SSGA  S&P  500  INDEX 

B 

Large-cap  Blend 

B+ 

1776.7 

106 

No  load 

0.16T 

33.1 

SSGA  SMALL  CAP 

C 

Small-cap  Blend 

B 

257.2 

237 

No  load 

1.00+ 

23.6 

STAGECOACH  ASSET  ALLOC.  A 

B 

Domestic  Hybrid 

C 

1194.7 

10 

4.50 

0.92+ 

22.0 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  1 1 2(b)- 1  plan  in  effect.  }Not  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets 
(xxxx)  Formerly  Scudder  Quality  Growth,  (yyyy)  Formerly  Scudder  Capital  Growth,  (zzzz)  Formerly  Smith  Barney  Strategic  Investors  A. 


NA=Not  available.  NfvT 
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Equity  Funds 


L  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA   RISK   TELEPHONE 


YEARS 

10  YEARS 

RESULTS  VS. 

TURNOVER 

CASH 

FOREIGN 

P-E 

UNTAXED 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

AX  AFTERTAX 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

% 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

A 

NA 

NA 

NA 

a 

Very  low 

0 

NA 

NA 

20 

S&P500  10/97  (Opt.)  Call  (21) 

NA 

NA 

800-820-0888 

A 

NA 

NA 

NA 

a 

Very  high 

0 

NA 

35 

9 

Microsoft  (20) 

NA 

NA 

800-820-0888 

ft 

NA 

NA 

NA 

□ 

Very  low 

0 

NA 

NA 

-44 

S&P  500  12/97  (Opt)  Call  400  (124) 

NA 

NA 

800-820-0888 

3 

19.6 

19.8 

16.9 

□BOB 

Average 

3 

7 

23 

26 

Chase  Manhattan  (5) 

Low 

0  97 

14.2 

194 

-0.6 

800-126-6730 

B 

17.7 

18.5 

14.5 

□□BO 

High 

5 

2 

24 

36 

Micros  Systems  (5) 

High 

1197 

19.0 

194 

-4.7 

800-426-6730 

9 

14.8 

14.8 

12.2 

BBBO 

Average 

3 

2 

23 

31 

American  Home  Products  (4) 

Very  low 

n  Q7 

U  D  / 

i  i 

IS  94 

-3  0 

800-426-6730 

13  0 

14  5 

10  9 

BBOH 

Very  high 

6 

9 

24 

31 

Sears  Roebuck  (3) 

Average 

II  Q7 

n  a 
t  o.t 

TT  OA 

-9  3 

800-725-6666 

5 

16.0 

16.8 

12.7 

BBBH 

Average 

7 

12 

24 

44 

Tyco  Intl.  (3) 

Low 

n  97 

14.1 

I  94 

-2.5 

800-725-6666 

s 

17.7 

16.4 

14.5 

BBBD 

Very  low 

10 

13 

22 

71 

Chubb (12) 

Average 

0  97 

16.1 

194 

-1.7 

800-725-6666 

3 

9.7 

9.1 

7.0 

BOOO 

Average 

7 

100 

26 

18 

Novartis  (Reg.)  (4) 

High 

IS  93 

13.2 

IS  97 

-7.9 

800-344-8332 

1 

18.6 

NA 

NA 

BO 

Very  low 

0 

0 

27 

37 

General  Electric  (3) 

Average 

n  cn 

Ifi  7 

i  y*+ 

—4  1 

800-435-4000 

NA 

NA 

NA 

2 

28 

28 

20 

Schwab  Intl.  Index  (20) 

NA 

NA 

800-435-4000 

ft 

NA 

NA 

NA 

□ 

Very  low 

1 

100 

28 

17 

Royal  Dutch  Petrol.  (Neth.)  (2) 

NA 

NA 

800-435-4000 

ft 

NA 

NA 

NA 

2 

3 

27 

17 

General  Electric  (3) 

NA 

NA 

800-435-4000 

ft 

NA 

NA 

NA 

B 

Low 

1 

1 

26 

28 

Dell  Computer  (1) 

NA 

NA 

800-435-4000 

i 

10.1 

12.4 

10.1 

BBBB 

Low 

18 

0 

24 

24 

CDP  rninmiiniritinnc  IW 
oDL  UUIillHUlllUdUUlla  V  1 ) 

Low 

n  97 

10  8 

I  94 

—1  7 

800-422-2766 

9  9 

15.7 

13.2 

EKIBB 

Average 

1 

6 

33 

46 

ArrnQtaff  (A\ 
fALLUoidll  \H) 

vciy  lltgll 

n  95 

17  7 

I  97 

-15  5 

800-225-2470 

ft 

NA 

NA 

NA 

13 

96 

22 

9 

Telebras  (2) 

NA 

NA 

800-225-2470 

1 

13.2 

14.2 

12.6 

POBB 

Low 

9 

75 

26 

35 

IBM  (2) 

Average 

H97 

13.6 

Iff  94 

-4.4 

800-225-2470 

3 

13.7 

NA 

NA 

BB 

Average 

9 

49 

35 

30 

Bank  of  Ireland  (4) 

Average 

1197 

12.5 

12  94 

-4.9 

800-225-2470 

ft 

NA 

NA 

NA 

a 

Low 

5 

99 

27 

26 

Misys  (2) 

MA 

MA 
NA 

800-225-2470 

i 

17  3 

17  0 

14  3 

Low 

4 

15 

22 

34 

Xerox  (2) 

Low 

11  y  / 

1C  ■! 
1  -J.o 

T  QA 
1  y*» 

800-225-2470 

3 

11.3 

10.6 

8.7 

QQBQ 

Low 

5 

100 

28 

31 

Skandia  Foersaekrings  (2) 

Average 

n  97 

12.6 

IB  97 

-6.2 

800-225-2470 

5 

13.6 

NA 

NA 

Average 

2 

6 

36 

37 

General  Electric  (5) 

High 

U97 

22.9 

194 

-A.\ 

800-225-2470 

7 

14.4 

17.4 

14  4 

OBBO 

Average 

2 

9 

20 

37 

Bell  Atlantic  (3) 

Average 

II  97 

15.7 

194 

-8.7 

800-225-2470 

1 

18.4 

NA 

NA 

BO 

Low 

5 

100 

21 

18 

YPF  (ADR)  (6) 

Very  high 

1 V  y  J 

07  n 

1  3J 

01  0 

800-225-2470 

i* 

NA 

NA 

NA 

3 

NA 

26 

NA 

Scudder  Income  (26) 

MA 
NA 

MA 
NA 

800-225-2470 

ft 

NA 

NA 

NA 

Low 

6 

NA 

17 

25 

SPX(1) 

NA 

NA 

800-225-2470 

7 

17.8 

NA 

NA 

BO 

Average 

18 

16 

19 

23 

S&P  500  Index  (Futures)  (15) 

Low 

A  97 

15.2 

194 

-2.9 

800-225-2470 

7 

16.0 

18.5 

15.2 

OBBO 

Average 

6 

4 

27 

36 

Tyco  Intl.  (2) 

Average 

H97 

17.0 

194 

-3.6 

800-888-2461 

17.2 

18.6 

15.7 

BDBD 

Low 

4 

5 

24 

43 

Hewlett-Packard  (4) 

Average 

n  97 

18  1 

I  94 

i  ft 

800-243-1575 

g 

10.0 

16.3 

1 2.9 

BOOB 

High 

5 

5 

31 

41 

Travelers  Group  (3) 

High 

TT  Q7 

u  y  / 

\A  O 

IT  CL4 

ii  y*f 

ii  e 
-  1  1  .O 

800-221-2783 

3 

12.4 

14.3 

11.1 

BBBB 

Average 

7 

2 

25 

39 

General  Electric  (2) 

Average 

n  97 

15.4 

I  94 

-4.7 

800-221-2783 

3 

24.8 

23.3 

19.0 

BOOB 

High 

4 

5 

28 

32 

EMC  (4) 

Very  high 

D.95 

29.8 

Iff  95 

-14.4 

800-221-2783 

3 

15.9 

19.0 

16.4 

BOOB 

Average 

7 

0 

30 

23 

AccuStaff  (3) 

High 

D97 

20.3 

197 

-9.9 

800-221-2783 

9.6 

14.7 

1 1 .4 

BBBB 

Low 

2 

NA 

31 

43 

Pfizer  (4) 

High 

TT  Q7 

TT  Q/1 

ii  y*+ 

— o.o 

800-221-2783 

17.3 

NA 

NA 

OB 

Average 

1 

57 

25 

10 

Ceridian  (2) 

Average 

TTT  QC 
111  33 

14  4 

1\7  Q7 

in  y  / 

7  1 

800-221-2450 

ft 

NA 

NA 

NA 

B 

Average 

6 

42 

30 

27 

Noveilus  Systems  (3) 

NA 

NA 

800-221-2450 

3 

7.8 

11.3 

8.5 

BBBB 

High 

8 

27 

23 

16 

Natl.  Australia  Bank  (ADR)  (1)  Very  low 

n  95 

7.3 

194 

-4.0 

800-221-2783 

10.5 

12.1 

10.0 

BBBB 

Average 

6 

4 

22 

31 

Pfizer  (1) 

Very  low 

II  97 

9.6 

194 

-3.7 

800-282-3863 

3 

14.6 

15.9 

13.1 

BBBB 

Low 

7 

4 

22 

54 

Parker-Hannifin  (3) 

Low 

u  y  / 

no 
i  j.y 

1  yn 

— *T.  / 

800-282-3863 

-) 

21 .2 

19.4 

17.2 

BBBB 

Low 

5 

NA 

32 

66 

Berkshire  Hathaway  (31) 

Average 

TT  Q"7 

ii  y  / 

01  R 

£.  1  .D 

TT  Qfi 

u  yo 

0  1 

800-686-6884 

9 

13.6 

NA 

NA 

BBO 

High 

2 

4 

25 

31 

Exxon  (3) 

Average 

H  97 

14.8 

I  94 

-2.5 

800-222-5852 

\ 

20.6 

20.8 

17.7 

BBBB 

High 

16 

0 

20 

49 

Bankers  Trust  New  York  (5) 

Average 

ffl97 

15.3 

Iff  94 

-8.5 

800-524-7433 

7 

12.5 

17.2 

14.9 

OOBB 

Low 

3 

10 

33 

47 

Mercury  General  (4) 

High 

1197 

20.3 

197 

-10.1 

800-332-5580 

5 

15.3 

22.3 

18.8 

BBBB 

High 

10 

2 

19 

29 

Furon  (2) 

Low 

TT  Q7 

10  1 

■  y  .o 

TTT  Q7 

A  0 

800-458-5222 

7 

13.1 

NA 

NA 

BOB 

Average 

10 

40 

28 

12 

Fletcher  Challenge  Energy  (1)  Average 

TT  Q7 

u  y  / 

10ft 
1  Z.o 

TV7  Q7 

7  n 
— /.u 

800-421-4120 

4 

15.1 

16.3 

14.8 

BBOB 

Very  low 

0 

1 

26 

51 

Intel  (11) 

High 

in  97 

21 .8 

IS  97 

-9.7 

800-451-2010 

9 

13.0 

15.3 

13.1 

BBBB 

Average 

17 

5 

23 

44 

Allstate  (4) 

Low 

II  97 

13.2 

194 

-2.8 

800-451-2010 

A 

NA 

NA 

NA 

Very  low 

NA 

NA 

23 

9 

Smith  Barney  Dvr.  Strat.  Inc.  A  (15) 

NA 

NA 

800-451-2010 

ft 

NA 

NA 

NA 

Very  low 

NA 

NA 

23 

11 

Smith  Barney  Aggres.  Gr.  A  (10) 

MA 
NA 

MA 
NA 

800-451-2010 

ft 

NA 

NA 

NA 

Very  low 

NA 

NA 

25 

11 

Smith  Barney  Aggres.  Gr.  A  (20) 

NA 

NA 

800-451-2010 

1 

11.3 

NA 

NA 

Average 

6 

6 

25 

29 

American  Express  (2) 

Very  low 

n  97 

10.7 

I  94 

-2.0 

800-451-2010 

1 

14.0 

14.7 

11.8 

BBBB 

Average 

9 

7 

23 

35 

Bristol-Myers  Squibb  (3) 

Low 

1197 

15.3 

194 

-4.5 

800-451-2010 

7 

13.4 

NA 

NA 

BB 

Average 

15 

8 

22 

24 

Adobe  Systems  (4) 

Low 

1195 

9.0 

IS  97 

-4.2 

800-451-2010 

3 

10.4 

1 1 .6 

10.8 

BBBB 

Average 

1 

98 

27 

24 

Novartis  (Reg)  (3) 

High 

IS  93 

1  Q  O 

TT7  Q7 

1  n  1 

800-451-2010 

A 

NA 

NA 

NA 

Q 

Low 

13 

6 

27 

20 

Forest  Laboratories  CI.  A  (4) 

MA 
NA 

MA 

800-451-2010 

8 

13.3 

16.2 

13.2 

BBBB 

Average 

14 

24 

21 

6 

SLM  Holding  (5) 

Very  low 

n  97 

10.2 

I  94 

-0.8 

800-451-2010 

A 

NA 

NA 

NA 

B 

Average 

1 

8 

20 

31 

Quantum  (6) 

NA 

NA 

800-451-2010 

0 

11.5 

10.8 

10.0 

BBBB 

High 

8 

10 

34 

11 

Starbucks  (6) 

Very  high 

in  93 

20.3 

197 

-14.0 

800-451-2010 

0 

7.6 

NA 

NA 

BBB 

Average 

4 

NA 

20 

1 

FPL  Group  (5) 

Average 

IV  y  / 

in  i 

1  u.  / 

I  94 

-7.4 

800-451-2010 

0 

11.1 

1 2.0 

9.8 

BBBB 

Very  low 

20 

56 

24 

9 

Buderus (1) 

Very  low 

I  93 

7  Q 

IS  97 

-5.1 

800-334-2143 

ft 

NA 

NA 

NA 

B 

Very  low 

15 

98 

22 

10 

Buderus (2) 

NA 

NA 

800-334-2143 

5 

18.7 

18.9 

16.0 

BBBB 

Average 

4 

5 

17 

16 

Toys  'R'  Us  (4) 

Low 

II  97 

16.2 

IS  94 

-1.5 

800-551-1980 

7 

14.9 

NA 

NA 

BB 

Low 

4 

3 

22 

33 

Intel  (3) 

Average 

1197 

13.2 

194 

-5.1 

800-239-7470 

A 

NA 

NA 

NA 

B 

Very  low 

5 

99 

17 

-7 

Telebras  (4) 

NA 

NA 

800-647-7327 

8 

16.7 

NA 

NA 

BB 

High 

0 

NA 

23 

22 

Intel  (3) 

Average 

II  97 

17.1 

194 

-3.8 

800-647-7327 

0 

18.3 

NA 

NA 

BB 

Very  low 

6 

3 

27 

31 

S&P  500  Index  (Fut.)  9/97  (4)  Average 

1197 

17.5 

194 

-3.7 

800-647-7327 

4 

18.2 

NA 

NA 

BB 

High 

2 

1 

23 

19 

FIRSTPLUS  Financial  Group  (2)  Average 

1197 

19.1 

197 

-6.2 

800-647-7327 

5 

11.6 

13.0 

11.4 

BBBB 

Very  low 

0 

3 

27 

22 

General  Electric  (2) 

Low 

n  97 

10.5 

194 

-4.2 

800-222-8222 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 


BUSINESS  WEEK  /  FEBRUARY  2,  1998  1  1  1 


MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

CI  TP 

ice- etc 
rtta 

1??/  Kl 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

OF  FUND  WITHIN  CATEGORY) 

$MIL. 

1 QQC  07 

iyyb-y/ 

bMAKbt  ( /o) 

DATin  /<V  1 

KAI IU  I  /o) 

TAX 

g 

1  hop  ran  Rlonri 
LdlgC  LdU  DlCIIU 

Q 

182.9 

21 

5.25 

1 .10t 

20.2 

- 

STAGECOACH  EQUITY  INDEX  A  (bbbbb) 

B 

Large-cap  Blend 

B 

510.6 

29 

No  load 

0.97t 

31.9 

STAGECOACH  GROWTH  A  (CCCCC) 

C- 

Large-cap  Blend 

F 

282.5 

1 

5.25 

1.14t 

19.1 

STAGECOACH  LIFEPATH  2040  A 

Large-cap  Blend 

■211.2 

21 

No  load 

1.20+ 

26.5 

STATE  ST  RESEARCH  CAPITAL  B  & 

Mid-cap  Growth 

501.8 

33 

5.00** 

2.01 1 

5.4 

STATE  ST  RESEARCH  INVESTMENT  B 

1  srop-ran  Rlpnri 

LdlgC  vd|l  DlCIIU 

540.3 

107 

5.00** 

1.50t 

27.8 

STATE  ST  RESEARCH  MGD.  ASSETS  B 

Domestic  Hybrid 

318.7 

31 

5.00** 

2.00+ 

15.4 

i 

STEIN  ROE  BALANCED 

B 

Domestic  Hybrid 

C 

280.8 

9 

No  load 

1.05 

17.5 

STEIN  ROE  CAPITAL  OPPORT. 

D 

Mid-cap  Growth 

C 

988.0 

-31 

No  load 

1.22 

6.2 

STEIN  ROE  GROWTH  &  INCOME 

B+ 

Large-cap  Blend 

B+ 

337.2 

40 

No  load 

1.18 

25.7 

cTriu  dac  GROWTH  STOCK 

J  1  tin  fx      t—   U  ¥\  yJ  ww  111    ->  1  \J  V.  ci 

Q_ 

LdlgC~LdLI  ulUWlll 

606.4 

37 

No  loadt 

1.08 

31.6  j 

STEIN  ROE  SPECIAL  A 

c 

Mid-cap  Blend 

c 

1277.1 

11 

No  load 

1.18 

25.9  ( 

STEIN  ROE  SPECIAL  VENTURE 

Small-cap  Blend 

229.1 

45 

No  load 

1.25 

9.7  j 

STEIN  ROE  YOUNG  INVESTOR 

Large-cap  Growth 

496.3 

83 

No  load 

1.21 

26.3 

STI  CLASSIC  CAPITAL  GROWTH  INV. 

c 

Large-cap  Blend 

D 

242.5 

23 

3.75 

1.801 

30.3  | 

STI  CLASSIC  VAL   INC   STOCK  INV 

9  11  M  II  JJIV   VMk.  111  v. .  s  ■  I —  T\  tn  w  • 

LdlgC  VCIU  ValUC 

187.3 

30 

3.75 

1.30t 

26.6 

STRONG  ASSET  ALLOCATION 

B 

Domestic  Hybrid 

c 

278.6 

3 

No  load 

1.10 

16.7 

STRONG  COMMON  STOCK 

B 

Mid-cap  Blend 

B+ 

1541.9 

24 

No  load  J 

1.20 

24.0 

STRONG  DISCOVERY  X 

D 

Mid-cap  Growth 

c- 

398.7 

-22 

No  load 

1.40 

10.9 

STRONG  GROWTH 

Mid-cap  Growth 

1617.1 

24 

No  load 

1 .30 

19.1 

STRONG  GROWTH  A  INCOMIT 

1  imp  nn  Rlonri 
Ldlgc  LdU  DlCIIU 

237.3 

389 

No  load 

1.90 

30.4 

STRONG  OPPORTUNITY 

B+ 

Mid-cap  Blend 

B+ 

1916.2 

8 

No  load 

1.30 

23.5  § 

STRONG  SCHAFER  VALUE  A 

A 

Mid-cap  Value 

B+ 

1436.3 

179 

No  load 

1.27 

29.3  P 

STRONG  SMALL  CAP 

Small-cap  Growth 

187.1 

19 

No  load 

1.50 

-4.5 

STRONG  TOTAL  RETURN 

C 

Large-cap  Growth 

B 

847.7 

12 

No  load 

1.10 

24.2 

SIINAMFRICA  RAI  ANCPO  ASSFTS  R 

Q 

uuuicoiiL,  nyunu 

174.2 

3 

4.00** 

2.1  It 

23  4 

TCW/DW  CORE  EQUITY  B  (ddddd) 

c- 

Large-cap  Blend 

F 

820.3 

6 

5.00** 

1.73T 

£.  i  .a 

TCW/DW  LATIN  AMERICAN  GROWTH  B  (eeeee) 

F 

Latin  America 

300.1 

21 

5.00** 

2.98t 

30.6 

TCW/DW  MID-CAP  EQUITY  B  (fffff) 

Mid-cap  Growth 

174.5 

-12 

5.00** 

NAt 

11.0 

TCW/DW  SMALL  CAP  GROWTH  B  (ggggg) 

Small-cap  Growth 

328.7 

8 

5.00** 

2.57+ 

10.6 

TFMPI  PTOM  r&PITAI    APfMIMIII  ATOP 

£ 

World 

g 

179.3 

36 

9.00 

1.00 

r 

TEMPLETON  DEVELOPING  MKTS.  1 

D 

Diversified  Emerging  Mkts. 

3605.4 

9 

5.75 

2.03+ 

Q  Q 

TEMPLETON  FOREIGN  1  X 

C 

Foreign 

B 

14033.7 

27 

5.75 

1.08t 

6.6 

TEMPLETON  GLOBAL  OPPORT.  1 

C- 

World 

C 

801.6 

26 

5.75 

1.45t 

14.1 

TEMPLETON  GLOBAL  SMALL  CO.  1  A 

c 

World 

B 

1737.0 

4 

5.75 

1 .30+ 

7.0  1 

Trupi  ctau  ppnufTU  1  ft 

D 
D 

World 

A 

12405.9 

29 

5.75 

1.08+ 

1  C  1 
1  D.  1 

TEMPLETON  WORLD  1 

B 

World 

B- 

8504.8 

19 

5.75 

1.03+ 

1  Q  1 

THIRD  AVENUE  VALUE 

A 

Small-cap  Value 

B+ 

1676.0 

160 

No  load 

1.21 

23.9 

TORRAY 

A 

Large-cap  Blend 

A 

531.8 

356 

No  load 

1.25 

37.1 

TOWER  CAPITAL  APPRECIATION  A 

B 

Large-cap  Blend 

B 

294.3 

54 

4.50 

1.24+ 

31.6 

Tuurrnv   Ronutur  amtdip am  uai  iic 
i  wllui,  Dnunnt  HrtiLnii  rtri  valul 

Mid-cap  Value 

643.0 

132 

No  load 

1.39 

38.9 

TWEEDY,  BROWNE  GLOBAL  VALUE 

World 

1932.2 

60 

No  load 

1.58 

23.0 

UNITED  ACCUMULATIVE  A  X 

C 

Large-cap  Blend 

C- 

1567.3 

22 

5.75 

0.83+ 

29.4 

UNITED  CONTINENTAL  INCOME  A 

c 

Domestic  Hybrid 

C- 

582.6 

14 

5.75 

0.93t 

17.3 

UNITED  INCOME  A  X 

c 

Large-cap  Blend 

c- 

6169.8 

27 

5.75 

0.86+ 

27.2 

IIMITPM  IMTFPM ATlflN Al    PRfivVTU  A 

uni  i  lu  iniLnnAi  sun  ml.  unun  inn 

Foreign 

1002.2 

18 

5.75 

1.28t 

17.3 

UNITED  NEW  CONCEPTS  A 

c- 

Mid-cap  Growth 

B 

650.6 

19 

5.75 

1.27+ 

16.7 

UNITED  RETIREMENT  SHARES  A 

B 

Domestic  Hybrid 

c- 

753.6 

17 

5.75 

0.92+ 

18.1 

UNITED  SCIENCE  &  TECHNOLOGY  A  X 

D 

Technology 

D 

1033.4 

5 

5.75 

0.98t 

7.2 

UNITED  VANGUARD  A  A 

C- 

Large-cap  Growth 

C- 

1416.5 

10 

5.75 

1 .09+ 

19.6 

iicaa  rt rr Dt c 1 1 i;t  rDAWTU 
USAA  AbuKt33lVt  (jKUW  1  n 

Li 

Small-cap  Growth 

/**_ 

749.6 

5 

No  load 

0.74 

7.6 

USAA  CORNERSTONE  STRATEGY 

B 

Mid-cap  Value 

c 

1390.7 

19 

No  load 

1.06 

15.6 

USAA  EMERGING  MARKETS 

Diversified  Emerging  Mkts. 

261.3 

371 

No  load 

1.81 

-3.5 

USAA  GROWTH 

c- 

Large-cap  Blend 

F 

1416.3 

8 

No  load 

0.97 

3.7 

USAA  GROWTH  &  INCOME 

Large-cap  Value 

866.2 

69 

No  load 

0.89 

26.0 

IICAA       DfMA/TLI    12    TAY  CTOATCPV 
UsAA  uKUW  1  11  Ol  IAA  blKAItbT 

B+ 

Domestic  Hybrid 

Dt 

203.8 

18 

No  load 

0.74 

16.2 

USAA  GROWTH  STRATEGY 

Mid-cap  Growth 

235.1 

65 

No  load 

1.31 

9.1 

USAA  INCOME  STOCK 

B 

Large-cap  Value 

B 

2333.7 

21 

No  load 

0.68 

27.0 

USAA  INTERNATIONAL 

c- 

Foreign 

B 

582.4 

14 

No  load 

1.09 

9.0 

USAA  S&P  500  INDEX 

Large-cap  Blend 

595.4 

234 

No  load 

0.18 

33.0 

Q 

World 

326.1 

22 

No  load 

1.20 

12.9 

VALUE  LINE 

c- 

Mid-cap  Growth 

B- 

391.5 

12 

No  load 

0.80 

21.6 

VALUE  LINE  LEVERAGED  GROWTH  INV. 

c- 

Large-cap  Growth 

c 

433.0 

17 

No  load 

0.88 

23.8 

VAN  ECK  INTL.  INVEST.  GOLD  A 

F 

Precious  Metals 

B 

256.4 

-40 

5.75 

1.43 

-36.0  - 

VAN  KAMPEN  AM.  CAP  COMSTOCK  A 

B 

Large-cap  Value 

C 

1484.6 

20 

5.75 

1 .00+ 

29.9 

VAN  KAMPEN  AM.  CAP  EMERG  GR  A 

D 

Mid-cap  Growth 

C 

2021.2 

24 

5.75 

1.05+ 

21.3 

VAN  KAMPEN  AM.  CAP  ENTERPR.  A 

C 

Large-cap  Blend 

D 

1702.0 

33 

5.75 

1 .01 1 

28.6 

VAN  KAMPEN  AM.  CAP  EQ.-INC.  B 

b 

Domestic  Hybrid 

C 

892.6 

41 

5.00** 

1.74t 

23.2 

VAN  KAMPEN  AM.  CAP  GR.  &  INC.  A 

B 

Large-cap  Blend 

C 

769.5 

33 

5.75 

1.04+ 

24.5 

VAN  KAMPEN  AM.  CAP.  PACE  A 

C 

Large-cap  Blend 

C- 

3217.4 

20 

5.75 

0.97 1 

30.2 

"Includes  redemption  fee.  "'Includes  deferred  sales  charge.  1 12(b)- 1  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM 
(aaaaa)  Formerly  Stagecoach  Diversified  Income  A.  (bbbbb)  Formerly  Stagecoach  Corporate  Stock  A.  (ccccc)  Formerly  Stagecoach  Growth  &  Income  A.  (ddddd)  Formerly  TO 
ty.  (eeeee)  Formerly  TCW/DW  Latin  American  Growth,  (fffff)  Formerly  TCW/DW  Mid-Cap  Equity,  (ggggg)  Formerly  TCW/DW  Small  Capitalization  Growth. 
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Equity  Funds 


AL  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA    RISK   TELEPHONE 


5  YEARS 

10  YEARS 

RESULTS  VS 

TURNOVER 

CASH 

FOREIGN 

P-E 

UNTAXED 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

ETAX  AFTERTAX 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

% 

RATIO 

TJAINS  C'o) 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

6.5  14.8 

NA 

NA 

00 

Average 

4 

4 

21 

24 

Household  International  (4) 

Low 

U  g*7 

1 3  6 

I  94 

-3.2 

800-222-8222 

9.0 

1 7.7 

1  R  "7 
1  D.  / 

1 5  9 

000D 

Very  low 

1 

3 

27 

60 

General  Electric  (3) 

Average 

U  97 

1 7  2 

I  94 

-4  0 

800-222-8222 

5.1 

1  o.u 

NA 

NA 

00 

Average 

0 

13 

30 

22 

LM  Ericsson  Tel.  (ADR)  (5) 

Average 

II  97 

13.8 

194 

-3.6 

800-222-8222 

NA 

MA 
PlM 

NA 

NA 

0 

Low 

1 

23 

26 

30 

Daimler  Benz  (ADR)  (2) 

NA 

NA 

800-222-8222 

NA 

MA 
PIH 

NA 

NA 

□ 

Very  high 

1 

3 

31 

12 

HPS  (4) 

NA 

NA 

800-882-0052 

NA 

NA 

NA 

NA 

a 

Average 

3 

8 

28 

37 

DuPont  (3) 

NA 

NA 

800-882-0052 

NA 

MA 

NA 

NA 

EI 

High 

5 

24 

27 

20 

Seagull  Energy  (1) 

NA 

NA 

800-882-0052 

?.  7 

1  n  1 

12.5 

9.7 

aaaa 

Average 

1 

25 

25 

30 

General  Electric  (3) 

Low 

U  97 

9.9 

IS  94 

-3.2 

800-338-2550 

G  1 

i.  1 

1  Q  A 

14.3 

13.3 

□□OB 

Low 

10 

8 

47 

19 

Paychex (5) 

High 

0  97 

21.4 

197 

-18.4 

800-338-2550 

/  .o 

15  4 

16.5 

14.6 

000O 

Very  low 

16 

3 

29 

34 

Warner-Lambert  (3) 

Low 

n  97 

14.2 

194 

-3.2 

800-338-2550 

5.4 

13.4 

16.6 

14.3 

□□□a 

Low 

4 

9 

36 

47 

Motorola  (4) 

High 

n  97 

20  1 

I  94 

-5  8 

800-338-2550 

S.6 

13.0 

17.3 

14.7 

□000 

Low 

11 

12 

28 

51 

Harley-Davidson  (3) 

Average 

U  97 

1 8  7 

I  94 

-6.7 

800-338-2550 

NA 

NA 

NA 

NA 

0 

Average 

9 

4 

26 

20 

AVX  (3) 

NA 

NA 

800-338-2550 

NA 

NA 

NA 

NA 

n 

High 

5 

3 

33 

18 

AT&T  (2) 

NA 

NA 

800-338-2550 

5.3 

12.1 

NA 

NA 

□a 

High 

8 

2 

28 

33 

General  Electric  (3) 

Average 

0  97 

16.8 

IV  94 

-4.3 

800428-6970 

NA 

NA 

NA 

NA 

□ 

High 

7 

3 

24 

7 

ITT  Industries  (2) 

NA 

NA 

800-428-6970 

2  1 

8.8 

10.6 

7.6 

□000 

Very  high 

4 

1 

30 

14 

General  Electric  (2) 

Very  low 

0  97 

8.1 

194 

-2.1 

800-368-1030 

9.8 

15.9 

NA 

NA 

DOB 

Average 

8 

5 

24 

30 

Sybase  (2) 

Average 

0  97 

15.1 

is  97 

-4.7 

800-368-1030 

1.8 

8.5 

16.2 

12.8 

□OBQ 

Very  high 

11 

3 

29 

19 

Budget  Group  (3) 

High 

JU97 

16.4 

197 

-10.1 

800-368-1030 

NA 

NA 

NA 

NA 

B 

Very  high 

10 

3 

42 

29 

Kohl's  (2) 

NA 

NA 

800-368-1030 

NA 

NA 

NA 

NA 

Very  high 

0 

6 

27 

14 

Schlumberger  (1) 

NA 

NA 

800-368-1030 

9  3 

15.4 

15.9 

13.8 

00OB 

High 

1 1 

1 1 

26 

34 

Comcast  Special  CI.  A  (2) 

Low 

IJJ  97 

14.9 

IS  94 

-2.8 

800-368-1030 

3  5 

19  0 

19  3 

1 6  8 

cinnn 

u  k'* 

2 

20 

18 

23 

Reading  &  Bates  (3) 

Low 

n  97 

1 5  7 

LV  94 

—3  7 

ftnn  ifift  min 

OUU  JDO"  ]  UoU 

NA 

NA 

NA 

NA 

Very  nigh 

g 

g 

38 

1 

Gulf  Island  Fabrication  (2) 

MA 

MA 
PIH 

ftnn  ifift  mm 

i  8 

13  5 

12  4 

9  7 

F.llclLlLl 

Uani  hirrh 
VCI  y  Mlgll 

g 

4 

30 

24 

Schlumberger  (2) 

Average 

n  Q7 

1  1  ft 

9  Q 

ftnn  iRft  imn 

OUU-oDO-  1  UoU 

3,5 

10.5 

12.1 

9.4 

□BBB 

High 

3 

5 

28 

24 

Summit  Bancorp  (3) 

Low 

0  97 

11.0 

194 

-4.0 

800-858-8850 

\.l 

13.4 

NA 

NA 

B0 

Average 

1 

3 

28 

95 

Intel  (5) 

High 

0  97 

17.5 

094 

-5.3 

800-526-3143 

1  3 

7.1 

NA 

NA 

Average 

4 

99 

21 

_4 

Tel.  de  Mexico  L  (ADR)  (5) 

Very  high 

IV  3J 

11  R 

1  30 

9Q  F, 

ftnn  ^9fi  itdi 

NA 

NA 

NA 

NA 

2 

3 

51 

NA 

Romac  International  (6) 

MA 

NA 
PlM 

ftnn  R9c  ii^i 

OUU-OZD-O  I  *fo 

NA 

run 

NA 
PIH 

n 

mgn 

A 
1 

A 
*t 

AG 

14. 

Safeskin  (3) 

NA 

NA 

onn  coc  nyci 

tJUU-3^0- J  1  *fo 

7.6 

16.4 

NA 

NA 

as 

Very  low 

13 

79 

22 

22 

Philips  Electronics  (2) 

Average 

IS  93 

11.2 

IS  97 

-8.2 

800-292-9293 

M 

10.9 

NA 

NA 

ssa 

Very  low 

3 

100 

17 

8 

Electricidad  de  Caracas  (3) 

High 

IS  93 

21.2 

IS  97 

-25.2 

800-292-9293 

119 

114 

1  1  n 
1  1  .  u 

cinnn 

Low 

1  nn 

1  ft 

B 
D 

Philips  Electronics  (NV)  (2) 

Average 

15  93 

1 2.0 

12  97 

-8.3 

Onn  9Q9  Q9Q9 

%  9 

13  5 

NA 

MA 
PIH 

E1E1E1 

Low 

9fl 

~7K 
iD 

9fl 

9Q 

Peregrine  Invmt.  Hldgs.  (2) 

Average 

n  97 

1 1 .8 

GZ  97 

-1 0.0 

Onn  9Q9  QOO.9 

i  j 

117 

lie 
1  o .  0 

10  9 
1  \J.£. 

nnnn 

Low 

1  1 
1  1 

/D 

1  Q 
I  o 

91 

News  (2) 

Average 

I  93 

1 0.9 

DZ  97 

-9.8 

Onn  9Q9  QOOO 

ouu-/yz-yzyo 

7.5 

14.3 

15.5 

12.4 

Average 

14 

66 

20 

15 

Philips  Electronics  (2) 

Low 

0  97 

11.6 

K  97 

-5.2 

800-292-9293 

5.8 

14.9 

14.6 

11.1 

OQOO 

Low 

18 

68 

21 

19 

Morg.  Stanley/Dean  Witter  (2)  Average 

0  97 

13.2 

IS  97 

-6.1 

800-292-9293 

-I  4 

18  5 

NA 

MA 
PIH 

Very  low 

1ft 

JO 

1  1 

on 

OA 

Tejon  Ranch  (4) 

Low 

I  93 

14.4 

IS  97 

-5.0 

onn  a  a  "i  1  no  i 

22  6 

NA 

PIH 

Ell  | 

Low 

9 

MA 

OA 

1  Q 

AT&T  (7) 

Low 

D  97 

16.1 

I  94 

-3.4 

onn  aai  onic 

1*7  9 

MA 

MA 
NH 

□nn 
EIeIU 

Average 

1 

1 

25 

38 

Microsoft  (3) 

Average 

D  97 

16.9 

I  94 

-4.3 

onn  nan  ni i/i 
oUU-999-0124 

NA 

NA 

NA 

NA 

a 

Very  low 

9 

13 

20 

28 

Chase  Manhattan  (3) 

NA 

NA 

8004324789 

NA 

NA 

NA 

NA 

E3 

Low 

8 

79 

23 

23 

Nestle  (Reg)  (4) 

NA 

NA 

8004324789 

5.4 

12.1 

15.0 

11.5 

BBBB 

Very  high 

4 

11 

23 

27 

Novartis  (ADR)  (4) 

Average 

0  97 

14.2 

194 

-2.1 

800-366-5465 

'.6 

10.0 

12.6 

10.4 

BBBB 

Low 

11 

9 

25 

24 

BankAmerica  (2) 

Low 

0  97 

9.5 

IS  94 

-1.8 

800-366-5465 

f.8 

16.0 

16.7 

14.6 

DBBB 

Low 

2 

6 

28 

53 

Intel  (3) 

Average 

0  97 

18.7 

LV  94 

-2.5 

800-366-5465 

1.5 

14.6 

11.0 

9.0 

□□DEI 

High 

7 

98 

27 

14 

Credit  Suisse  Group  (Reg)  (4) 

High 

IS  93 

17.4 

195 

-7.4 

800-366-5465 

3.1 

13.4 

16.4 

15.3 

□DOB 

Low 

27 

2 

37 

38 

America  Online  (4) 

High 

0  97 

17.3 

197 

-9.0 

800-366-5465 

!.S 

9.9 

13.9 

11.6 

BBBB 

Low 

15 

9 

23 

24 

BankAmerica  (2) 

Low 

0  97 

9.8 

194 

-2.0 

800-366-5465 

5.6 

14.1 

16.0 

13.8 

BOOB 

Low 

12 

4 

37 

46 

America  Online  (3) 

High 

0  95 

19.1 

197 

-15.2 

800-366-5465 

1.3 

11.0 

12.8 

10.0 

BQOQ 

High 

5 

10 

25 

33 

Applied  Materials  (6) 

High 

0  97 

13.7 

094 

-3.2 

800-366-5465 

5.1 

13.2 

14.1 

12.0 

BBBB 

Average 

2 

4 

35 

34 

Cisco  Systems  (2) 

Very  high 

0  97 

18.6 

197 

-12.7 

800-382-8722 

1.6 

12.4 

11.4 

9.7 

□BBB 

Low 

2 

33 

26 

26 

Bristol-Myers  Squibb  (1) 

Low 

193 

10.1 

194 

-2.4 

800-382-8722 

NA 

NA 

NA 

NA 

□ 

Average 

6 

100 

20 

-6 

Panamerican  Beverages  (2) 

NA 

NA 

800-382-8722 

'.4 

8.3 

13.1 

10.5 

0001 1 

Average 

0 

5 

29 

13 

Cadbury  Schweppes  (ADR)  (5)  High 

01  94 

12.1 

IB  97 

-16.1 

800-382-8722 

NA 

NA 

NA 

NA 

a 

Very  low 

3 

4 

24 

24 

Boeing  (2) 

NA 

NA 

800-382-8722 

.9 

10.4 

NA 

NA 

B00 

Very  high 

1 

4 

24 

21 

Halliburton  (4) 

Very  low 

0  97 

8.4 

194 

-3.5 

800-382-8722 

NA 

NA 

NA 

NA 

Average 

1 

23 

30 

15 

Pharmacia  &  Upjohn  (2) 

NA 

NA 

800-382-8722 

5.5 

13.9 

16.0 

13.5 

BBBB 

Low 

2 

NA 

20 

24 

Bankers  Trust  New  York  (4) 

Low 

0197 

10.0 

194 

-4.0 

800-382-8722 

5.1 

13.7 

NA 

NA 

BOB 

Average 

4 

96 

27 

21 

Akzo  Nobel  (2) 

Average 

IS  93 

13.8 

IS  97 

-9.3 

800-382-8722 

NA 

NA 

NA 

NA 

Very  low 

2 

4 

27 

17 

General  Electric  (3) 

NA 

NA 

800-382-8722 

3.6 

12.4 

NA 

NA 

BB 

Average 

5 

71 

28 

24 

Elf  Aquitaine  (ADR)  (1) 

Average 

0  97 

12.0 

IS  97 

-7.0 

800-382-8722 

i.O 

11.2 

16.5 

13.0 

QOBB 

Average 

14 

1 

30 

48 

Transocean  Offshore  (3) 

High 

0  97 

15.0 

094 

-5.6 

800-223-0818 

3.4 

16.0 

16.5 

13.6 

BBBI 

Low 

3 

2 

33 

57 

Dell  Computer  (4) 

High 

0  97 

18.4 

197 

-6.1 

800-223-0818 

2.2 

1.3 

-3.5 

^.6 

□□□□ 

Very  low 

27 

66 

27 

4 

Barrick  Gold  (6) 

Very  high 

0  93 

39.1 

IB  97 

-25.0 

800-826-1115 

7.9 

11.9 

16.6 

12.4 

BBBD 

Very  high 

1 

8 

21 

27 

Tele-Comm.  TCI  Group  CI.  A  (3)  Low 

0197 

12.8 

194 

-3.8 

800-421-5666 

3.0 

16.8 

19.1 

17.2 

BBBB 

Average 

4 

3 

35 

36 

Dell  Computer  (5) 

High 

0  97 

19.0 

197 

-8.3 

800421-5666 

3.7 

15.1 

17.6 

14.2 

BBBD 

High 

2 

3 

27 

38 

Philip  Morris  (5) 

Average 

0  97 

16.3 

194 

-3.2 

800421-5666 

5.8 

13.1 

NA 

NA 

BB 

High 

4 

15 

24 

24 

BankAmerica  (2) 

Low 

0  97 

12.6 

194 

-3.7 

800^121-5666 

7.9 

14.2 

15.3 

12.3 

BBBB 

High 

3 

16 

25 

26 

Philip  Morris  (2) 

Low 

0  97 

14.7 

194 

-3.1 

800-421-5666 

7.4 

12.5 

15.3 

11.5 

BBBD 

High 

1 

8 

24 

37 

Philip  Morris  (2) 

Average 

0  97 

15.9 

194 

-3.6 

800-421-5666 

DATA:  MORNINGSTAR,  INC.,  CHICAGO.  IL 
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MUTUAL  FUND  SCOREBOARD 


FUND                                            OVERALL  RATING 

CATEGORY 

RATING 

SIZE 

FEES 

1997  RE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

PRE- 

OF EACH  FUND  AGAINST  ALL  FUNDS) 

t    OF  FUND  WITHIN  CATEGORY) 

SMIL 

1996-97 

CHARGE  (%) 

RATIO  (%) 

TAX 

VAN  WAGONER  EMERGING  GROWTH 

Mid-cap  Growth 

313.2 

-51 

No  load 

1.951 

-20.0  - 

VANGUARD  ASSET  ALLOCATION 

A 

Domestic  Hybrid 

B+ 

3984.3 

53 

No  load 

0.49 

27.3 

VANGUARD  BALANCED  INDEX 

B+ 

Domestic  Hybrid 

B 

1211.2 

47 

No  load 

0.20 

22.2 

VANGUARD  EQUITY-INCOME 

A 

Large-cap  Value 

B+ 

2029.2 

42 

No  load 

0.45 

31.2 

VANGUARD  EXPLORER 

C- 

Small-cap  Blend 

C- 

2516.2 

11 

No  load 

0.62 

14.6 

VANGUARD  GROWTH  &  INCOME  (hhhhh)  X 

B 

Large-cap  Value 

C 

2077.0 

62 

No  load 

0.38 

35.6 

VANGUARD  HORIZON  AGGRES.  GROWTH 

Mid-cap  Value 

457.5 

199 

1.00* 

0.38 

26.1 

VANGUARD  INDEX  EXTENDED  MARKET  X 

C 

Mid-cap  Blend 

c 

2715.5 

29 

No  load 

0.25 

26.7 

VANGUARD  INDEX  500  X 

B+ 

Large-cap  Blend 

B+ 

48264.6 

59 

No  load 

0.20 

33.2 

VANGUARD  INDEX  GROWTH 

B 

Large-cap  Growth 

A 

2280.8 

190 

No  load 

0.20 

36.3 

! 

VANGUARD  INDEX  SMALL  CAP.  STOCK 

C 

Small-cap  Blend 

C 

2623.4 

53 

No  load 

0.25 

24.6 

VANGUARD  INDEX  TOTAL  STOCK  MKT. 

B 

Large-cap  Blend 

B 

4887.9 

38 

No  load 

0.22 

31.0 

VANGUARD  INDEX  VALUE 

B+ 

Large-cap  Value 

B 

1728.1 

70 

No  load 

0.20 

29.8 

VANGUARD  INTERNATIONAL  VALUE  (urn) 

D 

Foreign 

C- 

833.4 

-9 

No  load 

0.50 

-4.6 

VANGUARD  INTL.  EQ.  EMG.  MKT. 

Diversified  Emerging  Mkts. 

684.5 

7 

No  load 

0.60 

-16.7  - 

VANGUARD  INTL.  EQ.  EUROPEAN 

B 

Europe 

C 

2340.1 

47 

No  load 

0.35 

24.2 

VANGUARD  INTL.  EQ.  PACIFIC 

F 

japan 

887.4 

-9 

No  load 

0.35 

-25.7  - 

VANGUARD  INTL.  GROWTH  X 

C- 

Foreign 

B 

6843.3 

23 

No  lead 

0.57 

4.1 

VANGUARD  LIFESTRATEGY  CONS.  GROWTH 

Domestic  Hybrid 

772.9 

67 

No  load 

0.00 

16.8 

VANGUARD  LIFESTRATEGY  GROWTH 

Large-cap  Blend 

1126.5 

79 

No  load 

0.00 

21.8 

VANGUARD  LIFESTRATEGY  INCOME 

Domestic  Hybrid 

234.4 

55 

No  load 

0.00 

14.2 

VANGUARD  LIFESTRATEGY  MOD.  GROWTH 

Large-cap  Blend 

1306.1 

58 

No  load 

0.00 

19.8 

VANGUARD  SELECTED  VALUE 

Small-cap  Value 

190.7 

81 

No  load 

0.74 

17.4 

VANGUARD  SPEC.  ENERGY  X 

C- 

Natural  Resources 

C 

1197.0 

41 

1.00* 

0.39 

14.9 

VANGUARD  SPEC.  GOLD  &  PREC.  METALS 

F 

Precious  Metals 

B 

287.4 

-42 

1.00* 

0.50 

-38.9  - 

: 

VANGUARD  SPEC.  HEALTH  CARE  X 

B 

Health 

B+ 

4383.9 

65 

1.00* 

0.38 

28.6 

VANGUARD  SPEC.  UTILITIES  INC. 

C 

Utilities 

B 

645.0 

-2 

No  load 

0.40 

25.1 

VANGUARD  SPECIAL  REIT  INDEX 

Real  Estate 

1216.2 

159 

1.00* 

0.36 

18.8 

■ 

VANGUARD  STAR 

A 

Domestic  Hybrid 

B+ 

7234.6 

23 

No  load 

0.00 

21.2 

■« 

VANGUARD  STAR  TOTAL  INTL.  A 

Foreign 

869.2 

210 

No  load 

0.00 

-0.8 

i 

VANGUARD  TAX-MGDL  CAP  APPREC. 

Large-cap  Growth 

866.8 

68 

2.00* 

0.20 

27.3 

l 

VANGUARD  TAX-MGD.  GROWTH  &  INCOME 

Large-cap  Blend 

549.3 

134 

2.00* 

0.20 

33.3 

i. 

VANGUARD  U.S.  GROWTH  X 

C 

Large-cap  Growth 

A 

7912.8 

43 

No  load 

0.42 

25.9 

. 

VANGUARD/MORGAN  GROWTH 

C 

Large-cap  Blend 

c- 

2739.7 

33 

No  load 

0.51 

30.8 

VANGUARD/PRIMECAP  X 

B+ 

Mid-cap  Blend 

B+ 

8063.7 

92 

No  load 

0.59 

36.8 

■ 

VANGUARD/TRUSTEES'  EQUITY  U.S. 

C 

Large-cap  Blend 

C 

170.6 

8 

No  load 

0.49 

29.5 

VANGUARD/WELLESLEY  INCOME  X 

B+ 

Domestic  Hybrid 

B 

7616.4 

9 

No  load 

0.31 

20.2 

- 

VANGUARD/WELLINGTON 

B+ 

Domestic  Hybrid 

B+ 

21340.3 

32 

No  load 

0.31 

23.2 

VANGUARD/WINDSOR 

B 

Large-cap  Value 

C 

20836.6 

24 

No  load  -. 

0.27 

22.0 

VANGUARD/WINDSOR  II  X 

A 

Large-cap  Value 

B+ 

23545.0 

50 

No  load 

0.37 

32.4 

VICTORY  BALANCED  A 

Domestic  Hybrid 

348.7 

24 

5.75 

1.27 

19.5 

VICTORY  DIVERSIFIED  STOCK  A 

B 

Large-cap  Blend 

B 

796.1 

34 

5.75 

1.05 

28.3 

VICTORY  GROWTH 

Large-cap  Growth 

197.4 

28 

5.75 

1.33 

31.3  : 

VICTORY  SPECIAL  VALUE  A 

Mid-cap  Value 

443.5 

48 

5.75 

1.37 

27.8  : 

VICTORY  STOCK  INDEX 

Large-cap  Blend 

506.9 

66 

5.75 

0.57 

32.4  : 

I 

VICTORY  VALUE 

Large-cap  Value 

496.3 

26 

5.75 

1.33 

27.5 

I 

VISTA  CAPITAL  GROWTH  A 

C 

Mid-cap  Value 

C- 

861.1 

10 

4.75 

1.37t 

23.4 

' 

VISTA  GROWTH  &  INCOME  A 

B 

Large-cap  Value 

C- 

1537.6 

-6 

4.75 

1.32t 

29.5  : 

VISTA  SMALL  CAP  EQUITY  A 

Small-cap  Blend 

173.3 

14 

4.75 1 

1.50T 

17.8 

I 

WADDELL  &  REED  GROWTH  B 

C- 

Domestic  Hybrid 

F 

256.6 

5 

3.00** 

2.12t 

21.1 

WADDELL  &  REED  TOTAL  RET.  B 

c 

Large-cap  Blend 

C- 

408.7 

40 

3.00** 

1.95t 

24.6  : 

WARBURG  PINCUS  CAP  APPREC.  COMM. 

B 

Large-cap  Blend 

B 

623.4 

34 

No  load 

1.03 

31.4  : 

: 

WARBURG  PINCUS  EMG.  GR.  COMM. 

C- 

Small-cap  Growth 

B+ 

1578.0 

37 

No  load 

1.27 

21.3 

WARBURG  PINCUS  GR.  &  INC.  COMM.  & 

c 

Large-cap  Value 

D 

616.4 

34 

No  load 

1.21 

30.3  : 

' 

WARBURG  PINCUS  INTL.  EQ.  COMM. 

D 

Foreign 

C- 

1956.2 

-34 

No  load 

1.37 

-4.4 

WARBURG  PINCUS  SMALL  VAL.  COMM. 

Small-cap  Value 

200.6 

66 

No  load 

1.75t 

19.2 

WASATCH  AGGRESSIVE  EQUITY  X 

C- 

Small-cap  Growth 

B+ 

172.2 

-21 

No  load 

1.50 

19.2 

WASHINGTON  MUTUAL  INVESTORS  X 

A 

Large-cap  Value 

B 

38246.0 

51 

5.75 

0.64t 

33.3  3 

WEITZ  VALUE  X 

B+ 

Mid-cap  Value 

B- 

366.0 

40 

No  load 

1.29 

38.9  : 

■ 

WESTCORE  MIDCO  GROWTH  X 

D 

Mid-cap  Growth 

C 

649.9 

14 

No  load 

1.14 

14.9  1 

■ 

WHITE  OAK  GROWTH  STOCK 

C- 

Large-cap  Growth 

C 

391.9 

870 

No  load 

0.95 

24.3  : 

WILLIAM  BLAIR  GROWTH 

C 

Mid-cap  Growth 

B+ 

591.4 

18 

No  load 

0.79 

20.1  1 

WINTHROP  SMALL  COMPANY  VAL.  A  (jj))j) 

B 

Small-cap  Value 

C 

283.0 

19 

4.75 

1.47t 

26.2  : 

WPG  TUDOR  A 

D 

Small-cap  Growth 

C- 

170.7 

-6 

No  load 

1.25 

11.1 

WRIGHT  INTL  BLUE  CHIP  EQUITY 

C- 

Foreign 

B 

212.7 

-21 

No  load 

1.301 

1.5 

WRIGHT  SELECTED  BLUE  CHIP  EQ  X 

B 

Mid-cap  Value 

C 

259.5 

26 

No  load 

1.04t 

32.7  : 

YACKTMAN 

C 

Mid-cap  Blend 

C 

1082.1 

43 

No  load 

0.90t 

18.3  f 

■ 

ZWEIG  APPRECIATION  A 

B 

Mid-cap  Value 

B 

289.9 

5 

5.50 

1.62t 

23.8  2 

■ 

ZWEIG  MANAGED  ASSETS  C 

International  Hybrid 

409.3 

-A 

1.25** 

2.34T 

14.1 

ZWEIG  STRATEGY  C 

B 

Mid-cap  Value 

C 

588.8 

-5 

1.25** 

1.98t 

17.4  1 

'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  tNot  currently  accepting  new  accounts.  §Less  than  0.5%  of  assets.  NA=Not  available.  NM= 
(hhhhh)  Formerly  Vanguard  Quantitative,  (inn)  Formerly  Vanguard/Trustees'  Equity  Intl.  (j|j|j)  Formerly  Winthrop  Aggressive  Growth  A. 
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\     Equity  Funds 


.  TOTAL  RETURNS  (%)  HISTORY  PORTFOLIO  DATA   RISK   TELEPHONE 


YEARS 

10  YEARS 

RESULTS  VS. 

TURNOVER 

CASH 

FOREIGN 

P-E 

UNTAXED 

LARGEST  HOLDING 

LEVEL 

BEST 

WORST 

W  AFTERTAX 

PRETAX  AFTERTAX 

ALL  FUNDS 

% 

% 

RATIO 

GAINS  (%) 

COMPANY  (%  ASSETS) 

QTR 

%RET 

QTR 

%RET 

i 

NA 

NA 

NA 

High 

0 

4 

36 

-17 

Avant!  (9) 

NA 

NA 

800-228-2121 

2 

14.7 

NA 

NA 

BBB 

Very  low 

10 

3 

27 

27 

General  Electric  (1) 

Low 

1197 

12.5 

194 

^1.6 

800-662-7447 

2 

12.8 

NA 

NA 

BB 

Low 

4 

1 

27 

24 

General  Electric  (1) 

Very  low 

0  97 

11.5 

194 

-3.5 

800-662-7447 

) 

16.8 

NA 

NA 

BBO 

Low 

6 

3 

23 

41 

Bell  Atlantic  (3) 

Low 

II  97 

12.2 

194 

-6.6 

800-662-7447 

3 

11.3 

15.3 

13.4 

BDBB 

Average 

1 1 

2 

27 

17 

Air  Express  Intl.  (2) 

High 

UI  97 

14.8 

I  97 

-7.5 

800-662-7447 

I 

17.5 

18.3 

15.9 

DBBO 

Average 

4 

2 

24 

33 

Compaq  Computer  (4) 

Average 

0  97 

16.9 

194 

-4.1 

800-662-7447 

NA 

NA 

NA 

High 

1 

0 

22 

20 

Smart  Modular  Technologies  (2) 

NA 

NA 

800-662-7447 

5 

16.0 

16.4 

15.1 

BBBB 

Low 

4 

1 

27 

37 

Berkshire  Hathaway  CI.  A  (2) 

Average 

0  97 

15.7 

197 

-3.4 

800-662-7447 

1 

19.2 

17.8 

16.6 

BBBD 

Very  low 

2 

3 

27 

36 

General  Electric  (3) 

Average 

0  97 

17.4 

194 

-3.8 

800-662-7447 

i 

18.7 

NA 

NA 

BD 

Low 

0 

2 

32 

23 

General  Electric  (6) 

Average 

0  97 

20.2 

194 

-4.4 

800-662-7447 

1 5.6 

1 5.8 

1 3.9 

Low 

4 

0 

25 

26 

U.S.  Office  Products  (§) 

Average 

0  97 

17.3 

197 

-5.0 

800-662-7447 

3 

18.0 

NA 

NA 

BB 

Very  low 

6 

0 

27 

31 

General  Electric  (2) 

Average 

0  97 

16.8 

194 

-3.7 

800-662-7447 

5 

18.9 

NA 

NA 

an 

Low 

0 

5 

21 

25 

Exxon  (4) 

Average 

0  97 

14.5 

194 

-3.2 

800-662-7447 

5 

6.4 

7.6 

4.6 

Average 

5 

99 

25 

19 

Groupe  Danone  (3) 

High 

0  97 

11.2 

12  97 

-12.8 

800-662-7447 

1 

NA 

NA 

NA 

□ 

Very  low 

5 

100 

16 

-17 

Eletrobras-Centrais  Ele  Bras  (3) 

NA 

NA 

800-662-7447 

^ 

18.5 

NA 

NA 

□DB 

Very  low 

2 

100 

24 

32 

Royal  Dutch  Petrol.  (Neth.)  (3)  Average 

0  97 

9.6 

194 

-2.1 

800-662-7447 

5 

1.2 

NA 

NA 

□ao 

Very  low 

1 

100 

33 

-19 

NTT (5) 

Very  high 

0  97 

19.3 

12  97- 

-20.7 

800-662-7447 

9 

14.0 

9.2 

7.9 

BOHO 

Low 

5 

100 

28 

18 

Novartis  (Reg)  (4) 

Average 

0  97 

13.9 

12  97 

-9.4 

800-662-7447 

NA 

NA 

NA 

B 

Very  low 

0 

NA 

27 

11 

Vanguard  Bond  Idx  Total  Bd.  (30) 

NA 

NA 

800-662-7447 

\ 

NA 

NA 

NA 

B 

Very  low 

0 

NA 

27 

18 

Vanguard  Index  Total  Mkt.  (50) 

NA 

NA 

800-662-7447 

n 

NA 

NA 

NA 

a 

Low 

0 

NA 

26 

8 

Vanguard  Bond  Idx.  Total  Bd.  (50) 

NA 

NA 

800-662-7447 

ft 

NA 

NA 

NA 

B 

Very  low 

0 

NA 

27 

15 

Vanguard  Idx.  Total  Stk.  Mkt.  (35) 

NA 

NA 

800-662-7447 

ft 

NA 

NA 

NA 

Low 

7 

4 

20 

9 

Canandaigua  Brands  CI.  A  (5) 

NA 

NA 

800-662-7447 

1 

17.3 

15.9 

14.0 

□□OB 

Very  low 

9 

29 

24 

34 

Amerada  Hess  (4) 

High 

193 

21.3 

12  93 

-8.9 

800-662-7447 

2 

0.6 

-2.2 

-3  0 

□□□□ 

Low 

10 

78 

31 

-32 

Newmont  Mining  (8) 

Very  high 

0  93 

31.3 

12  97 

-28.8 

800-662-7447 

20.7 

23.1 

21.0 

□□□a 

Very  low 

12 

22 

33 

35 

Warner-Lambert  (5) 

Average 

0  97 

19.1 

193 

-7.9 

800-662-7447 

2 

11.1 

NA 

NA 

□B 

Low 

3 

10 

20 

19 

New  Eng.  Electric  System  (4) 

Low 

12  97 

13.1 

194 

-7.0 

800-662-7447 

NA 

NA 

NA 

2 

NA 

28 

13 

Crescent  Real  Estate  Eq.  (4) 

NA 

NA 

800-662-7447 

9 

12.3 

14.1 

11.5 

BBBB 

Low 

13 

NA 

22 

28 

Vanguard/Windsor  II  (28) 

Very  low 

0  97 

10.1 

194 

-3.1 

800-662-7447 

ft 

NA 

NA 

NA 

0 

100 

26 

0 

Vanguard  Intl.  Eq.  European  (53) 

NA 

NA 

800-662-7447 

NA 

NA 

NA 

B 

Very  low 

0 

0 

29 

30 

General  Electric  (3) 

NA 

NA 

800-662-7447 

ft 

NA 

NA 

NA 

a 

Very  low 

0 

3 

27 

25 

General  Electric  (3) 

NA 

NA 

800-662-7447 

3 

16.4 

18.2 

17.3 

□BBD 

Low 

3 

5 

34 

36 

Intel  (5) 

Average 

0  97 

16.7 

193 

-3.0 

800-662-7447 

3 

14.9 

17.1 

13.9 

OBBD 

Average 

8 

6 

26 

38 

Home  Depot  (2) 

Average 

0  97 

16.1 

194 

-4.1 

800-662-7447 

5 

22.4 

19.0 

17.6 

BBOO 

Very  low 

10 

9 

24 

42 

Texas  Instruments  (5) 

Average 

0197 

19.7 

12  97 

-5.6 

800-662-7447 

7 

14.9 

15.6 

12.4 

BBBB 

High 

1 

NA 

27 

35 

General  Electric  (4) 

Average 

0  97 

17.3 

094 

-5.2 

800-662-7447 

2 

10.3 

13.3 

10.4 

BBBB 

Low 

2 

6 

21 

20 

First  Union  (2) 

Very  low 

0  95 

8.5 

194 

-4.5 

800-662-7447 

5 

14,3 

14.7 

12.3 

BBBB 

Low 

1 

9 

21 

31 

Allstate  (2) 

Low 

0  97 

12.2 

194 

-3.9 

800-662-7447 

3 

15.2 

16.2 

12.6 

BBDB 

Average 

4 

12 

19 

17 

Citicorp  (5) 

Average 

0  95 

11.4 

12  97 

-3.4 

800-662-7447 

7 

18.3 

18.2 

15.7 

BBBB 

Low 

7 

4 

20 

33 

Chase  Manhattan  (3) 

Low 

0  97 

14.7 

194 

-4.5 

800-662-7447 

NA 

NA 

NA 

B 

Average 

3 

10 

24 

24 

Texaco  (2) 

NA 

NA 

800-539-3863 

15.9 

NA 

NA 

High 

1 

0 

24 

30 

IBM  (4) 

Average 

0  97 

13.4 

I  94 

-3.4 

800-539-3863 

ft 

NA 

NA 

NA 

□ 

Low 

1 

NA 

31 

43 

General  Electric  (4) 

NA 

NA 

800-539-3863 

ft 

NA 

NA 

NA 

B 

Average 

4 

3 

23 

29 

Warnaco  Group  CI.  A  (2) 

NA 

NA 

800-539-3863 

A 

NA 

NA 

NA 

D 

Very  low 

12 

3 

27 

31 

General  Electric  (3) 

NA 

NA 

800-539-3863 

(\ 

NA 

NA 

NA 

a 

Low 

2 

3 

24 

39 

Mobil  (3) 

NA 

NA 

800-539-3863 

3 

15.2 

21.8 

20.0 

OOBB 

Average 

2 

0 

23 

35 

Tenet  Healthcare  (3) 

Average 

0  97 

13.4 

I  97 

-3.5 

800-348-4782 

5 

14.3 

24.1 

21.4 

BOBB 

Average 

4 

5 

23 

43 

Dow  Chemical  (2) 

Low 

0  97 

14.3 

194 

-2.7 

800-348-4782 

A 

NA 

NA 

NA 

a 

Average 

8 

5 

30 

32 

Stage  Stores  (2) 

NA 

NA 

800-3484782 

1 

17.2 

NA 

NA 

□B 

Low 

15 

4 

34 

28 

America  Online  (5) 

High 

0  97 

18.9 

197 

-10.5 

913-236-2000 

3 

16.1 

NA 

NA 

BB 

Low 

8 

3 

27 

34 

Gillette  (3) 

Average 

0  97 

17.1 

H  94 

-2.2 

913-236-2000 

3 

16.2 

17.4 

14.7 

BBBD 

Very  high 

1 

8 

24 

30 

Warner-Lambert  (4) 

Average 

0  97 

14.3 

194 

-5.6 

800-927-2874 

8 

16.6 

NA 

NA 

□OB 

Average 

8 

3 

35 

29 

Maxim  Integrated  Products  (3 

High 

0195 

17.1 

197 

-6.7 

800-927-2874 

8 

14.2 

NA 

NA 

BOQ 

High 

6 

8 

20 

32 

British  Petroleum  (ADR)  (3) 

Average 

0  93 

17.9 

0196 

-5.2 

800-927-2874 

1 

10.5 

NA 

NA 

□□□ 

Low 

3 

100 

25 

8 

Orix  (2) 

High 

n?  93 

17.3 

12  97 

-15.0 

800-927-2874 

ft 

NA 

NA 

NA 

7 

5 

19 

22 

Terra  Nova  (Berm)  Hldg.  CI.  A  (3) 

NA 

NA 

800-927-2874 

7 

13.5 

16.5 

15.0 

Average 

4 

1 

27 

49 

National  Health  Investors  (7) 

High 

0  97 

20.3 

197 

-7.0 

800-551-1700 

8 

18.4 

17.6 

15.3 

BBBB 

Low 

4 

0 

22 

41 

Atlantic  Richfield  (3) 

Low 

0  97 

14.4 

194 

-5.0 

800-421-4120 

8 

17.4 

17.1 

14.9 

BBBB 

Low 

14 

0 

30 

34 

Redwood  Trust  (6) 

Low 

0  97 

14.1 

194 

-6.7 

800-2324161 

8 

12.2 

17.8 

14.8 

BOBB 

Average 

6 

6 

35 

42 

WorldCom  (5) 

High 

0  97 

20.8 

197 

-10.0 

800-392-2673 

3 

21.5 

NA 

NA 

BD 

Very  low 

8 

NA 

29 

16 

Cisco  Systems  (6) 

High 

n  97 

22.1 

12  97 

-8.1 

888-462-5386 

6 

15.5 

17.0 

13.8 

BBDB 

Average 

3 

6 

33 

37 

Automatic  Data  Processing  (4)  Average 

0  97 

18.2 

I  97 

-6.8 

800-742-7272 

0 

14.3 

17.2 

14.1 

BDBB 

Low 

9 

NA 

20 

33 

Carlisle  (2) 

Low 

0  97 

14.5 

12  94 

-3.6 

800-225-801 1 

8 

9.1 

14.8 

10.8 

BBQB 

High 

4 

9 

36 

39 

Qualcom  (2) 

Very  high 

0197 

17.0 

197 

-12.1 

800-223-3332 

9 

11.0 

NA 

NA 

□DQ 

Low 

-1 

100 

22 

26 

Loblaw  (2) 

Average 

12  93 

10.1 

IV  97 

-4.8 

800-888-947 1 

1 

12.2 

15.5 

12.2 

BBBD 

Average 

0 

NA 

18 

34 

A.G.  Edwards  (2) 

Low 

0  97 

14.2 

194 

-3.5 

800-888-9471 

6 

12.2 

NA 

NA 

□B 

Average 

16 

3 

24 

24 

Philip  Morris  (14) 

Average 

12  96 

11.4 

0  93 

-6.9 

800-525-8258 

8 

12.5 

NA 

NA 

BB 

Average 

8 

10 

17 

36 

Popular  (1) 

Very  low 

10  97 

13.1 

12  94 

-1.7 

800-4442706 

A 

NA 

NA 

NA 

a 

Very  high 

17 

59 

24 

19 

MCI  Communications  (1) 

NA 

NA 

800-4442706 

3 

10.4 

NA 

NA 

BB 

Very  high 

3 

22 

16 

24 

S&P  500  Index  (Futures)  (15 

Low 

0  95 

11.2 

12  93 

-2.7 

800-444-2706 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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BY  GENE  G.  MARC1AL 

ASPECT'S  SALES 
GET  PLUGGED  IN 

In  December,  Romesh  Wadhwami,  ceo 
I  of  Aspect  Development  (asdv),  got  a 
surprise  call  from  a  customer  in  South 
Korea:  electronics  biggie  Samsung.  De- 
spite the  country's  economic  woes,  Sam- 
sung was  placing  an  order  even  larger 
than  its  last  one — 
A  BOOM  IN  ITS  welcome  news  in- 
VIRTUAL  CATALOG  deed.  (Asia  repre- 
sents nearly  8%  of 
Aspect's  sales.) 

Shares  of  As- 
pect, which  sup- 
plies manufacturers 
with  a  virtual  elec- 
tronic catalog  of  2 
million  component 
parts  from  720  sup- 
pliers worldwide, 
didn't  crash — unlike 
many  other  tech- 
nology stocks  late- 
ly. It  hit  a  52-week 
high  of  53%  on  Jan. 
5,  1998.  Now  at  49,  Aspect  still  looks 
richly  priced,  based  on  its  hefty  price- 
earnings  ratio — 69.5  times  estimated 
1998  earnings.  But  some  pros  think 
the  stock  has  a  ways  to  run. 

Aspect  has  two  products:  a  database 
with  infomiation  on  pails  and  where  to 
get  them  and  software  to  help  manu- 
facturers search  the  database,  which 
also  helps  manage  their  inventories. 

What's  Aspect's  allure?  It  helps  de- 
sign new  products  cheaper  and  faster. 
When  a  company  has  already  stream- 
lined operations  and  cut  the  workforce 
to  a  bone,  it  is  able  to  trim  costs  some 
more  by  using  Aspect's  products  in  ef- 
ficiently managing  the  buying  of  parts 
and  supplies,  says  Andrew  Lanyi  of 
cibc  Oppenheimer. 

Parts  can  account  for  70%  of  the 
overall  cost  of  a  product,  he  notes.  One 
study  shows  that  by  using  Aspect's 
systems,  factories  can  achieve  savings 
of  1%  to  5%  of  revenues.  Such  sav- 
ings in  components  show  up  on  the 
bottom  line,  says  Lanyi,  who  figures 
Aspect  earned  44(2  a  share  in  1997  and 
will  make  690  in  1998  and  $1.04  in 
1999.  He  wouldn't  be  surprised  if  As- 
pect were  to  beat  the  estimates. 

Aspect  is  a  leader  in  a  rapidly  grow- 
ing market.  "We  believe  it  is  well-situ- 
ated to  gain  more  share,"  says  William 


Lanzon,  managing  director  of  Dain 
Bosworth,  a  Minneapolis  investment 
bank.  Aspect  is  in  a  new  industry  that 
is  expected  to  approach  $1  billion  in 
sales  by  2000.  Lanzon  figures  Aspect's 
earnings  will  grow  50%  a  year  for  five 
years.  He  notes  that  35%  of  sales  come 
from  repeat  orders.  And  with  gross 
margins  in  the  mid-80%  range  and  re- 
newal rates  at  90%,  "the  recurring  rev- 
enue stream  gives  our  estimates  more 
predictability,"  says  Lanzon. 

Aspect's  customers  are  a  hit  parade 
of  blue  chips:  ibm,  General  Motors,  and 
Boeing  in  the  U.  S.;  Alcatel,  Thomson- 
CSF,  Ericsson,  and  Philips  in  Europe; 
and  Matsushita,  Toshiba,  Seiko,  and 
Hyundai  in  Asia. 

NOT  THE  LAST  GASP 
FOR  RESPIRONICS 

Shares  of  Respironics  (resp)  have 
been  on  the  skids  since  it  an- 
nounced in  November  it  was  acquir- 
ing Healthdyne.  Often  shares  of  ac- 
quirors drop,  but  sometimes  they 
rise — or  fall  only  modestly.  Respironics 
fell  from  30  to  20  by  Jan.  13.  A  buying 
opportunity?  Elliott  Schlang,  manag- 
ing director  at  the  Cleveland  in- 
vestment firm  Lynch,  Jones  &  Ryan, 
thinks  so. 

The  stock  has  dropped  to  "an  irre- 
sistible bargain" — at  just  16  times  es- 
timated 1998  earnings,  for  a  company 
growing  more  than  20%  a  year,  argues 
Schlang.  The  stock  edged  up  to  22  late- 
ly, and  he  expects  it  to  hit  33  in  six 
months  and  40  in  a  year  "despite  the 
risks  inherent  in  any  sizable  merger." 

Respironics  makes  products  for  ob- 
structive sleep  apnea,  and  Schlang 
thinks  the  acquisition  of  Healthdyne, 
which  makes  medical  devices,  including 
products  to  treat 
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sleeping  disorders, 
will  bump  up  the 
earnings.  Respir- 
onics controls  45% 
of  the  world  mar- 
ket for  sleep  ap- 
nea therapy,  notes 
Schlang,  where 
sales  have  been 
growing  25%  a 
year.  About  5%  of 
American  adults 
and  3%  of  children 
suffer  from  sleep 
apnea. 

Respironics  is 
expected  to  earn 


$1.23  a  share  for  the  year  ending| 
30 — without  Healthdyne.  Next  m 
year,  earnings  should  rise  to  $1.51;  jr, 
eluding  Healthdyne's  contribution-,  e- 
timates  Schlang.  Gross  margins  om 
and  net  returns  of  11%  on  saleiT 
14%  on  equity,  he  notes,  refleel 
strength  of  Respironics  in  its  mal 


BUYOUT  SHOPPER 
BACK  AT  RUDDIG 


EARLIER  RUMI 
DRIED  UP 


Consolidation  has  been  all  the  n 
the  supermarket  business 
Ruddick  (rdk)  seemed  a  likely  I 
It  operates  the  Harris  Teeter  ch 
five  Southeastern  states.  Specul 
in  late  October  about  a  possible  bi 
sent  the  stock  up  from  15  to  more 
20  in  early  December.  But  whei 
whispers  dried  up  with  no  dea 
stock  headed  south,  to  17.  Now, 
big  investors  are  buying  again: 
believe  that,  with 
the  likes  of  Safe- 
way and  Dutch 
food  giant  Ahold 
on  the  prowl, 
Ruddick  soon  will 
be  in  play.  Safe- 
way operates 
1,370  stores  in  the 
U.  S.  and  Canada, 
and  Ahold  owns 
such  chains  as 
Stop  &  Shop,  Bi- 
Lo,  and  Finast. 

An  extra  at- 
traction at  Rud- 
dick: It  has 
another  profitable 
division — American  &  Efird,  w  ; 
makes  industrial  sewing  thread 
Ruddick  watchers  figure  that  H 
Teeter  alone  (with  138  supermar' 
is  worth  20  a  share  and  the  th 
unit  7.  So  at  its  current  price  o 
the  supermarkets  are  selling  at  a  t 
count — and  American  &  Efird 
giveaway.  Ruddick,  expected  to 
earnings  of  85(2  a  share  in  1997,  si 
earn  $1.15  in  1998  and  $1.30  in 
figures  analyst  Ken  Gassman  Jr.  ( 
vestment  firm  Davenport. 

Some  investors  tracking  the  co; 
ny  believe  that  Ruddick  got  an  i 
mal  approach  but  couldn't  agree 
price.  "It  looks  quite  logical  th  " 
should  attract  a  buyer  before  k 
says  one  California  money  man 
who  has  been  accumulating  sh; 
Ruddick  spokeswoman  Katharine 
ny  declined  comment. 


RUODICK 
STOCK  PRII 
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IAT  DOES  PRUDENTIAL 
ALLY  OWE? 

ich  as  $8.5  billion  for  alleged  churning,  some  critics  say 

sciential  getting  off  too  easy? 

ing  on  Jan.  26,  three  judges  in 

Turd  Circuit  Court  in  Philadel- 

U  consider  overturning  a  major 

tion  settlement  with  the  Pru- 

Insurance  Co.  of  America. 

class  action  alleged  that  Pru 

owners  of  10.7  million  of  its  poli- 

le  settlement,  which  was  ap- 

by  a  New  Jersey  U.  S.  district 

idge  in  March,  1997,  could  re- 

ru  to  pay  a  minimum  of  $410 

md  as  much  as  $1.7  billion,  de- 
on  the  amount  of  claims  paid  to 

lders.  Michael  Malakoff,  a  Pitts- 

ittorney  for  21  clients  who  ob- 

o  the  settlement,  is  leading  the 

to  overturn  the  deal.  "The  set- 
is  just  totally  inadequate  and 

>rneys'  fees  are  excessive,"  he 

ferring  to  the  $90  million  paid  to 

s's  law  firm,  Milberg  Weiss  Ber- 
imes &  Lerach.  Melvyn  Weiss, 

laintiffs' 


i 


Pru  says  the 
$1.7  billion 
settlement 

is  fair:  But  many  harmed 
policyholders  may  get  nothing 


l,  denies 

3  are  ex- 

Tbe  court 

tpected  to 
decision 

ths. 

$1.7  bil- 
ls in  corn- 
to  the 

ollars  cus- 

may  have 

-ough  al- 

deceptive 

actices.  Estimates  of  total  harm 
•om  $5.6  billion,  as  calculated  by 
e  of  Florida,  to  $8.5  billion,  ac- 
to  a  former  Prudential  audit  di- 
ohn  Cressman.  Most  comes  from 
lg" — agents  selling  existing  cus- 
new  life  insurance  without  ex- 
it is  financed  by  stripping  the 
om  their  original  policy, 
arse,  it's  not  unusual  for  plaintiffs 
nunbs  in  class-action  settlements, 
ieir  lawyers  can  cut  deals  that 
better  for  themselves  than  for 
ured  parties.  But  J.  Robert 
a  former  Texas  insurance  corn- 
er who  is  now  director  of  insur- 
the  Consumer  Federation,  says: 


CEO  ARTHUR  RYAN  DONS  A  HARD  HAT  FOR  A  DEDICATION 

"The  settlement  is  woefully  inadequate." 

There's  an  outside  chance  Malakoff  s 
appeal  will  succeed,  for  the  class-action 
game  is  getting  harder  to  play.  In  1996, 
the  Supreme  Court  threw  out  an  as- 
bestos class-action  settlement  against 
AmChem  Products  Inc.  on  the  grounds 
that  it  wasn't  fair  to  thousands  of  al- 
leged victims.  But  Weiss  thinks  the  set- 
tlement is  secure.  "I'm  highly  confident 
we  will  succeed,"  he  says. 
STUNNING  RESPONSE.  Prudential,  headed 
by  Chief  Executive  Arthur  F.  Ryan,  dis- 
putes the  higher  estimates  of  economic 
harm.  And  the  company  is  offering  resti- 
tution to  every  policyholder  with  a  legit- 
imate claim,  says  Pin  spokesman  Robert 


DeFillippo.  In  1997,  the  insurer  mailed 
out  lengthy  information  packets  to  all 
customers  who  bought  policies  between 
1982  and  1995,  inviting  them  to  apply 
for  restitution.  It  ran  ads  and  set  up  an 
800  phone  number  to  answer  questions. 
Pru  says  that's  the  most  it  can  do,  since 
it  is  impossible  to  determine  how  many 
have  been  harmed.  "No  one  can  make  an 
accurate  estimate,"  insists  DeFillippo. 
"The  settlement  is  fan-  and  equitable." 
But  there  are  grounds  for  skepticism. 

None  of  the  court  stud- 
ies answered  the  basic 
question  of  how  many 
policyholders  were  actu- 
ally harmed  by  deceptive 
sales  practices.  Studies 
submitted  to  the  court  as- 
\  sumed  that  3%  of  policy- 
holders in  the  class  would 
receive  relief.  As  in  most 
class-action  cases,  the 
people  who  responded  to 
letters  from  Pru  seeking 
restitution  may  represent 
only  a  small  part  of  all 
the  people  who  were 
harmed.  DeFillippo  says 
the  3%  assumption  is 
merely  a  "hypothetical" 
used  only  to  "illustrate  if 
the  settlement  would 
work." 

In  fact,  though,  10%— 
1.1  million  people — have 
responded  so  far.  In  Flori- 
da, the  response  rate  was 
a  stunning  29%.  Of  rough- 
ly 300,000  Pru  policyhold- 
ers there,  some  87,000 
have  applied  for  relief, 
says  Insurance  Commissioner  Bill  Nelson. 

The  explanation  is  not  that  a  larger 
proportion  of  Floridians  were  churned 
than  elsewhere.  Pru  has  far  more  cus- 
tomers in  Pennsylvania,  New  York,  and 
New  Jersey,  and  the  allegedly  decep- 
tive sales  practices  were  fairly  consis- 
tent nationwide,  according  to  a  study 
by  the  Multi-state  Task  Force,  a  group 
of  45  state  regulators  who  hammered 
out  the  settlement.  Rather,  Florida  was 
considerably  more  aggressive  in  help- 
ing its  citizens  get  relief.  It  got  an  extra 
$15  million  from  Pru  to  pay  for  special 
staff  to  help  Floridians  fill  out  Pru's 
confusing,  20-page  claim  forms;  Florida 
insisted  on  an  independent  review  of 
claims,  rather  than  one  by  Pru  employ- 
ees; and  it  advertised  filing  deadlines. 

"I  would  try  to  replicate  what  we've 
done  in  Florida,"  says  Nelson.  "If  you 
leave  it  up  to  Prudential,  people  won't 
get  their  money."  Theoretically,  if  all  50 
states  had  worked  as  hard  as  Florida, 
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the  response  rate — and  restitution — 
could  have  been  triple  the  actual  one. 

But  the  main  issue  is  what  the  actual 
damages  were.  In  December,  1996,  Flori- 
da conducted  a  detailed  study  of  the 
amount  of  churning  in  the  state  based  on 
customer  data  obtained  from  Pru  on 
policies  from  1990  to  1994.  Florida  looked 
at  "disbursements  from  old  policies  in 
the  exact  amount  [to  the  penny]  of  pre- 
miums on  new  policies  issued  to  the 
policyholder."  By  extrapolating  to  the 
14-year  period  covered  by  the  class  ac- 
tion, the  state  estimated  that  Floridi- 
ans  lost  $205  million.  Since  Florida  typ- 
ically comprised  3%  to  4%  of  Pru's 
national  sales,  it  estimated  that  nation- 
wide, the  economic  harm  of  Prudential's 
churning  was  about  $5.6  billion. 
"RIDICULOUS."  However,  an  accountant 
hired  by  Prudential  disputed  Florida's 
calculations,  saying  the  $5.6  billion  esti- 
mate should  only  be  $150  million.  Weiss 
calls  the  Florida  estimate  "ridiculous." 
The  New  Jersey  court  rejected  the 
Florida  numbers  as  well. 

Another  estimate  of  harm  is  derived 
from  calculations  by  Cressman,  now  as- 
sistant chief  financial  officer  at  the  Hous- 
ing &  Urban  Development  Dept.,  using 
data  from  the  1996  state  task  force  study, 
the  most  comprehensive  report  on  Pru's 
deceptive  sales  practices.  Cressman  ap- 
plied the  task  force's  estimates  of  decep- 
tive practices  to  the  actual  amount  of 
premiums  Pru  collected.  That  analysis 
shows  the  insurer  collected  $100  billion  in 
individual  life  insurance  premiums  be- 
tween 1982  and  1995.  Of  this,  $11.7  billion 
represents  premiums  for  just  the  first 
year.  The  analysis  assumes  20%  of  the 
$11.7  billion  in  new  sales  was  made  on 
the  basis  of  churning,  or  $2.3  billion  in 
the  first  year.  But  since  churning  typically 
lasts  about  four  years,  the  assumption 
is  that  Pru  churned  an  additional  $7  bil- 
lion for  the  subsequent  three  years.  Us- 
ing the  data,  an  estimated  10%  of  sales 
was  for  "abbreviated  pay,"  when  an  agent 
tells  a  client  that  premium  payments  will 
end  in  five  years,  then  be  covered  by 
dividends.  Some  5%  was  for  selling  in- 
surance as  an  investment  product. 

This  analysis  concludes  that  policy- 
holders were  victimized  to  the  tune  of 
$17  billion.  To  be  conservative,  chop  this 
in  half,  and  the  cost  is  still  about  $8.5 
billion.  "It's  clear  to  me  that  the  amount 
of  harm  done  to  the  policyholders  is 
substantially  more  than  the  company  is 
expected  to  pay  as  a  result  of  the  recent 
settlement,"  says  Cressman. 

To  be  sure,  the  task  force  says  that 
its  estimates  are  very  rough.  And  Pru- 
dential strongly  disputes  this  calcula- 
tion and  says  it  is  paying  everything 
that  policyholders  are  owed.  Now  it's 
up  to  the  judges. 

By  Leah  Nathans  Spiro  in  New  York 
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CONVERGENCE 


DANCE. 
HE  SAID 

How  TCFs  Malone  played  Gates  off  against  McNealy 

For  the  past  nine  months,  cable 
moguls  and  technology  barons  have 
been  engaged  in  an  intricate  mat- 
ing dance.  Each  has  something  the  oth- 
er needs.  The  cable  guys  have  a  wire 
into  nearly  70  million  American  homes. 
The  computing  gurus  have  the  neces- 
sary technological  knowhow  and  plenty 
of  cash  as  well.  The  trick,  as  the  play- 
ers see  it,  is  to  stake  out  a  position 
that  will  give  each  of  them  the  most 
influence  and  the  best  strategic  position 
in  the  coming  world  of  digital 
convergence. 

For  a  few  precious  hours  on  Jan.  9, 
one  of  those  key  players,  Chairman 
Scott  G.  McNealy  of  Sun  Microsystems 
Inc.,  thought  that  he  had 
outmaneuvered  his 
nemesis,  Chairman 
William  H.  Gates  III  of 
Microsoft  Coip.  McNealy 
and  his  staff  were  cele- 
brating that  morning  in 
a  suite  on  the  28th  floor 
of  the  Las  Vegas  Hilton, 
having  just  put  the  final 
touches  on  a  deal  with 
Tele-Communications 
Inc.  to  provide  Sun's 
Java  software  for  some, 
if  not  all,  of  the  cable 
company's  next  genera- 
tion of  television  set-top 
boxes. 

VISIONARY.  McNealy's 
euphoria  was  fleeting, 
though.  Just  13  hours  af- 
ter he  savored  his  win, 
Microsoft  had  a  TCI  deal  of  its  own  to 
crow  about.  The  cable  giant  agreed  to 
license  a  minimum  of  5  million  copies  of 
Microsoft's  Windows  CE  operating  sys- 
tem for  the  set-top  boxes.  It  was  Mi- 
crosoft's first-ever  sale  of  software  to 
the  cable-TV  business — and  potentially  a 
foot  in  the  door  for  it  to  become  the 
primary  operating-system  purveyor  for 
the  whole  industry.  Although  TCI  is  no 
longer  the  largest  cable  company — that 
mantle  is  now  worn  by  Time  Warner 
Inc. — tci  Chairman  John  C.  Malone 


RINGMASTER 


Microsoft 
and  Sun 
Microsystems 
jockeyed 
hard  to  get 
their  software 
into  the  guts 
of  America's 
cable-TV  hookup 


towers  over  the  cable  business 
guiding  visionary  and  its  chief  de: 
against  the  predations  of  the  conir 
powers.  Given  that,  "being  select! 
tci  gives  us  a  good  starting  ppnt 
Gates  says. 

So  who  really  won?  Microsofp 
Sun  could  probably  debate  that 
tion  until  all  the  lights  go  out  in 
In  the  coming  months,  it  will  b 
clear  who  is  best-positioned  as  a] 
tion  developers  choose  whether  t| 
their  programs  to  Java  or  Windo\j 
But  the  resounding  near-term 
by  all  accounts,  was  cable.  "This 
the  cable  guys  in  position  to  c 
the  shots,"  says  Cynthia  Brumfie 
ble-TV  analyst  at  nj 
researcher  Paul 
Associates.  "Ma 
very  clever,"  she  a 
The  tci  chainr 
not    gloating  0] 
though.  "We're  gr; 
by  Microsoft's  wi 
ness  to  work  with 
software  providers 
is      an  ecume 
process,"  he  says 
But  Malone's  positi 
could  pay  off  hand 
ly  for  all  the  cable 
pins  during  the 
half-decade  or  s 
tens  of  millions  of  i 
ican     homes  be 
wired  for  interaeti 
ble — with  its  prom 
jazzy  new  entertain 
information,  data,  and  shopping 
vices.  "We  have  dreamed  of  doin 
for  years.  Now,  we  have  the  techr 
and  the  economics  to  make  it  ha{ 
Malone  says. 

To  understand  the  full  import 
mid-January  deals,  rewind  to  Af 
1997.  On  that  day,  Malone  and  a 
dozen  other  cable  chieftains  visite 
Microsoft  campus  in  Redmond,  ^ 
and  heard  Microsoft's  offer  to  s 
them  with  an  end-to-end  software 
age  for  the  next  generation  of 
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is.  The  cable  guys  asked  Gates 
lonstrate  his  commitment  to 
y  making  an  investment  in  the 
Revision  industry.  That  led  to 
jft's  $1  billion  investment  in 
Comcast  Corp.  and  to  negotia- 
rough  the  rest  of  the  year  with 
able  companies — before  which 
ft  was  dangling  offers  of  equity 
lents,  equipment  financing,  and 
icentives. 

or  many  in  the  cable  and 


sidering  Microsoft's  supposed  maneu- 
verings,  that  around  this  time  Tele- 
Communications  drew  closer  to  Sun 
Microsystems  and  its  Java  product.  On 
Christmas  Eve,  McNealy  and  lieu- 
tenants flew  to  tci's  Denver  headquar- 
ters and  reached  an  agreement  in  prin- 
ciple to  supply  tci 
with  Java.  They 
even  agreed  on 
a   price — 


er  industries 
rates's  Comcast 
lent  looked  like 
t  step  in  an  effort 
lis  way  into  dominance  of  cable, 
s-wary  Malone  took  the  lead 
imantly  refused  to  be  pulled 
:rosoft's  orbit.  He  and  other  ca- 
cutives  dictated  an  open  stan- 
*  interactive  cable  systems  and 
courted  other  technology  corn- 
asking  them  to  come  up  with 
s  that  would  compete  with  Mi- 
>.  The  gambit  worked,  as  tech 
Sun  and  Oracle  Corp.  leaped 
:  fray. 

WITH  TALK.  Rumors  swirled 
icrosoft  was  on  the  verge  of 
a  $1  billion  investment  in  tci — 
ling  came  of  it.  There  was  even 
trigue:  The  cable  industry  was 
ith  talk  that  Microsoft  nudged 
t  to  make  a  secret  offer  for  20% 
voting  stock  controlled  by  the 
of  founder  Robert  Magness. 
[  came  of  that,  either, 
aps  it  was  no  coincidence,  con- 


which  Gates 
now  derides 
as  just  $1  per 
set-top  box. 
Sun  declines 
to  say  what 
it  got,  but 
McNealy  was  ec- 
static. After  high-fiving  in  the  TCI  ele- 
vator, the  Sun  team  went  to  a  nearby 
McDonald's  drive-through  for  a  lunch  of 
cheeseburgers  and  fries. 

Armed  with  an  attractive  proposal 
from  Sun,  tci  was  in  a  position  to 
squeeze  Gates  for  concessions.  And 
squeeze  Malone  did.  Microsoft 
acknowledges  that  it  gave  up  a  bit  on 
licensing  fees,  although  no  one  will  say 
how  much  Microsoft  will  receive  for 
every  cable  box  that  contains  the  Win- 
dows ce  operating  system. 

But  to  sweeten  the  deal  further,  Mi- 


crosoft agreed  to  provide  tci's  hard- 
ware suppliers  at  nominal  cost  with 
some  key  WebTV  chip  technology.  Gates 
and  Malone  did  the  last-minute  negoti- 
ations directly — Gates  by  airphone 
while  he  was  en  route  to  Houston  on 
Jan.  9.  "When  it  really  comes  down  to 
it,  these  discussions  are  done  with 
John,"  says  Gates.  Right  up  until  the 
end,  Microsoft  attempted — unsuccess- 
fully, it  turns  out — to  convince  Malone 
that  Java  was  an  unnecessary  waste 
of  computing  resources. 
THREAT  ON  THE  HORIZON?  Despite  the 
high-level  negotiating, 
Gates  wasn't  able  to 
nail  down  his  deal  be- 
fore McNealy  an- 
nounced Sun's  coup  at 
his  Jan.  9  keynote 
speech  at  the  Las  Ve- 
gas Consumer  Elec- 
tronics Show.  But 
Gates  pressed  hard 
to  have  his  deal  done 
in  time  for  his  own 
ces  keynote  the  next 
morning.  He  was  in 
a  hurry  to  eclipse 
some  of  Sun  Mi- 
crosystems' glory.  "I 
told  John  I  didn't 
care  about  the 
PR,"  Gates  recalls. 
"I  just  wanted  to 
help  make  the 
vision  a  reality." 
With  the  deals 
done,  Malone 
departed  for  his 
vacation  home 
in  Maine.  But  it 
is  time  off  that  the 
tci  chairman  can  ill  afford. 

That's  because  computer  titans  aren't 
making  cable  television  their  only  bet. 
With  the  ink  barely  dry  on  the  tci 
agreements,  several  leading  computer 
companies  are  expected  to  announce 
at  an  industry  conference  that  begins 
on  Jan.  26  an  alliance  with  five  region- 
al telephone  companies.  They  have 
agreed  on  a  common  technology  stan- 
dard that  will  hasten  the  telcos'  de- 
ployment of  high-speed  data  services 
and  Internet  access  via  existing  phone 
wires.  The  new,  faster  link  to  cyber- 
space could  be  widely  available  by  the 
end  of  the  year.  Suddenly,  the  normal- 
ly sluggish  telephone  companies  are 
looking  like  real  competition  to  cable 
for  speeding  access  to  cyberspace. 
Gates  may  well  spend  the  coming 
months  playing  the  two  industries  off 
against  one  another  as  expertly  as 
Malone  had  done  with  Gates's  indus- 
try. The  dance  is  far  from  over. 

By  Steve  Hamm 
in  Las  Vegas 
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E'OPLE  IN 
EN  T  UCKY 


EED  HORSES 

that  sell  fo  r 

ILLIONS 


»  D  U  C  E  S  O  M  E  MOR  E 

P FORD A  B L E 

RMS  OF  TRANSPORT 


In  Georgetown,  Kentucky, 
people  will  proudly  tell  you  stories  about  their 
legendary  thoroughbred  horses.  Champion 
racers,  with  familiar  names  like  Citation, 
Whirlaway  and  Man  o'  War. 

They  might  also  brag  a 
little  about  some  other  homegrown  success 


Kentucky.   U  S  f*> 


stories.  And  rightfully  so.  Because  the 
400,000  Camrys  and  Avalons  built  every 
year  by  the  people  of  Toyota  Motor 
Manufacturing  in  Georgetown  are  winning 
hearts  around  America  -  and  the  world. 

In  every  place  where 
Toyotas  are  built  -  from  Australia,  to  Thailand, 
to  Kenya  -  the  cars  and  trucks  that  are  pro- 
duced there  reflect  the  pride  of  the  people 
who  build  them.  Because,  not  coincidentally, 
they  are  also  the  people  who  drive  them. 

Here  in  the  U.S.,  Toyotas 
are  being  designed  by  Californians,  tested  in 
Arizona  and  Michigan,  built  in  Kentucky, 
California,  and  soon  in  Indiana  as  well.  In 
fact,  more  than  half  the  Toyotas  sold  in 
America  are  built  by  Americans. 

Toyota  understands  that 
growth  in  the  global  marketplace  only  comes 
when  there  is  a  deep  understanding  and 
respect  of  the  unique  qualities  and  needs  of 
local  operations  and  people.  That's  why, 
around  the  world,  we  invest  in  local  design, 
local  manufacturing,  parts  and  jobs. 

Sure  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  makes  for 
increased  competitiveness  and  growth  in  the 
economies  where  we  do  business. 

It's  a  win/win  situation. 
And  if  there's  one  thing  the  people  of 
Kentucky  know  -  it's  how  to  produce  a  winner. 


TOYOTA  People  Drive  Us 
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CEO  Armstrong  is  moving 
fast  to  cut  costs  and  position 
the  giant  for  the  Digital  Age. 
Will  his  strategy  work? 

It  didn't  take  long  for  C.  Michael  Armstrong  to  demon- 
strate that  old-style  thinking  won't  cut  it  at  at&t  any- 
more. In  mid-November,  President  John  D.  Zeglis  and 
Vice-President  Harry  Bennett  were  explaining  how  at&t 
had  been  trying  to  crack  the  crucial,  $80  billion  local- 
phone  market  by  reselling  service  it  bought  from  the 
Baby  Bells.  But  Armstrong,  who  had  joined  AT&T  less  than 
three  weeks  earlier,  wasn't  buying  it.  AT&T  had  spent  more 
than  $3  billion  on  the  local-market  drive,  yet  its  resulting  rev- 
enues were  a  piddling  $65  million.  "We're  not  a  nonprofit 
organization,"  he  reminded  his  lieutenants — and  promptly 
pulled  the  plug  on  what  had  been  the  centerpiece  of  the 
company's  post-deregulation  strategy. 

Clearly  Armstrong,  the  first  outsider  to  head  AT&T  in  near- 
ly 80  years,  is  bringing  fresh  thinking  to  a  company  that  des- 
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Even  before  the  Baby  Bells' 
entry  into  long  distance,  the 
company  faced  teem  years 
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perately  needs  it.  On  Jan.  26,  the  blunt-spoken,  Harley-riding 
former  ceo  of  Hughes  Electronics  is  scheduled  to  lay  out  his 
fix-it  plan  for  what  ails  AT&T  before  a  gathering  of  Wall 
Street  analysts.  While  much  of  Armstrong's  strategy  re- 
volves around  fine-tuning  at&t's  chief  businesses — from  mak- 
ing its  wireless  operation  more  profitable  to  beefing  up  its  in- 
ternational operations — it  also  calls  for  bold  measures. 

Most  startling  is  a  wrenching  cost-cutting  that  will  leave  no 
piece  of  the  company  untouched.  Armstrong  vows  to  shrink 
at&t's  overhead  from  a  bloated  29%  of  revenues  to  an  indus- 
try average  22%  in  just  two  years — a  $3  billion  to  $3.5  billion 
'•eduction  in  annual  costs  that  analysts  have  said  would  take 
five  years.  "We'll  either  get  there,  or  the  market  will  punish  us 
for  every  month  that  we  don't  get  there,"  says  Armstrong  in 
an  exclusive  business  week  interview.  "I  haven't  seen  a  cost 
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structure  like  this  since  IBM  in  the  days  of  the  mainframe." 

Just  as  gutsy  is  Armstrong's  plan  to  reverse  course  and 
back  out  of  the  costly  local  residential  market — at  least  for 
now.  That  move  flies  in  the  face  of  prevailing  wisdom:  With 

AT&T  losing  share  in 
its  core  long-distance 
market,  most  ob- 
servers expected  the 
company  to  spend  heavily  to  enter  new  tuif.  But  the  high 
price  tag  for  reselling  service  from  the  Baby  Bells  makes  the 
effort  "a  fool's  errand,"  Armstrong  insists.  That  doesn't  mean 
that  he's  about  to  give  up  on  the  market.  Armstrong  says  he 
can't  see  an  economical  path  in  the  immediate  future.  He  does 
plan  to  offer  phone  service  to  local  customers  over  whizzy 
new  digital  cable  and  wireless  networks,  but  those  could  be 
several  years  away.  More  immediately,  Armstrong  is  focusing 
the  company's  guns  on  the  $20  billion  local  business  market. 

WHAT 

ARMSTRONG 

PLANS 


TO  DO 


The  14-hour  days  AT&T  execs  are 
working  of  late  may  have  to  continue  if 
they  hope  to  fulfill  his  agenda 

What's  more,  Armstrong  is  preparing  at&t,  long  thought  to 
be  a  telecom  dinosaur,  for  the  Digital  Age.  He  wants  to 
push  aggressively  into  the  explosive  Internet  and  digital- 
wireless  markets  by  improving  the  company's  Internet-access 
business  and  bundling  the  new  technologies  with  the  compa- 
ny's basic  long-distance  service.  Insiders  also  say  Armstrong 
may  announce  that  at&t  will  take  an  equity  stake  in  Silicon 
Valley  startup  @Home,  which  offers  high-speed  Internet  ac- 
cess over  the  cable  network. 

ENCOURAGING  SIGNS.  For  all  this,  though,  the  key  aspect  of 
Armstrong's  revival  plan  may  rest  on  his  continuing  what  he 
has  already  started — busting  up  AT&T's  bureaucracy  and  plac- 
ing greater  emphasis  on  execution.  He's  streamlining  the 
duties  of  his  top  brass,  tying  75%  of  their  bonuses  to  quan- 
titative goals,  and  stepping  up  pressure  to  better  analyze  mar- 
kets and  make  decisions  fast.  "I  am  demanding,"  he  says.  "If 
we're  going  to  think  through  something,  then  get  on  with  it. 
Don't  study  it  to  death.  We'll  never  know  everything  we 
need  to  know.  But  we  do  know  that  if  we  don't  make  a  deci- 
sion in  a  timely  way,  we're  in  trouble." 

Are  these  steps  enough  to  pull  at&t  out  of  the  danger 
zone?  Investors  will  be  pleased  with  Armstrong's  jihad  to  cut 
costs — and  especially  his  willingness  to  commit  to  a  deadline 
for  accomplishing  the  task.  "I  would  be  surprised — encour- 
aged, but  surprised — if  they  said  they  could  go  to  22%  in  two 
years,"  says  analyst  Stephanie  G.  Comfort  of  Morgan  Stanley, 
Dean  Witter,  Discover  &  Co.  That  should  help  meet  the  sky- 
high  expectations  Armstrong  has  raised:  In  the  three  months 
since  he  was  named  CEO,  the  stock  has  jumped  44%,  to  65. 

But  the  rest  of  Armstrong's  tactics  may  not  get  the  same 


applause.  After  all,  the  new  chief  still  doesn't  have  an 
to  AT&T's  fundamental  problem:  It's  back  to  being 
completely  dependent  on  its  core  long-distance  busin 
as  the  Baby  Bells  are  poised  to  enter  that  marke) 
market  share,  and  cause  margins  to  plummet.  And  he 
only  the  vaguest  of  plans  for  beefing  up  the  compa: 
ternational  presence. 

What's  more,  with  the  exception  of  stepping  up  cost- 
and  pulling  out  of  the  local  market,  Armstrong's  agendi 
dramatically  different  from  that  of  his  predecessor. 
ceo  Robert  E.  Allen  also  pledged  to  cut  costs,  expan 
seas,  and  do  away  with  at&t's  bloated  bureaucracy.  " 
thing  that  I've  heard  has  been  tried  before,"  says  I| 
Adamian,  a  retired  at&t  manager.  Even  Armstrong's 
proach  is  sure  to  raise  a  key  question:  whether  he's  sac] 
future  revenue  growth  for  a  quick  fix  on  the  bottom 

Armstrong  insists  this  time  will  be  different.  To  mi 


LOCAL 


TOTAL  MARKET:  $100  BILLION 


CHALLENGE  Any  entry  into  the 
$80  billion  residential  market  will 
be  slow,  expensive,  and  litigious 
because  the  only  tele- 
phone lines  into  homes 
belong  to  AT&T's  com- 
petitors. Today,  its 
means  of  providing  res- 
idential service  is  by 
reselling  capacity  it 
buys  wholesale  from  the  Baby 
Bells.  But  AT&T  can't  make  a 
buck — it  must  hand  over  80%  of 
the  revenues  to  the  Bells. 
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billion  loc| 
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additional 
customers  |j 
using  the 
works,  AT^ 
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networks  and  develop 
technologies.  Insidersjj 
working  on  a  cable-tej 
with  Tele-CommunicaS 


LONG  DISTANCE  TOTAL  MARKET:  $80 
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CHALLENGE  AT&T's  market 
share  has  fallen  from  62%  to  50% 
in  the  past  five  years  and  will  con 
tinue  to  drop  as  Baby 
Bells  enter  the  busi- 
ness. Some  analysts 
estimate  that  once  the 
Bells  arrive,  they  could 
take  10%  of  the  market  each 
year  for  three  years.  Prices  also 
are  expected  to  fall  20%  because 
of  the  new  competition. 


SOLUTION  Become 
company  in  the  induslf 
layoffs,  cl 
employe! 
ending  e|p 
marketirj 
tions,  su 
ing  checw 
customers.* 
marketing  to  the  bigg^l 
distance  customers  in)fi 
improve  profitability. 


INTERNATIONAL  TOTAL  MARKET:  $400  BILK 


CHALLENGE  AT&T's  foreign 
partners,  such  as  the  Swiss 
national  phone  company 
are  smaller  than 
Sprint's  or  MCI's  part- 
ners. They  also  don't 
give  AT&T  much  control 
over  the  quality  of  the  for 
eign  service.  That  has  made  it 
difficult  for  AT&T  to  satisfy  multi- 
national corporations. 


SOLUTION  Expand  ft 
networks  around  the  r$ 

O through  co 
and  probalf 
sition  or  twji 
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Wireless.  A 
has  not  rekl 
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the  major  foreign  carrB 


ting  work,  he's  putting  a  freeze  on  hiring  for-  new  po- 
ind says  layoffs  are  in  the  offing.  Analysts  estimate 
ne  12,500  people  could  lose  their  jobs — 10%  of  AT&T's 
ce.  What's  more,  say  AT&T  execs,  Armstrong  is  prov- 
e  a  can-do  ceo.  They  marvel,  for  example,  at  how  the 
/  acquired  Teleport  Communications  Group  on  Jan.  8, 
e  weeks  after  Armstrong  arrived.  AT&T  had  been  in 
talks  with  the  competitive  local  phone  provider  for 
years.  "Everything  we  do  takes  about  a  third  the  time 
to  take,"  says  Zeglis,  who  lost  out  to  Armstrong  for 
job  but  is  now  one  of  his  biggest  supporters, 
i's  no  time  to  waste.  For  years,  the  telecom  titan 
n  badly  adrift.  Under  ex-CEO  Allen,  at&t  suffered 
share  losses,  boardroom  blunders,  and  failed  aequisi- 
ne  of  the  biggest  missteps  was  the  1991  purchase  of 
I  maker  NCR  for  $7.4  billion.  After  losing  close  to  $4 
fl'&T  exited  the  business  by  spinning  NCR  off  in  1997. 
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TOTAL  MARKET:  $28  BILLION 


i  Revenue  growth  at 
.  wireless  company 
iv  the  industry 
profits  are 
M  has  not 
lccessfully 
ireless  busi- 
mrchase  from 
n  1994.  Mar- 
eing 

impetitors, 
rint  PCS,  which  is 
)f  10<t  a  minute — up 
,n  AT&T. 


H 
ass 
sss 

AAA 


SOLUTION  Sacrifice  growth 
for  higher-profit  customers. 
Aggressively  move  cus- 
tomers to  its  digital 
service,  which  is  low- 
er-cost and  higher- 
margin.  Charged 
top  executives  with 
integrating  the  wire- 
less business  with 
long  distance  and  oth- 
er services,  so  AT&T  can 
offer  consolidated  billing 
and  customer  service. 


ET 


TOTAL  MARKET:  $6.5  BILLION 
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SOLUTION  Differentiate  service 
with  high-speed  access  so  AT&T 
can  boost  prices,  gain  share,  and 
make  money.  AT&T  is 
negotiating  with 
@Home  so  it  can 
use  cable  net- 
works to  give 
customers  additional  speed. 
@Home  may  manage  the  AT&T 
accounts,  while  AT&T  bundles  Net 
access  with  its  other  services. 
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SOLUTION  Armstrong  plans  to 
cut  overhead  to  22%  of  revenues 
within  two  years-a  target  that 
analysts  figure  would  take 
him  five  years  to  hit.  That 
should  wring  $3  billion  to 
$3.5  billion  out  of  annual 
costs  and  allow  the  company 
to  compete  more  effectively  on 
price  in  long  distance  and  other 
markets. 


The  stock,  one  of  the  most  widely  held  in  the  country,  has 
been  on  a  long  trip  to  nowhere.  During  the  four  years  prior 
to  Armstrong's  appointment,  average  annual  return  was 
5.2%,  vs.  the  22.7%  of  the  Standard  &  Poor's  500-stock  index. 
MUSICAL  CHAIRS.  Meanwhile,  at&t's  executive  suite  has  had 
more  intrigue  than  a  John  Le  Carre  novel.  Allen,  who  had 
been  the  company's  golden  boy  since  becoming  ceo  in  1988, 
turned  reclusive  in  the  face  of  media  and  Wall  Street  criticism. 
His  first  designated  successor,  Alex  J.  Mandl,  grew  impa- 
tient and  left  for  a  tiny  wireless  startup  less  than  a  year  after 
being  named  chief  operating  officer.  Allen  then  tapped  John  R. 
Walter,  ceo  of  R.  R.  Donnelley  &  Sons.  But  Allen  criticized  his 
hand-picked  heir  apparent  to  the  board,  and  last  July,  it  de- 
cided to  deny  Walter  the  ceo  title.  Walter  resigned — with  at&t 
paying  him  $26  million  for  less  than  nine  months'  work. 

That  set  the  stage  for  Armstrong's  arrival.  The  59-year-old 
executive  left  a  30-year  career  at  ibm  after  then-CEO  John  F. 

Akers  made  it  clear  he  wouldn't  rec- 
ommend him  for  the  top  job. 
Armstrong  was  "bitterly  dis- 
appointed," according  to  a 
friend.  He  then  sparked 
a    remarkable  turn- 
around at  Hughes  by 
taking  many  of  the 
steps  he's  planning 
for  at&t — cutting 
costs  30%  across  the 
board,  streamlining 
management,  push- 
ing pay  for  perfor- 
mance, and  plunging 
into    new,  booming 
markets,  including  the 
satellite-TV  business. 
Now,  at&t  gives  Arm- 
strong a  chance  to  prove  him- 
self at  one  of  the  great  names  in 
Corporate  America.  He  clearly  rel- 
ishes the  opportunity.  "The  favorite  part  of  my  week  is  Mon- 
day morning,"  he  says. 

Early  Monday  morning,  that  is.  Armstrong  radiates  a 
sense  of  urgency.  During  a  visit  to  the  Seattle  headquar- 
ters of  at&t  Wireless  Services,  President  Daniel  Hesse  told 
Armstrong  he  wanted  to  do  three  trials  of  a  new  wireless 
technology  that  could  be  used  to  skip  over  the  Baby  Bell  net- 
works. "He  was  so  excited  about  it,  he  just  said,  'Go  do  it,' " 
says  Hesse.  It  was  Armstrong's  second  day  on  the  job.  He 
also  opted  to  sell  off  AT&T's  underperforming  paging  unit  after 
just  two  months  at  the  helm. 

Now,  Armstrong  is  trying  to  get  AT&T  to  match  his  deci- 
sion-making speed.  In  one  telling  case,  he  found  that  three 
committees  were  involved  in  similar  top-level  strategic  deci- 
sions on  everything  from  marketing  to  the  local  strategy — but 
even  he  couldn't  figure  out  which  one  had  the  final  say.  So  he 
pared  them  down  to  one  group  that  will  meet  every  Monday 
to  discuss  the  company's  top  priorities.  In  some  ways,  Arm- 
strong's approach  is  reminiscent  of  Lou  Gerstner's  when  he 
joined  ibm  in  1993.  On  Jan.  23,  for  example,  Armstrong  will 
tell  his  senior  staff  he  wants  to  make  120  top  executives 
responsible  for  relationships  with  at  least  two  large  clients 
each.  "When  we  make  decisions,  it  won't  be  abstract,"  he 
says.  "We'll  have  specific  customers  in  the  back  of  our  minds." 

He's  also  pushing  pay  for  performance.  At  its  December 
meeting,  the  board  approved  a  new  compensation  stracture  in 
which  75%  of  most  employees'  bonuses  will  be  tied  to  quanti- 
tative goals,  including  sales,  profits,  and  costs.  In  the  past,  only 
25%  of  the  bonus  was  hitched  to  such  results.  And  top  execu- 
tives will  have  stock-ownership  targets  so  that  their  interests 
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will  be  aligned  with  those  of  shareholders.  Executive  vice- 
presidents,  for  example,  will  be  expected  to  own  stock  worth 
three-and-a-half  times  their  annual  salaiy.  The  much-criticized 
board  also  is  on  the  hook:  They  set  themselves  a  goal  of  own- 
ing close  to  $500,000 
worth  of  stock  each 
within  five  years. 
Armstrong's  early 
efforts  have  already  eased  one  of  at&t's  most  persistent 
problems  of  late:  morale.  With  a  generous  helping  of  positive 
press  and  a  newly  pumped-up  stock  price,  Armstrong  has  con- 
vinced many  employees  that  the  company  finally  has  a  strong 
hand  at  the  rudder.  "We've  been  adrift  for  too  long,"  says  Lee 
Wheeler,  a  manager  at  the  company's  Mesa  (Ariz.)  facility. 
Still,  others  caution  that  Armstrong  needs  to  take  advantage 
of  the  honeymoon.  "This  euphoria  will  only  last  so  long," 
says  industry  consultant  Jeffrey  Kagan. 

Armstrong  is  guarding  against  that.  Over  the  past  three 
months,  the  new  ceo  has  been  trying  to  build  support  with- 
in the  company's  senior  ranks.  While  Allen's  style  was  likened 
to  a  judge  presiding  over  a  courtroom, 
Armstrong  is  said  to  be  more  like  a 
coach.  He  asks  questions,  suggests  alter- 
natives, and  then  tries  to  reach  a  con- 
sensus. "The  process  is  designed  to  allow 
the  team  to  rally  behind  an  idea,"  says 
Gail  J.  McGovern,  executive  vice-presi- 
dent for-  consumer  markets.  He  has  be- 
come particularly  close  to  Zeglis,  the  for- 
mer general  counsel  much  valued  by  the 
board  for  his  regulatory  expertise.  Arm- 
strong converted  Allen's  old  conference 
room  into  an  office  for  Zeglis  so  the  two 
could  work  next  door  to  each  other. 
SUIT  optional.  Armstrong  also  has 
stripped  at&t's  executive  suite  of  much  of 
the  formality  it  had  under  the  reserved 
and  aloof  Allen.  The  new  chief  often 
wears  slacks  and  sweaters  to  the  office. 
And  he's  known  for  his  humor.  When  CFO 
Somers  told  him  he  was  going  to  New 
York  for  a  few  days,  Armstrong  leaned 
over  to  Zeglis  and,  according  to  Somers, 
said:  "Dan's  going  to  New  York  for  the 
rest  of  the  week — now  we  can  spend 
money."  He  also  encourages  execs  to  stop 
by  his  office  whenever  they  want  to  chat 
instead  of  scheduling  meetings,  as  Allen 
preferred.  "People  don't  book  [an  ap- 
pointment] three  days  in  advance,"  says  Zeglis.  "You  just  stick 
your  head  in  and  say,  'Hey,  Mike.' " 

Other  changes  are  coming  to  the  executive  suite  as  well. 
Armstrong  is  planning  to  streamline  the  duties  of  his  top  lieu- 
tenants to  improve  accountability.  That  will  include  the  hiring 
of  a  chief  marketing  officer,  who  will  have  companywide  re- 
sponsibility for  promoting  the  at&t  brand.  Today,  that's  handled 
by  the  head  of  each  operating  unit,  with  the  biggest  chunk  in 
the  hands  of  consumer-markets  chief  McGovem.  Armstrong 
also  says  cfo  Somers  will  give  up  international  responsibility. 
Mark  Baker  was  recently  promoted  to  executive  vice-president 
for  international  operations  to  give  that  market  more  attention. 

Even  with  such  streamlining  of  duties,  Armstrong's  em- 
ployees are  working  harder  than  they  have  in  years.  No  de- 
tail appeal's  to  be  too  small  for  his  scrutiny.  In  mid-December, 
when  long-distance  execs  were  discussing  a  plan  to  send 
free  calling  cards  to  U.  S.  troops  in  Bosnia,  they  originally  fig- 
ured that  10  free  minutes  to  be  used  by  the  end  of  the  year 
would  be  a  nice  gesture.  Armstrong's  reaction?  "Well,  that 
seems  kind  of  cheap,"  according  to  one  executive  at  the 


meeting.  The  cards  were  upped  to  60  free  minutes,  to  ml 
anytime.  "I'd  like  to  say  that  he  sets  goals  and  leap 
alone,  but  he  doesn't,"  says  Jack  Kuehler,  a  retired  m» 
ecutive  who  worked  with  Armstrong  at  Big  Blue.  "1 
goals  and  checks  back  frequently  to  make  sure  you'rB 
ing  them." 

at&t's  ranks  are  finding  that  out  the  hard  way.  In  1- 
meetings  that  the  new  ceo  calls  "deep  dives,"  his  gi  n 
relentless.  "He  can  home  in  on  the  critical  issue  like  hi 
seeking  missile,"  says  Frank  Ianna,  general  manager  c  m 
network.  Indeed,  when  at&t's  Wheeler  was  boasti  i 
his  customer-service  phone  center  won  back  custom*  i 
had  defected  to  other  earners,  Armstrong  asked  an  m 
question:  How  long  did  these  customers  stay?  Wheele  d.i 
know  and  tried  to  continue.  "I  got  about  four  or  fiv<  h 
out,  and  he  held  his  hand  up,"  says  Wheeler.  Arr  p? 
stopped  the  meeting  until  he  got  the  answer.  Execs  v 
alize  that  a  90-minute  meeting  scheduled  by  Armstr  r 
wind  up  lasting  six  hours.  The  result:  Work  daj  h 
stretched  from  10  hours  to  14. 


1 1  Everything  we  do  takes  about  a  thii 
the  time  it  used  to  take  J  J 


—  JOHN  I).  ZEGLIS,  President 

Bu  then,  at&t  execs  have  a  boatload  of  work  to  do 
asset  sales  and  spin-offs,  the  long-distance  business  : 
counts  for  a  huge  90%  of  the  company's  revenue; 
would  be  fine  except  that  prices  are  sliding  and  i 
bleeding  market  share — down  to  50%,  from  67%  in  1 

That's  certain  to  fall  more.  A  recent  Wichita  Fall: 
court  decision  could  allow  the  Bells  into  the  long-clistan( 
ness  in  a  matter  of  months.  Although  the  decision  i 
held  up  in  appeals,  the  Bells  will  enter  within  the  ne 
years.  Those  rivals  vow  to  break  up  what  has  been  a  c 
crative  relationship  among  the  Big  Three  long-distanc 
ers.  "[The  Bells']  entry  into  long  distance  is  clearly  a 
gic  problem  for  them,  because  at&t,  MCI,  and  Sprin 
been  an  industry  cartel  that  has  moved  prices  in  loc 
says  James  G.  Cullen,  president  and  CEO  of  Bell  A 
Corp.'s  Telecom  Group. 

Those  are  more  than  fighting  words.  Once  the  Be 
into  long  distance,  they  could  swipe  as  much  as  10% 
U.  S.  market  each  year  for  the  next  three  years,  analy 
timate.  That  could  mean  revenue  losses  of  $1  billion  ai 
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LIES  THE  HEART  OF  A  PRUDENT  ENGINEER. 


:loser  to  the  spider's  web,  and  you'll  witness  and  Mark  Lashier,  Ph.D.,  EE.  Both  were  recently 

genious  technical  triumph.  Pound  for  named  "Young  Engineer  of  the  Year"  by  the 

i,  not  even  steel  can  match  the  strength  of  National  Society  of  Professional  Engineers. 

l  At  Phillips,  we  appreciate  bold  engineering,  And  both  make  brilliant  examples  of  what  it 

h  explains  why  we  attract  the  brightest  means  to  be  The  Performance  Company. 

;  talent,  including  Lori  Hasselbring,  Ph.D.,  EE.,  PHILLIPS  PETROLEUM  COMPANY 
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in  at&t's  core  business.  Margins  also  are  headed  for  a  fall. 
U  S  West  says  that  if  the  Bells  get  into  AT&T's  home  court, 
average  prices  would  decline  15%  to  25%  within  a  year.  "All 
hell  is  going  to  break  loose,"  says  Brian  Adamik,  vice- 
president  at  market 
researcher  Yankee 
Group  Inc. 

Armstrong  may 
have  unintentionally  sped  up  that  process.  Buying  Teleport 
will  make  it  easier  for  the  Bells  to  argue  that  at&t  is  already 
in  the  local  business — so  under  the  Telecommunications  Act  of 
1996,  they  should  be  allowed  into  long  distance.  That  would 
give  AT&T  full-blown  competition  in  its  core  business,  while  it 
only  is  pushing  into  the  local  business  market — some  20%  of 
the  local  market.  And  that  could  be  optimistic.  With  Teleport's 
base  of  less  than  $500  million  in  1997  revenues,  it  will  take 
years  before  it  has  much  impact  on  the  company's  overall  rev- 
enues— an  estimated  $51.6  billion  in  1997.  "I  think  that  may 
be  a  strategic  blunder,"  says  analyst  Blake  Bath  of  Lehman 
Brothers  Inc. 

At  the  same  time,  at&t  is  facing  scrap- 
py new  competitors  who  are  providing 
cut-rate  long-distance  service  using  Inter- 
net technology.  So  Armstrong  will  have  to 
scramble  for  growth  opportunities.  "The 
challenge  is  to  change  the  airplane's  en- 
gines at  30,000  feet,"  says  H.  Brian 
Thompson,  chief  executive  officer  of  long- 
distance competitor  lci  International  Inc. 
GLOBAL  SEARCH.  To  swing  that  maneu- 
ver, Armstrong  will  try  to  expand  in  in- 
ternational markets — a  $400  billion  prize. 
The  new  chief  executive,  who  spent  three 
years  in  Paris  when  he  was  working  for 
IBM,  point  outs  that  some  of  at&t's  cur- 
rent partnerships  are  failures — just  last 
year,  Spain's  Telefonica  left  the  at&t  fold 
to  join  British  Telecommunications.  The 
patchwork  that  remains  is  producing  poor 
service  for  corporate  customers.  "What 
[customers]  don't  appreciate  is  compro- 
mise," he  says. 

Instead,  he  thinks  at&t  needs  to  own 
its  networks  overseas — and  that  means 
building  some  facilities  and  probably  mak- 
ing an  acquisition  or  two.  Britain's  Cable 
&  Wireless  PLC  is  a  logical  candidate — 
and  a  company  with  which  Allen  dis- 
cussed a  merger.  Armstrong  says  he 
hasn't  talked  to  Cable  &  Wireless  and 
that  he  needs  time  to  study  all  the  in- 
ternational earners.  Given  that  most  of 
the  big  foreign  players  are  former  monopolies  with  partial 
government  ownership,  an  acquisition  won't  be  easy  to  pull 
off.  In  the  meantime,  even  BellSouth  and  sbc  Communications 
have  scored  big  with  deals  in  Brazil  and  South  Africa. 

The  wireless  operation  also  is  a  work  in  progress.  Arm- 
strong wants  better  performance  out  of  the  business,  now 
No.  1  in  terms  of  subscribers  in  the  U.  S. — but  not  the  most 
profitable.  Armstrong  thinks  many  wireless  companies  are  un- 
wisely chasing  customers  with  low  monthly  bills,  high 
turnover,  and  risky  credit.  So  he  and  Hesse  have  sketched  out 
a  more  conservative  strategy  of  sacrificing  growth  in  ex- 
change for  profits.  Hesse  won't  have  to  match  industry 
growth  rates  for  revenues,  now  averaging  about  20%  annually. 
But  he  will  have  to  push  up  operating  profits,  now  10%  of 
revenues,  into  the  top  quartile  of  similar  companies,  about 
15%.  He's  got  a  good  chance  of  making  it  if  he  can  keep 
rapidly  converting  AT&T  subscribers  to  the  lower-cost,  higher- 


margin  digital  service,  at&t  has  already  converted  2.11 
of  its  8  million  customers. 

But  the  real  value  in  owning  the  nation's  largest 
operation  lies  in  combining  it  with  the  rest  of  the  cor 
allow  at&t  to  offer  bundled  service  that  no  compet^ 
match,  at&t  has  tried — and  failed — to  integrate  the 
based  wireless  unit  ever  since  its  purchase  from  Craig  I 
in  1994.  "They  might  have  worked  extra  hard  to  assuj 
independence  and  self-sufficiency,"  concedes  Armstrcl 
has  charged  McGovern  and  Hesse  with  figuring  out  vJ 
them  to  work  together.  One  plus:  Hesse,  who  took  the  f 
the  wireless  unit  last  year,  is  the  first  at&t  execi 
head  the  group. 

Armstrong  wants  a  similar  overhaul  of  at&t's  Ij 
operations.  Its  WorldNet  Internet  service  was  launl 
1995,  and  it  has  since  grown  to  1.1  million  subscribe 
WorldNet's  growth  is  slowing  in  the  $6.5  billion  Intel] 
cess  market  that  is  jammed  with  giants  and  scrappy 
alike,  from  Microsoft  and  America  Online  to  Netcd 
EarthLink.  Worse,  Armstrong  admits  he's  not  sure! 


1 1  AT&T,  MCI,  and  Sprint  have 
been  an  industry  cartel  that  has  move 
prices  in  lockstep  J  J 

—  JAMES  G.  CULLEN,  CEO,  Bell  Atlantic's  Telecom 


company  can  make  money  in  that  market  by  selling 
month  access. 

The  rescue  plan?  If  at&t  takes  an  equity  stake  in  @ 
that  would  make  it  possible  for  the  telecom  giant 
high-speed  service  at  a  premium  price — and  a  profit.  (£ 
could  also  manage  the  at&t  accounts  so  that  the 
would  bear  the  costs  of  providing  the  service  whil< 
could  bundle  Net  access  with  its  other  offerings 
making  money  today,"  says  Armstrong.  "If  you  can 
money,  why  are  you  doing  it?" 

And  making  money  is  Armstrong's  No.  1  priority.  H<  f 
to  lop  off  expenses  through  big  and  small  measures,  fro  ' 
offs  to  halving  the  $80  million  the  company  spends  eac 
on  consultants.  He  has  even  stopped  executives  from  usi 
company's  chauffeured  limos  to  get  from  home  to  the  ^ 
"Now,  I  can  ride  my  Harley  to  work  in  the  summer," 
strong  says.  Jokes  aside,  the  results  could  be  profound  6 
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THE  NO  RE-LEARNING  KEYBOARD. 

7e  spent  millions  developing  it 
And  now, 

NOBODY  EVER  LOOKS  AT  IT. 

QWERTY.  It  looks  strange.  It  sounds  silly.  But  to  your  hands, 
it's  a  keyboard  layout  they've  known  all  their  lives.  Is  this  a  big 
deal?  Well,  for  years,  notebook  companies  have  rearranged 
the  layout  of  their  keyboards  to  save  space  for  other  features. 
The  result?  Seasoned  professionals  reduced  to  tears  as  they 
hunt  and  peck  their  way  through  a  single  paragraph. 

The  LifeBook™  Family  of  notebooks  was  designed  to 
make  hands  feel  welcome.  We  put  our  keys  where  your 
hands  could  find  them.  And  then  added  spaces  between  the 
function  and  arrow  keys,  so  fingers  of  all  sizes  would  be 
happy.  We  insisted  on  a  full-size  keyboard,  with  19mm 
spacing  and  a  full  3mm  travel.  Next,  we  included  full-size, 
dedicated  Home,  Page  Up,  Page  Down  and  End  keys  for 
typing  ease.  And  because  even  the  hardest-working  hands 
need  a  break  now  and  then,  we  added  a  palm  rest. 

It's  a  keyboard  your  hands  can  roam  over  with  ease  and 
familiarity.  You  see,  at  Fujitsu,  we  look  at  keyboards  long  and 
hard.  So  you  don't  have  to. 

Built   for  Humans. 
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FOR  MORE  INFO,  CALL  I-888-4-0N-THE-G0,  ext.  GAOI, 

visit  www.fujitsu-pc.com  or  get  a  QuikFacts  fax  @  1-800-936-5209. 
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"Are  my  mutual  funds  performing  in  a  way  that 
distinguishes  them  from  other  funds  in  their  categories?" 

That's  a  question  many  investors  are  asking 
themselves.  After  all,  there's  no  belter  way  to 
position  yourself  for  the  months  and  years  ahead  than 
by  reviewing  the  composition  of  your  mutual  fund 
portfolio  today. 

But  how  do  you  do  it?  One  sure  way  is  to  take 
advantage  ol  the  tools  and  support  Charles  Schwab  offers  to 
help  you  do  the  job.  And  through  our  Mutual  Fund  OneSource1" 
service,  more  than  800  no-load  funds  are  available  to  you 
ll  and  when  you're  ready  to  make  portfolio  changes. 

Performance  is  only  part 
of  the  picture. 


Most  investors  assume  a  fund's  performance  is  the  best  way 
to  gauge  its  value  But  performance  alone  doesn't  tell  the  whole  story. 

There  are  other  things  you  need  to  know  —  like  how  much  it 
costs  you  to  invest  in  it.  A  fund  with  lower  management  fees  will 
produce  a  better  return  than  one  whose  performance  is  identical 
but  whose  fees  are  higher. 

You  may  also  want  to  know  how  changes  in  a  fund's  holdings 
allect  its  investors  For  example,  turnover  can  dramatically 
influence  the  amount  ol  capital  gains  taxes  you  have  to  pay, 
and  that  in  turn  can  lower  the  fund's  net  return.  Charles  Schwab 


OneSource 


I   O  N  L  I  N  eT 

Mutual  Fund  OneSource  Online 
kes  rf  quick  and  eas)  to  si  reen  for 
funds  thai  meet  your  criteria 


offers  investors  a  variety  of  helpful  ways 
relative  value  of  specific  funds. 

Mutual  Fund  OneSc 
Online  lets  you  m. 
side-by-side  comparisl 


Our  Web  site,  www.schwab.com,  has  been  fret 
cited  as  one  of  the  best  and  most  advanced  in  th 
services  industry.  You'll  understand  why  when  you 
access  Mutual  Fund  OneSource  Online,  a  state-of-th 
to  quickly  sort  through  more  than  1,400  funds 

OneSource  Online  allows  you  to  conduct  side-by-sid 
of  mutual  funds  by  giving  you  access  to  independent,  thi 
Look  lor  kinds  in  the  same  category  as  those  of  yours.  E\fl 
perfomiance  may  be  similar,  you  may  discover  that  otherB 
lower  fees  and  expenses  and  additional  reasons  to  conj 

Our  Mutual  Fund  Repoi 
Card"  service  gives  you 
comprehensive  overview 

Through  our  new  Mutual  Fund  Report  Card  servl 
provides  a  way  to  evaluate  virtually  any  mutual  fundid 


Prospectuses  containing  more  complete  information  including  management  tees,  charges  and  expenses  are  available  from  Schwab.  Please  read  the  prospectuses  ri 
investing.  Past  performance  is  no  indication  of  future  results.  The  principal  value  and  investment  returns  will  fluctuate  with  changes  in  market  conditions  so  thatH 
shares  when  redeemed  may  be  worth  more  or  less  than  their  original  cost.  ©1998  Charles  Schwab  &  Co..  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  f 0298-3(1 
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ir  branches  and  meet  with  «  Schwab  representative.  You'll  come  away 
sset  allocation  phot  designed  lo  support  voui  financial  objectives. 

concise,  one-page  "snapshot"  thai  includes  such 
ion  as  the  funds  Mormngstar  rating,  performance 
:gory,  expenses  and  long-term  growth  record. 
o  a  step  further  and,  where  appropnate,  provide  a  list 
inds  in  the  same  category  you  may  wish  to  consider 
I,  we  offer  our  popular  Mutual  Fund  Select  List'1'  A 
ce  source,  the  Select  List  is  a  quarterly  summary  of 
gh-performing  funds  available  through  Schwab. 

)raw  on  the  advice  of 
trained  professionals. 

mistered  representatives  in  our  more  than  270  branches 
e  available  to  help  you  develop  an  asset  allocation 
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plan  designed  to  support  your  financial  objectives.  And  U  you  want 
to  get  access  to  research  reports  or  need  help  with  transactions, 
Schwab  representatives  are  available  by  telephone  24  hours  a  day. 

There's  never  been  a  better  time  to 
evaluate  your  portfolio. 

As  you  can  tell,  few  if  any  other 
companies  give  you  more  ways  to 
objectively  evaluate  your  mutual 
funds  than  Charles  Schwab. 

Why  not  take  us  up  on  our  offer 
to  provide  three  free  Mutual  Fund 
Report  Cards  for  the  funds  of  your 
choice?  You'll  begin  to  get  a  sense 

of  how  much  Schwab  can  do  to  keep  you  well  informed  about 
investing.  In  our  opinion,  that  extra  effort  is  what  it  takes  to  succeed. 


Call  today  for 
your  free  mutual 
Fund  Report  Cards. 

You'll  receive  concise,  comprehensive 
evaluations  ol  up  to  three  funds  you 
choose.  There  are  no  obligations. 

1-800-5-NO-LOAD 


Si  hwab's  Mutual  Fund  Select  List  is 
a  quarterly  listing  oj  high-performing 
muliui!  funds  available  through  Silnvub. 


Charles  Schwab 


lower  costs,  at&t  could  afford  to  drop  its  long-distance  rates 
and  stem  its  market-share  slide. 

He  does  see  one  new  opportunity  to  generate  cash:  corpo- 
rate outsourcing  of 
communications.  Arm- 
strong thinks  phone 
systems  are  becoming 
increasingly  complex  and  important  to  corporations,  just  as 
computers  did  20  years  ago.  When  they  look  for  outside 
help,  he  wants  them  to  turn  to  at&t.  "If  there's  one  thing 
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at&t  knows  how  to  do,  it's  manage  communications,"  h 
Landing  customers  won't  be  easy,  though.  Rivals  m 
WorldCom,  in  particular,  already  offer  similar  service 

Armstrong  has  plenty  of  time  to  find  a  solution.  H 
persistent  rumors  that  he  has  only  a  three-year  contr 
false.  "It's  a  six-year  contract,  and  I'll  retire  at  65,"  h< 
"Can  you  imagine  trying  to  turn  at&t  around  in  three 
Maybe  not.  But  for  three  months,  he's  off  to  a  good  si 

By  Peter  Elstrom  in  Short  Hills,  N.  J.,  with  Ka 
Kerwin  in  Detroit  and  bureau  reports 


A  CHAT  WITH  C.  MICHAEL  ARMSTRONG 


Just  days  before  C.  Michael  Arm- 
strong was  scheduled  to  lay  out 
his  grand  vision  for  fixing  at&t 
on  Jan.  26,  he  spent  two  hoars  talk- 
ing with  business  week  telecommu- 
nications editor  Peter  Elstrom  over 
sea  bass  and  salad.  The  following 
are  excerpts  from,  that  conversation: 

On  satisfying  expectations: 

There  are  very  high  ex- 
pectations. I  think  that 
kind  of  motivated  the 
team,  at&t,  including  the 
executive  team,  has  really 
been  kicked  the  last  year 
or  two.  Now,  people  are 
starting  to  have  some  con- 
fidence in  them.  We  need 
to  rise  to  the  occasion. 
There's  nobody  that  wants 
to  let  the  investor  down — 
or  give  the  money  back. 

On  costs  at  AT&T: 

I  have  not  seen  a  cost 
structure  like  this  since 
IBM  in  the  days  of  the 
mainframe.  It  has  to 
change.  We  don't  have  a 
strategy  if  we  don't  have 
a  cost-competitive  compa- 
ny. It's  just  the  underpin- 
ning of  everything  we  go 
out  to  do.  That  will  be  addressed 


lost  $1.50  to  $2  a  month  minimum. 
And  there  was  no  way  out  of  that  on 
scale.  We  concluded  it  won't  work  for 
us,  won't  work  for  the  market,  won't 
work  for  the  industry,  won't  work  for 
the  country. 

On  the  possibility  of  offering  local 
phone  service  over  cable  instead: 

I  think  the  cable  industry  is  a  very 


HI  have  not  seen  a  cost 
structure  like  this  since  IBM  in 
the  days  of  the  mainframe  J  J 


Bringing  a  sense  of  urgency  to  AT&T: 

One  of  the  real  fundamentals  we're 
working  on  is  getting  our  cycle  time 
down  and  improving  our  decisive- 
ness. We've  changed  from  three  fo- 
rums for  decision-making  to  one.  And 
we've  changed  from  meeting  monthly 
to  meeting  weekly.  We're  focused  on 
time  to  mai'ket  and  accountability. 

Why  AT&T  pulled  the  plug  on  re- 
selling local  phone  service  from  the 
Baby  Bells: 

I've  called  it  a  fool's  errand.  It's  just 
not  economically  viable.  For  every 
customer  we  were  able  to  secure,  we 


interesting  opportunity.  But  it's  long 
term.  When  you  look  at  all  the  re- 
ports of  the  deployment  of  the  digital 
set-top  box  over  time,  it'll  be  three 
or  four  years. 

Why  the  residential  customer  is  not 
going  to  hear  from  AT&T  for  a  while: 

The  fact  is,  there's  only  one  wire.  If 
the  Baby  Bells  are  not  encouraged, 
motivated,  or  forced  to  define  an  eco- 
nomical means  to  resell  that  wire, 
there  will  be  no  competition. 

On  whether  AT&T  will  lose  market 
share  when  the  Bells  enter  long 
distance: 

Sure,  we'll  lose  some  market  share  in 


long  distance,  and  they'll  lose  som 
market  share  in  local.  It's  inevitab 
We'll  all  work  like  hell  to  make  it 
growth  business.  And  both  marke 
will  be  more  competitive  than  the 
were  before. 

Why  the  Internet  and  WorldNet, 
AT&T's  Net-access  service,  are  key 

It's  not  only  WorldNet  per  se,  but 
it's  Internet  services.  I 
think  there  will  contini 
to  be  a  growing  numbe 
of  Internet  services.  Sc 
company  like  AT&T  has 
multiple  interests.  Froi 
an  infrastructure  stand 
point,  that  is  a  good  ap 
cation  of  bits  to  go  ove 
our  network.  So  as  a 
provider  of  facilities, 
we're  interested  in  the 
Internet. 

Second,  as  our  core 
business — telephony — r 
lates  to  other  business* 
such  as  wireless,  local, 
Internet,  I  believe  that 
customers  will  increasitl 
ly  see  that  they  can 
source  those  from  a  sine 
company.  Not  only  for  I? 
simplicity  of  putting  it 
a  single  bill  but  for  east' 
of  use.  Whether  we  do  that  simply 
with  WorldNet  or  we  find  a  way  til 
do  that  in  a  broader  way  is  the  del 
bate  we're  having  today. 

His  goal  for  the  Jan.  26  analysts' 
meeting: 

I  think  it's  important  that  we  convl 
municate  how  customer-driven  and 
customer-focused  we're  going  to  b(^ 
that  that's  not  just  a  throwaway  lip 
We  mean  it.  I  think  it's  important  1 
that  when  [analysts]  see  an  execu- 
tive team,  when  we  make  a  comml 
ment,  they  can  count  on  us.  I'm  noli 
so  sure  we  have  a  history,  but  we') 
going  to  have  a  future  of  having  a 
commitment  culture.  i; 
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Early  last  year,  things  were  look-' 
ing  bleak  for  Navistar  Interna- 
tional Corp.  After  decades  of  crip- 
pling labor  problems  and 
manufacturing  snafus,  the  $6.4  billion 
Chicago  truck  and  engine  maker  had 
suffered  another  steep  earnings  slide  in 
fiscal  1996.  Then,  in  a  showdown  with 
United  Auto  Workers  members  over 
costs,  ceo  John  R.  Horne  had  been 
forced  to  scrap  the  company's  latest 
truck  introduction.  By  April,  disheart- 
ened investors  let  the  stock  drop  to  $9  a 
share,  just  50(2  above  its  low. 

That's  when  Home  called  his  30  top 
executives  into  his  office  to  make  a  per- 
sonal plea.  Looking  for  a  show  of  faith 
in  the  company,  he  implored  all  of  them 
to  spend  their  own  money  to  buy  as 
many  shares  of  Navistar  stock  as  they 
could.  Home  knew  it  was  a  lot  to  ask. 
Between  1986  to  1996,  the  company — 
once  known  as  International  Har- 
vester— had  tallied  the  worst  total  re- 
turn to  shareholders  of  all  publicly 
traded  U.  S.  companies.  But  he  was  con- 
vinced that  if  his  managers  bought,  Wall 
Street  would  see  that  as  a  sign  that 
Navistar's  fortunes  were  turning. 

Management's  reply  was  a  unanimous 
no.  Many  felt  that  Navistar's  shares 
might  drop  as  low  as  6,  and  all  30 
backed  away.  So  Horne  bit  the  bullet 
alone,  buying  as  much  as  he  could  for 
cash  and  also  turning  his  401(k)  account 
entirely  into  Navistar  stock.  "I  couldn't 
force  them  because  it  was  their  money," 
he  says.  "I  laugh  at  them  some  now." 

All  the  way  to  the  bank,  he  might 
add.  By  the  end  of  1997,  Navistar's 
stock  hit  25,  a  blazing  172%  return  to 
shareholders.  In  part,  the  turnaround 
came  thanks  to  a  strong  economy  and  a 
fortuitously  timed  boom  market  for 
trucks.  But  Home,  59,  is  also  reaping 
the  rewards  of  his  fight  with  the  uaw 
over  labor  costs  and  a  four-year-long 
restructuring  that  is  finally  taking  hold. 
Indeed,  although  analysts  expect  the 
overall  market  for  heavy-duty  tractors 
and  midsize  trucks — Navistar's  bread 
and  butter — to  cool  by  fall,  many  be- 
lieve the  revived  company  could  end  up 
stealing  share  from  rivals. 
DOG  DAYS.  "Home  has  done  a  magnifi- 
cent job,"  says  David  Pedowitz,  director 
of  research  at  New  York's  David  J. 
Greene  &  Co.  brokerage  firm,  the 
largest  outside  investor  with  a  5%  stake. 
"For  the  first  time  since  the  breakup 
of  International  Harvester,  they're  in  a 
position  to  be  a  world-class  competitor." 

Certainly,  Home — a  31-year  company 
veteran  who  stepped  up  as  president 
in  1991  and  as  ceo  in  1995 — has  brought 
Navistar  a  long  way  from  its  dog  days 
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FASTER  THAN  A  SPEEDING  CIVILIZATI 

You  don't  have  to  blaze  through  the  forest,  hug  trees  and  Introducing  the  completely  reinvented  1998  Rocl 
grow  a  beard  to  escape  the  cruel  grip  of  civilization.        from  all  things  urban.  Its  new  205  horsepower 


The  Corporation 


in  the  late  1980s.  A  uaw  strike  against 
International  Harvester  in  1979,  along 
with  the  recession,  nearly  bankrupted 
the  company,  which  spent  most  of  the 
decade  shrinking  just  to  survive. 

But  under  Home,  Navistar  began  a 
wide-ranging  overhaul  of  its  remain- 
ing truck  and  engine  manufacturing 
lines.  He  started  by  drastically  slicing 
the  number  of  products  Navistar  made. 
Assembly  was  rationalized  too.  While 
Navistar  plants  used  to  build  multiple 
trucks  for  several  different  markets,  to- 
day each  one  specializes  in  one  type  of 
truck  with  fewer  models. 

Just  as  important,  Home  got  Navis- 
tar working  on  new  models  again  for 
the  first  time  in  years.  Having  brought 
out  few  new  products  during  Navistar's 
long  slide,  most  of  the  company's  models 
were  aging.  But  to  make  sure  the  new 
products  pay  off,  Home  also  introduced 
tight  financial  discipline:  Today,  new  proj- 
ects only  win  the  nod  if  they  can  earn  a 
17.5%  return  on  equity  and  a  15%  re- 
turn on  assets  through  a  business  cycle. 
EASY  PART.  Navistar's  diesel  engine 
business  was  the  first  to  be  worked 
over.  Home  immediately  cut  the  number 
of  engines  in  production  to  two,  down 
from  70  in  the  mid-'80s,  for  example. 
And  by  1994,  with  Navistar's  balance 
sheet  improving,  he  in- 
troduced a  new  engine. 

Navistar's  offering, 
still  the  cleanest  burn- 
ing model  on  the  mar- 
ket, quickly  attracted 
major  truck  manufac- 
turers such  as  Ford 
Motor  Co.  Ford  puts 
the  engine  in  vans  and 
pickups  and  will  soon 
offer  it  on  its  hot  Ex- 
pedition sport  utility 
vehicle.  Thanks  large- 
ly to  this  model,  Nav- 
istar's share  of  the  diesel  engine  mar- 
ket rose  from  25%  in  1990  to  38% 
today.  That's  one  big  reason  operating 
results  climbed  from  a  $355  million  loss 
in  1993  to  a  $266  million  profit  for  the 
fiscal  year  ended  last  October. 

Still,  that  was  just  the  easy  part. 
Tackling  problems  in  Navistar's  truck 
and  tractor  division  proved  far  tougher. 
Tu  n  years  ago,  for  example,  Home  laid 
out  a  plan  to  introduce  a  new  generation 
of  trucks.  By  simplifying  the  design  of 
components,  Home  hoped  to  bring  out  a 
series  of  truck  and  trailer  models  with  in- 
terchangeable designs  and  standardized 
parts,  thus  cutting  costs  while  reducing 
errors  on  the  assembly  line.  Home's  goal: 
to  reduce  the  19  heavy-duty  and  medium 
truck  designs  in  his  main  Springfield  (III.) 


_ 

 i 

REVVING  UP 

Navistar's  successful  new  dise 
engine,  now  in  pickups,  po 
will  go  into  Ford's  Expdi 


plant  to  one  or  two. 

But  before  he  got  that  far,  Home 
ran  smack  into  the  problem  that  has 
dogged  Navistar  for  more  than  a 
decade:  He  needed  significant  conces- 
sions from  the  uaw,  which  represents 
almost  80%  of  Navistar's  truck  work- 
ers. Horne  demanded  a  wage  freeze 
until  2002  and  the  flexibility  to  consol- 
idate production.  He  took  a  direct  ap- 
proach. "I  showed  them  the  books,"  he 
says.  "They  knew  survival  of  the  plants 
depended  on  the  changes." 

Union  leaders  may  have  known  it, 
but  U.  S.  union  members  weren't  con- 
vinced. They  rejected  the  contract  out- 
right in  August  1996.  Convinced  that 
he  could  never  achieve  his  profitability 
goals  without  the  changes,  Home  can- 
celled the  new  trucks.  He  took  a  $35 
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million  charge  and  made  clear  his  next 
step  would  be  to  look  abroad  for  lower 
labor  costs.  By  August  1997,  the  work- 
ers folded  then-  cards  and  approved  the 
plan.  Home's  tough  stance  has  paid  off. 
He  quickly  revived  plans  for  the  new 
truck.  And  since  the  new  labor  contract 
and  other  manufacturing  changes  went 
into  effect  last  fall,  productivity  at  U.  S. 
plants  has  already  risen  15%. 

Even  as  it  enjoys  its  status  as  most 
improved  player,  however,  Navistar  has 
plenty  of  battles  ahead.  The  company's 
long  decline  has  strengthened  its  compe- 
tition, particularly  Freightliner  Corp.  of 
Portland,  Ore.,  which  is  owned  by  Ger- 
many's Daimler  Benz  and  is  now  No.  1  in 
the  heavy-truck  market,  a  position  Nav- 
istar held  in  1990.  Meanwhile,  No.  2 


paccar  Inc.  of  Bellevuij  V 
has  gained  share  by  givilti 
ers  what  they  want:  bigw  j 
longer  hoods,  and  lots  ojjhil 
Navistar  is  fighting  btt] 
two  new  heavy-duty  trufc  I 
produced  in  Canada,  where  t&  1 
contract  was  ratified  a  year  ag^ 
tar  dealer  Jerome  J.  Wahoff  oft 
City  International  Truck  Inc.  irC 
bus,  Ohio,  says  Navistar's  new  ip 
els  such  as  the  Sky-Rise  Prolt 
will  help  the  company  gainp 
share  in  the  first  half  of  this  yep 
rivals  at  Freightliner  concede 
is  becoming  a  "tougher  compet 
MEXICAN  WAY.  Still,  no  truck 
can  count  on  the  market's  re] 
as  strong  this  year  as  last.  Pa 
cause  of  the  strike  against  Uni 
eel  Service  and  disrupted  rail  s< 
the  wake  of  Union  Pacific's  1| 
merger  with  Southern  Pacific, 
tractor-trailer  rigs  jumped  a 
pected  10%  in  1997. 

With  those  gains  unlikely  to  ( 
Horne  is  looki 
where  for  gro^ 
has  spent  $167 
on  a  new  I 
plant  that  p 
trucks  for  still 
markets  such 
and  Mexico,  foi 
pie.  It  also  lets 
tar,  which  has 
tract  with 
through  2013 
close  to  that  coil 
Latin  America! 
kets.  Navistar 
enjoyed  explosive  growth  in  th 
can  truck  market,  where  it  ex! 
sharply  in  1996  and  has  built  ; 
market  share. 

Home  has  some  time  to  keep| 
ahead.  Until  2002,  Navistar's 
should  be  sheltered  by  the  $2  b 
tax-loss  carryforwards  it  accur 
in  the  1980s.  In  the  meantime, 
continues  to  spread  his  penny-p 
gospel.  Indeed,  though  he's  a  b 
ketball  fan,  he  won't  buy  courtsic 
to  see  his  favorite  competitor,  ( 
Bulls'  Michael  Jordan,  hit  the 
When  Home  does  make  it  to 
game,  it's  as  a  guest.  He  has 
things  to  do  with  the  fortune  he'jj 
in  Navistar  stock.  Like  reinvest 
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erican  Century  Beat  The  Benchmark. 


Average  annual  total 
returns  as  of  12/31/97 

1-Year 
Return 

3-Year 
Return 

5-Year 
Return 

Life  Of 
Fund 

Income  & 
Growth  Fund 

34.5% 

31.7% 

20.4% 

2i.r 

(12/17/10) 

S&P5001 

33.3"" 

31.0 

20.2" 

19.8" 

(12/20/90') 

Equity  Growth 
Fund 

36.1" 

32.6 

21.0" 

19.0" 

(5/9/91) 

S&P5001 

33.3% 

31.0 

20.2"" 

18.1 

(5/9/91) 

Worth  noting:  Both  funds  beat  the  S&P  500  for  all  four  periods. 

'Tile  period  from  12/20/90  is  the  closest  to  Income  &  Growths  Life  of  Fund 
that  allows  comparison  to  other  stock  funds. 

It's  a  statement  97%  of  all 
stock  funds  can't  make. 


Meet  two  American  Century  funds  that  did 
what  97%  of  all  stock  funds  couldn't  do:  beat 
the  S&P  500  for  all  four  key  periods.  What's 
more,  both  Income  &  Growth  and  Equity 
Growth  have  earned  the  highest  possible 
rating  from  Morningstar:  "5  Stars"  for  overall 
performance  out  of  2,332  funds:  That  means 


they're  rated  higher  than  90%  of  all  domestic 
stock  funds  for  their  record  of  balancing  risk 
and  reward.  Quite  an  accomplishment.  To 
find  out  more,  call  American  Century  at 
1-800-345-2021,  and  ask  about  Income  & 
Growth  and  Equity  Growth:  two  funds  that 
have  made  quite  a  statement. 


ise  ask  for  a  prospectus  with  more  complete  information,  including  charges  ami  expenses.  Be  sure  to  read  it  carefully  before  yon 
•st.  Naturally,  past  performance  can't  guarantee  future  results.  These  figures  are  for  investor  class  shares  and  assume  all  dividends  were 
vested.  Please  consult  a  prospectus  for  information  about  other  share  classes.  Investment  return  and  the  value  of  your  principal  will  fluctuate, 
the  final  value  of  your  investment  may  be  more  or  less  titan  what  you  started  with.  'Tlie  S&P  500  is  an  index  created  by  Standard  &  Poor's 
•joration  that  is  considered  to  represent  the  performance  of  the  stock  market  generally.  It  is  not  an  investment  product  available  for  purchase. 

•mingstar  proprietary  ratings  reflect  risk-adjusted  performance  as  of  12/31/97.  These  ratings  may  change  monthly,  and  are 
ulated  from  the  funds'  three-  and  five-year  (when  available)  average  annual  total  returns  in  excess  of  90-day  Treasury  bill  returns, 
i  the  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  lull  returns.  Income  & 
wth  and  Equity  Growth  have  five  star  ratings  for  three-years,  five-years  and  overall  out  of  2,332;  1,292  and  2,332  domestic  stock  funds.  10%  of  the  funds 
n  investment  category  received  five  stars;  the  next  22.5%  received  four  stars.  ©199S  American  Century  Services  Corporation,  Funds  Distributor,  Inc. 


American 
Century, 


w  w 


americancentury.com 


1-800-345-2021 


YOUR  TAXES  Personal  Business 


EDITED  BY  AMY  DUNKIN 


Filing  Yourself? 
You'll  Need  Help 


After  hearing  all 
the  talk  about 
1997's  complex 
tax  law  changes, 
you've  worked  up 
your  courage  and  peeked  at  a 
couple  of  the  new  forms. 
Guess  what?  It's  worse  than 
you  thought. 

Take  the  new  Schedule  D: 
The  fonn  for  reporting  capital 
gains,  which  was  19  lines  last 
year,  now  goes  on  for  54. 
Congress  cut  capital-gains 
taxes,  but  in  the  process  the 
lawmakers  created  a  maze  of 
rates,  holding  periods,  and  ef- 
fective dates  guaranteed  to 
drive  taxpayers  to  distrac- 
tion. At  the  same  time,  the 
alternative  minimum  tax, 
originally  designed  to  make 
sure  the  very  wealthy  paid 
their  fair  share,  is  now  hit- 
ting middle-class  workers. 
Those  with  big  deductions 
and  as  little  as  $45,000  in  in- 
come can  get  hammered.  Oth- 
ers may  have  to  work  their 


way  through  a  mind-numb- 
ing form  just  to  find  out  they 
don't  owe  the  tax. 

Still,  most  do-it-yourselfers 
can  muddle  their  way  through. 
The  vast  majority  of  taxpayers 
have  relatively  simple  returns, 
so  filling  out  the  forms  doesn't 
require  any  special  magic.  And 
even  those  who  must  contend 
with  thorny  tax  issues  have  a 
lot  more  helpful  tools  at  their 
disposal  than  a  No.  2  pencil 
and  a  pocket  calculator. 
REAL  PEOPLE.  You  could  start 
with  the  Internal  Revenue 
Service  itself.  The  agency 
provides  two  sources  of  as- 
sistance— a  Web  site  (www. 
irs.ustreas.gov)  and  a  tele- 
phone help  line  accessible 
through  local  and  800  num- 
bers around  the  country.  The 
Web  site  is  pretty  basic,  but 
it's  a  fairly  easy  way  to  get 
forms  and  publications.  You'll 
need  Adobe  Acrobat  to 
download  the  forms,  but  you 
can  get  that  from  the  irs  site 


WHERE  TO  GET  TAX  ADVICE 

ONLINE 


SOFTWARE 

TurboTax  and  Kiplinger  TaxCut 
are  best;  spring  for  the  $30440 
deluxe  versions.  These  are  fine 
for  most  Form  1040  filers,  but 
note:  They  may  not  be  able  to 
handle  special  situations. 

PRINTED  GUIDES 

For  about  $15  each,  titles  such 
as  J.K.  Lasser's  Your  Income 
Tax,  Taxes  for  Dummies,  and 
the  Ttie  Ernst  &  Young  Tax 
Guide  are  good  value.  They're 
easy  to  use,  though  you  still  have 
to  do  all  the  math  yourself. 


For  help  preparing  your  return,  use 
www.securetax.com.  For  $14.95,  it 
will  send  the  return  to  the  IRS.  To 
get  access  to  accountants,  who  will 
charge  $75  to  $100,  use  www.taxlog- 
ic.com.  These  sites  say  they're 
secure.  But  if  you're  uncomfortable 
putting  personal  tax  data  on  the 
Web,  they  aren't  for  you. 

THE  IRS 

Its  Web  site  (www.irs.ustreas.gov) 
is  slow  but  useful  for  forms  and 
publications.  IRS  help  lines  at 
least  answer  the  phones  this  year. 


as  well.  And  it's  much  im- 
proved over  last  year.  Back 
then,  the  site  was  difficult 
to  access,  and  even 
when  you  cuiild  sign 
on,  downloading  infor- 
mation    was  almost 
impossible. 

The  phone  help  line 
is  another  matter. 
The  irs  offers 
recorded  an- 
swers  to  simple  ^ 
questions     and  ^ 
real  people  to  an- 
swer more  com- 
plex queries.  Un- 
fortunately, it  can 
take  several  days 
for  an  irs  person  to  re- 
turn a  call.  For  an  agency 
whose  last  name  is  Service, 
that's  not  exactly  lightning 
speed.  And  it's  only  January. 

A  reliable  alternative  is  a 
tax  guide.  They're  by  far  the 
most  popular  source  of  tax 
help,  far  outstripping  soft- 
ware programs  and  World 
Wide  Web  sites. 
My  local  chain 
bookstore  carries 
seven  titles.  I 
looked  at  three, 
Taxes  for  Dum- 
mies, J.  K.  Lass- 
er's Your  Income 
Tax,  and  The 
Ernst  it-  Young 
Tax  Guide. 

Dummies  of- 
fers both  tax 
and  basic  invest- 
ment advice  and 
is  written  in  a 
breezy  style  (or 
at  least  as 
breezy  as  a  tax 
guide  gets).  The 
Ernst  &  Young 
book  is  the  Joe 
Friday   of  tax 


references — just  the 
Along  with  its  own  ei 
tion  of  tax  issues,  E&Y 
in  snippets  of  the  irs's 
tax  guide,  Publication 
you  can  handle  sen 
such  as:  "Your  distrii 
share  of  the  partnershi 
es  is  limited  to  the  ac 
basis  of  your  interest  |i 
partnership  . . ."  then 
for  you.  For  me,  Lassej 
happy  medium.  The  e> 
tions  are  in  relatively  k 
English,  but  not  so  du 
down  as  to  be  useless 
then,  I'm  a  guy  wh( 


140  BUSINESS  WEEK  /  FEBRUARY  2,  1998       ILLUSTRATIONS  BY  DAVID  McLIMANS 


Better 
software  and 
handy  Web 
sites  can 
help  you 
navigate  the 
daunting 
changes 
made  by 
Congress  in 
the  1997  code 


ected  Readings  on 
•y  for  a  weekend's 

roblem  with  the 
course,  is  that  you 
to  fill  out  the  forms 

the  math.  And  un- 
know  to  look  at  a 
an  be  easy  to  miss 

issues.  Those  prob- 
i't  usually  bedevil 
ax-preparation  soft- 
'hieh  walks  you 
the  forms  line  by 

year,  some  10  mil- 


lion returns  were 
prepared  with  such 
programs,  and  thanks  in 
part  to  the  tax  code's  new 
complexities,  that  number 
will  rise  sharply  in  1998.  In 
fact,  December  sales  of  the 
leading  program,  Intuit's 
TurboTax,  were  up  250%, 
says  Bob  Meighan,  vice-pres- 
ident of  the  company's  per- 
sonal tax  group.  Although  the 
tax-software  market  is  grow- 
ing, many  publishers  have 
fallen  by  the  wayside.  Now, 
TurboTax  and  its  chief  com- 
petitor, Kiplinger  TaxCut,  are 
the  only  two  products  avail- 
able on  most  store  shelves. 
To  put  them  through  their 


paces,  we  asked  accountants 
Grant  Thornton  to  pull  to- 
gether a  sample  return.  Both 
programs  allow  you  to  either 
fill  out  foims  directly  or  use  a 
question-and-answer  format. 
We  used  the  Q&A  for  the 
deluxe  version  of  each. 

I  didn't  find  a  lot  of  differ- 
ence. Neither  stumbled  over 
the  issues  raised  by  our  test 
return.  Both  were  fairly  easy 
to  use  and  provided  lots  of 
help.  But  neither  was  perfect. 
I  found  that  some  TaxCut 
questions  were  confusing. 
And  I  ended  up  double-count- 
ing some  mortgage  interest 
because  I  couldn't  figure  out 
just  what  the  program  was 
looking  for. 

Our  test  also  included 
points  paid  for  refinancing 
a  mortgage.  But  TaxCut 


kept  asking  about 
"amortizable  points," 
hardly  the  most  user- 
friendly  language.  The 
rule  is  that  when  you 
pay  points  in  a  refi- 
nancing,   you  can't 
write  them  off  up  front, 
you've  got  to  deduct  them 
over  the  life  of  the  mortgage. 
That's  amortization,  all  right, 
but  how  many  taxpayers 
know  it? 

TaxCut  prefers  that  you 
use  its  q&a  format.  Filling 
out  forms  directly  is  a 
struggle.  With  TurboTax  us- 
ing either  method  is  equally 
simple. 

While  I  found  it  easier  to 
work  with  TurboTax's  Q&A 
format,  the  program  had  its 
own  problems.  While  both 
promote  quick  links  to  their 
Web  sites  for  updates  on 
their  products,  I  found  it  im- 
possible to  link  to  TurboTax's 
Web  site  from  its  program. 
It  didn't  work  with  my  pre- 
Windows  95  version  of  Amer- 
ica Online  or  with  my  office's 
direct  Internet  connection. 
TaxCut,  however,  smoothly 
handled  both. 

WRONG  ANSWER.  TurboTax's 
other  big  sticking  point  was 
the  foreign  tax  credit — an  im- 
portant issue  for  those  who 
earn  foreign-source  dividends 
through  mutual  funds  and 
American  depositary  receipts. 
The  irs  makes  you  allocate 
certain  deductions  such  as  in- 
terest payments  to  such  in- 
come. And  the  calculations 
are  just  awful.  TaxCut  does 
most  of  the  number-crunch- 
ing for  you.  TurboTax  simply 
stiffs  you.  It  took  me  about 
two  hours  to  run  a  return 
through  TurboTax.  But  I 
spent  25  minutes  straggling 
with  this  one  stupid  form. 
Why  doesn't  TurboTax  run 
the  numbers  for  its  cus- 
tomers? A  spokesperson  says 
not  enough  taxpayers  use  the 
form.  Wrong  answer. 

While  the  base  version  of 
each  program  can  be  had  for 
about  $10,  I  would  go  for  the 
pricier  deluxe  models,  since 
they  both  offer  access  to 


rip 


Books  only  take  you  so  far.  Soft  ware  programs  walk  you  through  the  forms  line  by  line,  do  the 
math,  and  even  file  returns.  Some  online  sites  provide  CPAs,  but  be  sure  to  check  their  credentials 
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more  detailed  advice  and  will 
file  your  return  electronically 
with  the  government  at  no 
extra  cost.  TaxCut  Deluxe 
lists  for  $39.95  and  TurboTax 
Deluxe  for  10  bucks  more, 
though  with  some  shopping 
you  can  find  them  both  for 
around  $35.  You'll  also  have 
to  buy  a  separate  cd-rom 
costing  $25  for  your  state  re- 
turn, although  TaxCut  puts 
most  states  on  one  CD-ROM 
while  TurboTax  makes  you 
buy  a  separate  program  for 
each  state. 

The  truly  brave  can  go  on- 
line to  do  their  taxes.  At 


least  a  dozen  sites  either 
walk  you  through  a  return, 
or  provide  actual  accountants 
to  do  one  for  you.  SecureTax 
(www.securetax.com)  is  one 
of  the  best  online  sites.  It 
looks  a  lot  like  TurboTax  or 
TaxCut.  The  questions  are 
straightforward  and  clear. 
Any  irs  form  you  would 
want  is  available  on  the  site. 
And  a  quick  review  didn't 
turn  up  any  problems.  The 
downside:  There  are  fewer 
help  resources  than  with 
shrink-wrapped  software.  If 
you  want  a  real,  live  accoun- 
tant to  do  the  work,  consider 


a  site  such  as  TaxLogic 
(www.taxlogic.com).  For  $100 
or  so,  it  will  collect  necessaiy 
information  about  your  in- 
come and  deductions  and 
arrange  for  an  accountant  to 
contact  you'  with  follow-up 
questions. 

The  online  services  will 
also  file  your  returns  for  you, 
electronically,  if  you  prefer. 
The  big  fear  of  many  poten- 
tial online  taxpayers  is  secu- 
rity. If  you're  thinking  of  go- 
ing this  route,  it's  essential 
that  you  check  the  bona  fides 
of  the  people  running  the 
sites.  SecureTax  and  Tax- 


Logic  are  legitimate 
that  appear  to  makj 
effort  to  protect  yomj 
But  other  online  tax| 
ists  may  not. 

Better  software  ai| 
Web  sites  are  helping 
ers  stay  even  with 
who  write  the  tax  c| 
bad  news  is  that  the 
going  to  keep  gettij, 
more  complicated, 
news  is  that  for  the 
too  stubborn  or  too 
hire  professional  hell 
are  lots  of  ways  to  I 
painful  job  a  bit  easiq 
Howard  Gi 


Tax  Advice:  Let's 
Go  to  the  Stopwatch 


When  I  need  tax 
advice,  two 
things  count: 
speed  and  accu- 
racy. So  I  grabbed  a  stop- 
watch and  put  a  reasonably 
tough  tax  question  to  several 
self-help  sources.  I  searched 
books,  software,  online  ser- 
vices, and  the  Internal  Rev- 
enue Service's  toll-free  help 
line  to  see  who  would  get 
me  the  correct  answer 


but  didn't  begin  receiving 
payments  until  June,  after 
the  effective  date  of  the  new 
tax  law?  In  such  an  install-  i 
ment  sale,  would  I  have  to 
pay  the  capital-gains  rate 
that  applied  at  the  time  of 
the  transaction  or  the  lower 
rate  that  was  in  force  when 
I  received  the 
dough? 

The   correct  I 
response: I 


sales."  With  computer  soft- 
ware, the  search  functions 
tended  to  show  the  answer 
under  capital  gains.  Tax 
books,  meanwhile,  seemed  to 
prefer  installment  sales — 
which  is  closer  to  my  own 
logic.  Eventually,  though,  all 
the  sources  gave  me  the  cor- 
rect answer.  But  when  I  put 
my  stopwatch  on  them,  the 
field  broke  out  into  three  dis- 
tinct groups. 

THE  WINNERS.  The  winners, 
at  three  minutes  apiece,  were 
the  tax  book  J.  K.  Lasser's 
Your  Income  Tax  and  the 
software  program  TurboTax 
Deluxe.  A  minute  behind 
them  was  Internal  Revenue 
Service  publication  537  (in- 


minutes  to  get  the  ri| 
lication,  mostly 
downloading  and 
were  pretty  slow 
home  comput  er.  Of  I 
the  irs  Web  site  lo<| 
ter  when  you  figure 
it  takes  to  go  to  til 
and  buy  the  other  rel 

Kiplinger  TaxCut  | 
software  was  a  dista 
at  16  minutes.  It  fo| 
rules  for  depreciated) 
ty  quickly,  but  I  strul 
ferret  out  the  instel 
sales  answer. 

Bringing  up  the  rl 
the  irs  phone  line': 
sending  me  througl! 
layers  of  automated  ni 
finally  got  a  recordi 


The  slowest  sourc 
The  IRS  help 
line.  It  lagged  th 
others  by  days 


most  quickly.  The 
result:  The  private 
resources  all  did  pretty 
well.  The  big  loser  was  the 
irs  help  line,  which  came  up 
far  short. 

I  asked  accountants  Grant 
Thornton  to  cook  up  the 
question:  What  would  happen 
if  I  bought  a  piece  of  real  es- 
tate in  1990,  sold  it  last  April, 


The  new 
2  0  %  tax 
rate,  rather 
than  the  old  28%  levy.  But  if 
the  property  had  been  de- 
preciated, the  tax  rate  would 
be  25%. 

In  searching  for  the  an- 
swer, I  first  needed  to  guess 
whether  to  look  under  "capi- 
tal gains"  or  "installment 


stallment  sales) — which  I  got 
by  clicking  TurboTax's  gov- 
emment-instiuctions  icon.  IRS 
forms  and  publications  are  in- 
cluded as  part  of  both  big 
tax-software  programs — Tur- 
boTax Deluxe  and  Kiplinger 
TaxCut  Deluxe. 

In  fourth  place  was  the  IRS 
Web  site  (www.irs.ustreas. 
gov).  It  took  a  poky  nine 


told  me  to  press  4  to  1 
a  tape.  I  did,  and  inst| 
a  message  that  askeel 
leave  my  name  and| 
number  and  promisees 
hack  within  three  d| 
Ms.  Brown  phoned  bap 
the  correct  answer 
time  than  that.  Butt 
waited  51  hours. 

Howard  GlM 


were  the  tax  book  J.K.  Lasser's  Your  Incoml 

and  the  software  program  TurboTa.r  Deluxe.  A  minute  behind  was  the  IRS  publication  537  1 


142  BUSINESS  WEEK  /  FEBRUARY  2,  1998 


TAX  TIP       ^a'C^lSl  resources — '"'  ^"'ee  mi'mt>es  '(piece 


TAXES  I  Personal  Business 


4s:  The  Pros 

d  Cons  of  Converting 


e  gold  rush  has  be- 
un.  Banks,  mutual 
inds,  and  broker- 
ges  are  hitting  the 
•s,  the  Internet,  and 
box  with  a  fury  to 
you  to  open  or 
i  individual  retire- 
iunt.  With  the  1997 
Relief  Act,  savers 
nfusing  welter  of 
three  different 
the  flexibility  to 
Id  accounts  into 
s.  That's  not  to 
11  the  possible  in- 
options. 

,o  sort  it  out? 
a  have  to  under- 
differences  between 
,  nondeductible,  and 
,  your  eligibility  for 
their  pros  and  cons, 
t  even  discuss  the 
ation  iras,  because 
t  really  iras.)  Then, 
it  want  to  crunch 
ibers,  with  comput- 
re  such  as  T.  Rowe 
95  IRA  Analyzer  or 
:-alculators  on  the 
offered  by  mutual 
ally,  you'll  be  ready 
I  two  questions: 
u  convert  your  ex- 
to  a  Roth  ira?  And 
>uld  you  put  future 
butions? 

VORS.  Start  with 
5.  Since  the  1970s, 
;  come  in  two  fla- 
uctible  and  nonde- 

Individuals  who 
vered  by  an  em- 
etirement  plan  can 
p  to  $2,000  in  ira 
ons.  Workers  with 
Jan  take  deductions 
sir  income  is  below 
limits:  Couples  with 
isted  gross  income 

to  $50,000  can 
2,000  each,  as  can 
rning  up  to  $30,000. 
uction  phases  out 
t  income  of  $60,000, 
come  of  $40,000.) 


For  couples  earning  between 
$50,000  and  $150,000,  the 
new  law  now  considers  each 
spouse's  individual  pension 
status.  If  the  husband  is  not 
in  an  employer's  retirement 
plan  at  work,  but  the  wife 


Clearly,  a  Roth  ira's  tax- 
free  withdrawals  beat  a  non- 
deductible ira's  taxes-due 
payout.  The  math  is  tougher 
for  those  taxpayers  who  qual- 
ify for  deductible  iras,  but 


the  bottom  line  is  simple:  The 
Roth  ira  almost  always  pro- 
duces more  aftertax  income — 
in  many  cases,  an  extra 
$100,000  or  more  over  a  re- 
tiree's lifetime. 

To  make  a  sweet  deal  even 
sweeter,  Congress  decided  to 
allow  owners  of  traditional 
iras  to  switch  their  funds  into 
the  new  accounts.  The  draw- 
back: When  you  make  a  "Roth 
conversion,"  you  have  to  pay 
taxes  on  any  past  ira  deposits 
you  deducted,  plus  any  earn- 
ings your  ira  has  accumulat- 


is,  he  can  take 
a  $2,000  ira  de- 
duction, but  she 
can't. 

Anyone  who  doesn't  quali- 
fy for  an  ira  deduction  can 
still  sock  away  up  to  $2,000 
annually  in  a  nondeductible 
account.  Those  people  take 
advantage  of  the  ira's  sec- 
ond tax  benefit:  Money 
earned  accumulates  tax-free. 
For  both  of  these  tradition- 
al iras,  funds  are  taxed  i 
when  they  are  withdrawn.  J 

But  now  there's 
a  better  option — the 
Roth  ira.  For  this  ver-  jH 
sion,  contributions  are  jHj 
also  nondeductible.  But  B 
when  you  take  money  ^« 
out  of  a  Roth  ira,  Congress 
promises  the  withdrawals  will 
be  totally  exempt  from  taxes. 
(Well,  not  always:  The  ac- 
count must  be  five  years  old, 
and  the  owner  59^,  for  tax- 
and  penalty-free  with- 
drawals.) Couples  with  joint 
agi  of  up  to  $150,000  can  put 
$2,000  apiece  into  a  Roth  ira, 
as  can  singles  with  income  up 
to  $95,000.  (The  contribution 
limit  then  shrinks  as  income 
rises,  to  zero  at  a  joint  in- 
come of  $160,000  and  a  single 
income    of  $110,000.) 


IRA  almost 
always 

yields  more 
aftertax 
income 


ed.  (These  ac- 
celerated tax 
collections — pro- 
jected to  net  billions 
five  years — might  have 
something  to  do  with 
Congress'  generosity.)  Savers 
who  switch  in  1998  can  spread 
the  tax  bill  over  then-  '98,  '99, 
2000,  and  '01  returns.  Those 
who  decide  to  wait  will  have 
to  pay  the  taxes  in  the  year 
of  the  conversion. 
LOOMING  PENALTY.  Should 
you  convert?  First,  you 
must  pass  two  tests.  Your 
1998  income  must  fall  be- 
)w  $100,000,  whether  you 
■  file  a  single  or  joint  re- 
I  turn.  (A  married  couple 
filing  separate  returns  can't 
convert  iras.)  And  you  must 
come  up  with  cash,  from  ei- 
ther savings  or  borrowings,  to 
pay  tax  on  the  converted 
money,  which  also  might  push 
you  into  a  higher  income-tax 
bracket.  Right  now,  it's  possi- 
ble to  pay  the  tax  with  your 
ira  assets,  but  Congress  is  on 
the  verge  of  creating  a  penal- 
ty for  that  approach.  Besides, 
drawing  down  your  ira  de- 
feats the  purpose  of  stuffing 
away  tax-favored  savings. 

Financially,  a  conversion 
pays  off  quickly:  A  Roth  IRA 
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Well-heeled 
to  Roth 

earning  an  8%  return  pro- 
duces more  aftertax  income 
than  a  similar  traditional  ac- 
count in  just  five  years,  ac- 
cording to  Price's  ira  Analyz- 
er. The  payoff  takes  longer  if 
your  tax  rate  drops  in  retire- 
ment: A  saver  who  pays  con- 
version taxes  at  the  28^  rate, 
but  expects  to  be  in  the  15% 
bracket  in  retirement,  needs 
to  let  ira  earnings  accumu- 
late 12  years  without  with- 
drawals to  come  out  ahead. 

If  you  want  to  see  the 
numbers  for  yourself,  check 
out  some  of  the  computeiized 
calculators  investment  houses 
are  offering.  Enter  your  age, 
income,  and  other  data,  and 
they'll  tell  you  what  ira  op- 
tions you  can  take  and  which 
offer  the  best  lifetime  payoff. 
To  compare  conversions, 
you'll  need  your  existing  ira 
balance  and  what  share  of 
that  represents  nondeductible 
contributions.  Price's  ira  An- 
alyzer (800  333-0740)  comes 
on  cd-rom  or  floppy  disk  and 
allows  you  to  store  detailed 
reports  on  your  computer. 

On  the  Internet,  you'll  find 
calculators  at  Web  sites 
for  the  Strong  Funds 
(www.strong-funds.com). 
Vanguard  ( www. vanguard. 
com/cgi-bin/Roth).  and  many 
other  mutual-fund  companies. 
SURPRISING  TREND.  One  sur- 
prising trend  is  that  financial 
planners  report  strong  interest 
in  conversions  among  well- 
heeled  seniors,  including  re- 
tirees. That's  because  the 
Roth  ira  offers  an  unheralded 
advantage:  While  traditional 
iras  force  retirees  to  start 
withdrawing  funds  the  year 
they  turn  70-..  the  Roth  ira 
has  no  minimum  required  dis- 
tribution. And  a  retiree  can 
choose  to  bequeath  the  Roth 
ira  to  a  beneficiary — a  child 
or  grandchild,  say — who  then 
can  enjoy  an  annual  tax-free 
distribution  for  a  lifetime.  In 


seniors,  including  retirees,  are  switch! 
because  of  its  estate-planning  perks 


contrast,  traditional  iras  be- 
queathed to  anyone  other  than 
a  spouse  must  be  cashed  out 
within  a  year. 

Those  perquisites  are  at- 
tracting interest  in  the  Roth 
ira  as  an  estate 
planning  tool.  Roth 
ira  balances  are 
subject  to  the  es- 
tate tax,  but  that 
can  be  paid  from 
other  assets. 

For  younger  ^ 
savers.  it's  - 
hard  to  find  a 
scenario  in  which  - 
a  Roth  conversion 
doesn't  pay  off.  The 
biggest  obstacle  is 
likely  to  be  the  up- 
front tax  bite.  If  that's 
too  hard  to  swallow, 
you  can  convert  just 
part  of  your  ira.  A 
1998  stock-market  cor- 
rection could  unleash 
a  flood  of  conversions, 
because  depressed 
share  prices  will  mean 
less  of  a  tax  tab  when 
the  funds  are  convert- 
ed. (You  get  to  pick 
which  accounts  you 
convert  from  an  old 
ira  into  a  Roth  ira. 


wouldn't  be  able  to  restore 
your  traditional  ira.  You 
would  owe  taxes  on  the  full 
account  on  your  1998  return, 
and  you  might  face  a  10% 
earlv-withdrawal  penalty. 
Oops! 

Congress  set  out  late 
last  year  to  remove 
that  draconian 
threat,  debating  leg- 
islation that 
would  allow  ira 


*&SBXt&?'  who 


mis- 
their 


IS  THIS  FOR  YOU? 


YOU'LL  WANT  TO  CONVERT  AN 
EXISTING  IRA  TO  A  ROTH  IRA  IF: 

►  Your  single  or  joint  1998  income  is  below 
8100,000 

►  You  don't  need  the  IRA  money  for  at  least 
five  years,  and  preferably  10 

►  You  don't  expect  your  tax  rate  to  drop 
sharply  when  you  retire 

►  You  can  afford  to  pay  taxes  on  the  amount 
you  convert  from  cash  on  hand,  other 
investments,  or  borrowings 

►  You  want  to  postpone  IRA  withdrawals 


eligibility  to  revers« 
and  restore  their  t 
ira.  But  that  measi 
passed  yet.  If  yoi 
come  is  likely 
around  -$100,000, 
wise  to  hold  off  or 
conversions  ui 
penalties  are  re( 
you're  sure  you  wil 
POLITICAL  RISK.  Th< 
political  risk.  In  a 
version,  "yrou  pay  e^ 
now  on  Congress's 
that  you  won't  pay 
er,"  says  financial 
—  Michael  He 
president  o 
hold  Capital 
ment  in  Ci 
"What  if 


even  after  you  turn  70 


reneges?" 
precedent— 
cently  repe 
cise  on  "ex 
tributions' 
retirement  p 
levies  on 
whose  succe 
political  jeal 
But  othei 
perts  say 
unlikely, 
never  predi 
cal  shifts,' 
Gardner  in  t 


But  the  share  of  the    ington  tax 


converted  account 
that's  taxed  depends 
on  the  ratio  of  nonde- 
ductible contributions 
to  total  balances  in  all 
your  ira  accounts.) 

What  could  go 
wrong?  Well,  you 
could  switch  your 
ira.  then  discover 
early  next  year  that 
you  earned  S100.100 
in  1998 — too  much 
for  you  to  qualify  for 
the  conversion.  As 
the  law's  now  writ- 
ten, vou  would  be  in 


►  You  want  to  leave  your  heirs  a  tax-free 
savings  account 

YOU'LL  WANT  TO  MAKE  FUTURE 
CONTRIBUTIONS  TO  A  ROTH  IRA,  INSTEAD  OF 
A  TRADITIONAL  IRA,  IF: 

►  You're  in  an  employer-sponsored  pension 
plan  and  your  1998  family  income  is  between 
850,000  and  §160,000  (830,000  and  8110,000 
for  single  taxpayers) 

►  You  won't  invest  the  current -year  tax 
savings  from  a  deductible  contribution  to  a 
traditional  IRA 

►  You  don't  expect  your  tax  rate  to  drop 
sharply  when  you  retire 


ii 


accountants 
Peat  Marwi 
all  the  sigi 
toward 
incentives 
ings,  not 
wave  of 
401(k)-savvj 
boomers 
toward  ret 
should  pro 
check  on  mo! 
punish  save: 
So  relax  a1 
your  ira  chokl 
they're  com! 
But  they're  rcl 


deep  trouble:  Your    ^yhl™™^?!1™™.   enough  to  b| 

Roth  IRA 
canceled. 


would  be 
but  vou 


►  You're  a  long  way  from  retirement 


the  labor  of  nl 
them.  Mike  NM 


mjiQ  T"  compare  IRA  payoffs,  try  the  computerized  calculators  offered  by  investment  houses  via  CD-i 
■  !■  or  Web  suites.  Enter  your  age.  income,  and  other  data,  and  they'll  tell  you  what  options  look  be\ 
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How  will  you  make 
a  profit  tomorrow? 


KNOW  THE  THREAT 

Value  Migration  shows  that  only  those 
business  leaders  who  anticipate  shifting  customer 
priorities  and  adapt  their  business  designs  in  response, 
deliver  sustained  value  growth  to  shareholders. 


NEW! 

^  At  Bookstores  m 
Now  f 


Available  from  HBS  Press 


THE 


XONl 


CREATE  THE  SOLUTION 

The  groundbreaking  guide  that  deciphers 
the  strategies  of  today's  profit  giants 
to  show  you  how  to  reach  tomorrow's 
profits  ahead  of  the  competition. 


"By  far  the  best, 
most  informative  and  instructive 
business  book 
I've  read  in  over  a  decade." 

—  David  L.  Sliney,  President,  Lamco  Ventures,  LLC. 

"Most  managers  will  pray  that  their 
competitors  never  read  it." 

— Richard  D'Aveni,  Amos  Tuck  School  of  Business,  Dartmouth  College 


For  more  information  on  strategies  for  sustained  profit  and  value 
growth,  call  Mercer  Management  Consulting  at  1-800-500-4737. 

♦ 

Look  for  upcoming  Profit  Zone  and  Value  Growth  seminars 
in  New  York,  Boston,  Chicago,  and  San  Francisco. 

http://www.mercermc.com 


Visit  our  Web  site  at  www.randomhouse.com 
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UCTION  INDEX 


ge  from  last  week:  0.4% 
ge  from  last  year:  6.0% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Jan.  10=132.4 
1992=100 


i  May  Sept.  Jan. 

7  1997  1997  1998 

lex  is  a  4-week  moving  average 

iction  index  rose  modestly  in  the  latest  week,  while  the  unaveraged 
ped  to  133.0,  from  133.1.  Seasonally  adiusted  data  on  coal,  autos. 
s  declined.  The  latest  production  index  reflects  an  annual  revision 
ing  updated  weights  for  some  components,  annual  revisions  to  the 
eserve's  production  data,  and  new  seasonal  factors.  The  revisions  go 
992.  The  historical  data  are  available  online  at  www.busmessweek.com. 

n  index  copyright  1998  by  The  McGraw-Hill  Companies 


NG  INDICATORS 


RICES  (1/16)  S&P  500 


LATEST 
WEEK 


WEEK 
AGO 


961.51  927.69 


YEARLY 
%CHG 

23.9 


ME  BOND  YIELD,  Aaa  (1/16) 

6.55% 

6.55% 

-11.4 

IAL  MATERIALS  PRICES  (1/16) 

96.5 

96.2 

-11.3 

S  FAILURES  d/9) 

NA 

NA 

NA 

TATE  LOANS  (1/7)  billions 

NA 

NA 

NA 

UPPLY,  M2  (1/5)  billions  $ 

4,043.1  $4 

034  v 

5.5 

CLAIMS,  UNEMPLOYMENT  (1/10)  thous. 

335 

332r 

3.4 

Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (index:  1990=100), 
serve,  Labor  Dept. 


EST  RATES" 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

FUNDS  (1/20) 

5.52% 

5.42% 

5  33% 

CIAL  PAPER  (1/20)  3-month 

5.42 

5  37 

5.44 

BATES  OF  DEPOSIT  (1/21)  3  month 

5  50 

5.53 

5.41 

DRTGAGE  (1/16)  30-year 

7.05 

7.08 

8.04 

IBLE  MORTGAGE  (1/16)  one-year 

5.72 

5.68 

5.85 

he) 

8.50 

8.50 

8.25 

Federal  Reserve,  HSH  Associates.  Bloomberg  Financial  Markets 


STEEL  (1/17)  thous.  of  net  tons 

LATEST 
WEEK 

2,250 

WEEK 
AGO 

2,223# 

YEARLY 
%  CHG 

14.8 

AUTOS  (1/17)  units 

1 1 1,792 

103,294r# 

3.4 

TRUCKS  (1/17)  units 

120,884 

1 15,569r# 

-2.2 

ELECTRIC  POWER  (1/17)  millions  of  kilowatt-hrs. 

NA 

61,852# 

NA 

CRUDE-OIL  REFINING  1  17)  thous  of  bbl  'day 

NA 

14,879# 

NA 

COAL  (1/10)  thous.  of  net  tons 

20.081  # 

20,469 

-3.7 

LUMBER  (1/10)  millions  of  ft. 

446. 7# 

282  8 

-6.5 

RAIL  FREIGHT  (1/10)  billions  of  ton-miles 

27. 0# 

23.4 

5.9 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/21)  $/troy  oz. 

LATEST 
WEEK 

291.000 

WEEK 
AGO 

282.500 

YEARLY 
%CHG 

17.1 

STEEL  SCRAP  (1/20)  #1  heavy,  $/ton 

145.50 

:  <:  <  50 

9.4 

COPPER  (1/16)  e/ib. 

79.4 

/8.:1 

-29.2 

ALUMINUM  (1/16)  e/lb. 

71.3 

72.3 

-7.4 

COTTON  (1/16)  strict  low  middling  1-1/16  in.,  (Z/lb.  62.31 

63.93 

-11.3 

OIL  (1/20)  $/bbl. 

16.32 

16.25 

-33.0 

CRB  FOODSTUFFS  (1/20)  1967=100 

228.07 

226.39 

-2.6 

CRB  RAW  INDUSTRIALS  (1/20)  1967=100 

298.81 

295.58 

-12.2 

Sources:  London  Wednesday  final  setting,  Chicago  market.  Metah 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (1/21) 

LATEST 
WEEK 

127.07 

WEEK  YEAR 
AGO  AGO 

131.19  118.85 

GERMAN  MARK  (1/21) 

1  82 

1.82 

1.64 

BRITISH  POUND  (1/21) 

1.63 

1.63 

:  65 

FRENCH  FRANC  (1/21) 

6.10 

6.11 

5.52 

ITALIAN  LIRA  (1/21) 

1790.5 

1794.5  1594.5 

CANADIAN  DOLLAR  (1/21) 

1.44 

1.43 

1.34 

MEXICAN  PESO  (1/21)' 

8.277 

8.178 

7.792 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/21) 

110.3 

1 10.9 

101.5 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


!  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l^Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


IE  WEEK  AHEAD 


WENT  COST  INDEX 

Jan.  27,  8:30  a.m. est  >■  Employ- 
ts  for  civilian  workers  probably 
I  0.8%  in  the  fourth  quarter,  the 
n  posted  in  the  third  period, 
I  to  the  median  forecast  of  econo- 
veyed  by  mms  International,  one  of 
raw-Hill  Companies.  The  small 
would  mean  that  compensation 
e  3%  in  1997,  just  slightly  above 
>  growth  in  1996.  However,  if  the 
data  on  hourly  wages  are  any  guide, 

and  salary  component  of  the  eci 
s  increased  by  at  least  1%  last 
;ven  as  benefit  costs  remained 
at  would  push  the  overall  eci  high- 
!abor  markets  tight,  compensation 


costs  are  likely  to  post  bigger  gains  in  1998, 
putting  the  squeeze  on  profit  margins. 

CONSUMER  CONFIDENCE 

Tuesday,  Jan.  27,  10  a.m.EST>  The  Confer- 
ence Board's  index  of  consumer  confidence 
probably  slipped  to  132  in  January,  after 
jumping  more  than  six  points  in  December, 
to  134.5. 

DURABLE  GOODS  ORDERS 

Wednesday,  Jan.  28,  8:30  a.m.EST> 
Durable  goods  orders  likely  fell  2.3%  in 
December,  says  the  mms  forecast.  In 
November,  new  bookings  unexpectedly 
jumped  4.8%,  led  by  an  increase  in  air- 
plane orders.  Excluding  aircraft,  demand 


for  durable  goods  dropped  in  both  October 
and  November. 

REAL  GROSS  DOMESTIC  PRODUCT 

Friday,  Jan.  30  8:30  a.m.EST>-  The  median 
mms  forecast  projects  that  real  gross  domes- 
tic product  grew  at  an  annual  rate  of  3.5% 
in  the  fourth  quarter,  after  a  3.1%  advance 
in  the  third  period.  If  so,  then  the  economy 
grew  at  a  robust  3.7%  pace  for  all  of  1997. 
Consumer  spending  increased  moderately 
last  quarter,  while  foreign  trade  and  housing 
most  likely  added  some  muscle  to  fourth- 
quarter  output.  Inflation,  as  measured  by  the 
gdp  price  index,  probably  stood  at  an  annual 
rate  of  1.6%  in  the  fourth  quarter,  up  from 
1.4%  in  the  third. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 


<--- 


Monday 

How  to  turn  an  idea  into  a 
successful  business — that's 
the  theme  of  the  best-selling 
book  The  Republic  of  Tea.  The 
author,  marketing  whiz 
William  B.  Rosenzweig,  built 
a  specialty  tea  company  and 
will  share  his  secrets. 
Jan.  26 

8  p.m.  ET  in  the 

BW  Enterprise  Chat  Room 

Wednesday 

Which  mutual  funds  are  best 
for  you?  Browse  through  BW's 
annual  Scoreboard  and  then 
bring  your  questions  to  the 
magazine's  mutual-fund 
maven,  Jeffrey  M.  Laderman, 
and  Don  Phillips,  president  of 
Morningstar — which  does 
the  fund  ratings.  Jan.  28 
8  to  9  p.m.  ET 

AOL  keyword:  BW  Talk 


Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  6 
Acer  22 

Act  III  Cinemas  4B 
Advanced  Forecasting  34 
AerLingus  52 
Aerospatiale  60 
Ahold  116 

AIM  Aggressive  Growth  Fund  72 
Airbus  Industrie  60 
Alcatel  Alsthom  (ALA)  116 
Alitalia  52 

AmChem  Products  117 
American  Heritage  Fund  72, 80 
America  Online  (AOL)  12,72, 
122,140 

AMG  Data  Services  72 

Apple  Computer  (AAPL)  34 

Applied  Materials  8 

Aspect  Development  (ASDV)  116 

AT&T  (T)  122,132 

B 


Baron  Asset  Fund  72,80 
Bay  Networks  (BAY)  66 
Bell  Atlantic  (BEL)  122 
Berger  100  Fund  80 
Blockbuster  Video  (VIA.B)  13 
BMW  56 

Boeing  (BA)  6,34,46,116 
Borden  46 
Bozell  Worldwide  70 
Bristol-Meyers  (BMY)  46 
British  Telecommunications 
(BTY)  52 

C 


Cable  &  Wireless  (CWP)  122 
Caterpillar  (CAT)  32 
Cavenport  116 
CBS(WX)  6 
Center  City  International 
Truck  135 

Chase  Manhattan  (CMB)  32 
Chrysler  (0  32 
CIBC  Oppenheimer  116 
Cisco  Systems  (CSC0)  66 
Citicorp  (CCD  32 
Coca-Cola  (K0)  32, 70 
Comcast  (CMCSA)  118 
Compaq  Computer  (CPQ)  19,46 
Computer  Associates  (CA)  34 
Conseco  (CNC)  72 
Consumer  Federation  117 
Crescent  Real  Estate 
Equities  46 

D 


Daewoo  48 

Daimler  Benz  (DAI)  60,135 
Dam  Bosworth  116 
Dell  Computer  (DELL)  72 


Deutsche  BA  (BAB)  52 
Deutsche  Morgan  Grenfell  66 
Deutsche  Telekom  52 , 
DreamWorks  SKG  66 


EarthLink  122 
Eastman  Kodak  (EK)  34 
ENEL  52 
Enron  (ENE)  52 
ErnstS  Young  140 
Excelsior  72 


Fairtrade  48 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

7794.4 

0.1 

13.8 

NASDAQ  Combined  Composite 

1587.9 

2.5 

14.4 

S&P  MiriCan  4DD 

324.6 

1.4 

21.8 

S&P  SmallCap  600 

177.8 

2.3 

20.1 

S&P  SuperComposite  1500 

208.1 

1.4 

23.2 

%  change 
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Bloomberg  Information  Age 
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1.9 
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S&P  Financials 
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0.1 
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S&P  Utilities 
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11.4 

PSE  Technology 
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%  change 

FOREIGN  MARKETS 
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Year 

London  (FT-SE  100) 

5272.3 

3.2 

25.0 

Frankfurt  (DAX) 

4282.8 

2.2 

41.4 

Tokyo  (NIKKEI  225) 

16,684.4 

10.3 

-7.4 

Hong  Kong  (Hang  Seng) 

9246.8 

0.2 

-32.5 

Toronto (TSE  300) 

6494.6 

2.3 

7.2 

Mexico  City  (IPC) 

4617.7 

-0.7 

24.5 

FUNDAMENTALS 


Latest 


Week 
ago 


Year 
ago 


S&P  500  Dividend  Yield  1.57% 

S&P  500  P/E  Ratio  (Last  1 2  mos.)  24.3 

S&P  500  P/E  Ratio  (Next  12  mos.)*  19.3 

First  Call  Earnings  Surprise*  1 .62  % 

TECHNICAL  INDICATORS  Latest 


1.60%  1.85% 

23.8  21.8 

18.7  16.7 

3.12%  2.63% 


Week 
ago 


Reading 


S&P  500  200-day  average  908.0  903.8  Positive 

Stocks  above  200-day  average       63.0%    57.0%  Neutral 

Options:  Put/call  ratio                0.52       0.68  Negative 

Insiders:  Vickers  Sell/buy  ratio       1 .76       1 .80  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Defense  Electronics  22.7 

Trucking  18.2 

Transportation  Services  13.9 

Specialty  Appar.  Retailers  10.8 

Drug  Chains  10.3 


Trucking  139.8 
Specialty  Appar.  Retailers  74.4 
Airlines  67.1 
Broadcasting  66.4 
Homebuilding  58.2 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Savings  &  Loans 
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Pollution  Control 
Oil  &  Gas  Drilling 
Money  Center  Banks 


-7.9  Engineering  &  Constr.  -42.3 

-7.7  Metals  -41.9 

-7.6  Shoes  -36.3 

-6.0  Gold  Mining  -35.1 

-5.9  Photography/Imaging  -30.0 
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Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

Citicorp 

119 

-83/l6 

Wells  Fargo 

329*4 

-3 

Coca-Cola 

65'5/i6 

-'/8 

SBC  Communications 

759/i6 

-7/l6 

BJ  Services 

623/i6 

-4'/8 

BankAmerica 

69  Vie 

-3*16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

76'A 

4,3/l6 

Cisco  Systems 

59'/2 

47/8 

Applied  Materials 

303/4 

>/4 

L.M.  Ericsson-ADR 

3915/16 

5'/4 

PeopleSoft 

353/16 

7/8 

KLA-Tencor 

407/i6 

*1B 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


MONEY  MARKET  FUNDS 

5.21 

5.23 

4.96 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.12 

5.17 

5.16 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.14 

5.18 

5.02 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.21 

5.17 

5.57 

GENERAL  OBLIGATIONS 

4.26% 

4.24% 

4.84% 

4.82% 

10-YEAR  TREASURY  NOTES 

5.54 

5.41 

6.55 

PERCENT  OF  TREASURIES 

76.96 

77.80 

83.31 

84.03 

30-YEAR  TREASURY  BONDS 

5.81 

5.71 

6.83 

TAXABLE  EQUIVALENT 

6.17 

6.14 

7.01 

6.99 

LONG-TERM  AA  INDUSTRIALS 

6.44 

6.35 

7.32 

INSURED  REVENUE  BONDS 

4.38 

4.35 

5.05 

5.02 

LONG-TERM  BBB  INDUSTRIALS  6.83 

6.70 

7.74 

PERCENT  OF  TREASURIES 

79.13 

79.82 

86.93 

87.52 

LONG-TERM  AA  TELEPHONES 

6.77 

6.68 

7.52 

TAXABLE  EQUIVALENT 

6.35 

6.30 

7.32 

7.28 

AL  FUNDS 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


ningstar,  Inc. 


Matthews  Korea 
OFA  Japanese  Small  Co. 
Barr  Rosenberg  Japan  Instl. 
Oberweis  Mid-Cap 
Merrill  Asset  Income  A 

Leaders 

52-week  total  return 

Pilgrim  Amer.  Bank  &  Thr.  A 
FBR  Small  Cap  Financial 
Evergreen  U.S.  Real  Est.  Y 
American  Heritage 
Fidelity  Select  Retailing 


Laggards 
%    Four-week  total  return  % 


64.0  Lexington  Crosby  Sm.  Asia  -18.8 

14.5  US  Global  Inv.  China  Reg.  -18.4 

1 1 .8  Guinness  Flgt.  Asia  Sm.  Cap  -17.8 

9.9  Montgomery  Emerg.  Asia  R  -16.3 

9.8  Colonial  Newport  Gr.  China  A  -1 5.6 

Laggards 

%  52-week  total  return  % 

53.3  Midas  -60.6 
52.0  Bull  &  Bear  Gold  Investors  -59.0 
48.7  Invesco  Strategic  Gold  -58.1 

48.4  US  Global  Investors  Gold  -57.5 
47.7  Morgan  Stan,  instl.  Gold  A  -57.0 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Japan 

Technology 
Large-cap  Growth 
Communications 
Health 

Leaders 

52-week  total  return 


Financial 
Communications 
Large-cap  Blend 
Small-cap  Value 
Unaligned 


Laggards 

Four-week  total  return  % 


7.7  Pacific/Asia  ex-Japan 

5.9  Latin  America 

5.3  Diversified  Emerging  Mkts. 

5.2  Precious  Metals 

5.1  Diversified  Pacific/Asia 


°0 


Laggards 

52-week  total  return 


-7.7 
-3.3 
-2.9 
-2.9 
-0.5 

% 


37.0  Precious  Metals  -43.4 

25.1  Pacific/Asia  ex-Japan  -42.9 
23.6  Diversified  Pacific/Asia  -28.1 
22.9  Diversified  Emerging  Mkts.  -16.5 
22.8  Japan  -9.5 
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Editorials 
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COURAGE  AND  THE  STATE  OF  THE  UNION 


Let  the  bidding  begin — for  votes,  that  is.  With  the  federal 
budget  headed  for  its  first  surplus  in  three  decades,  and 
in  an  election  year,  no  less,  President  Clinton  and  Republican 
leaders  in  Congress  are  falling  over  one  another  to  come  up 
with  popular  ways  to  use  the  extra  money.  The  Republicans 
are  calling  for  big  tax  cuts,  eliminating  any  holding  period  for 
capital  gains,  killing  the  "marriage  penalty,"  and  reducing 
inheritance  taxes.  The  Democrats  are  acting  true  to  form  as 
well,  by  calling  for  spending  more  money  on  Medicare  cov- 
erage, child  tax  credits,  food  safety,  and  education. 

Trouble  is,  polls  show  that,  except  for  education,  most 
Americans  don't  much  want  any  of  these  things.  The  tax 
cuts  and  spending  proposals  are  hot-button  issues  only  to  the 
tiny  activist  core  within  each  political  party.  They  appear 
to  have  little  resonance  with  the  vast  majority  of  Americans. 
We  have  a  suggestion:  When  President  Clinton  delivers  his 
State  of  the  Union  Address  on  Jan.  27,  he  should  play  down 
the  budget  surplus.  If  the  few  billions  in  surplus  dollars  are 
truly  burning  a  hole  in  his  pocket,  take  half  and  pay  down  a 
bit  of  the  nation's  $5  trillion  debt.  Take  the  other  half  and  cut 
marginal  tax  rates  across  the  board.  The  first  would  have  nice 
symbolic  value  and  tend  to  lower  interest  rates  and  pro- 
mote economic  growth.  The  second  would  allow  taxpayers  to 
keep  more  of  their  earnings  and  also  promote  growth,  not  the 
special  interests  of  voting  blocks. 

The  President  should  use  the  opportunity  afforded  by  his 
State  of  the  Union  speech  to  address  two  very  serious  Main 
Street  concerns  that  are  at  the  top  of  their  worry  list:  anxiety 
over  retirement  and  globalization's  impact  on  jobs  and  income. 


Every  poll  shows  that  the  younger  you  are,  the  less  yd 
that  Social  Security  will  be  there  when  you  need  it.  1 
ident,  who  doesn't  have  to  worry  about  a  reelectic 
should  show  the  courage  to  lead  an  honest  debate  on 
tions  to  fix  Social  Security  and  Medicare  so  they  ar 
provide  for  boomers,  Gen-Xers,  and  generations  to  d 

The  President  should  also  use  the  public  occasion  t 
on  a  promise  made  during  the  debate  over  the  Nort 
ican  Free  Trade  Agreement:  to  rebuild  the  gove 
chaotic  job-training  system.  An  effective,  simple  ] 
based  on  giving  the  unemployed  vouchers  they  can  us 
ucation  and  training  at  community  colleges  and  el 
would  go  a  long  way  toward  alleviating  growing 
over  globalization.  This  one  is  a  freebie:  Washingtor 
spends  about  $7  billion  on  140  job-training  program; 
all  ineffective.  Clinton  should  eliminate  them,  put  the 
vouchers,  and  let  workers,  who  generally  know  wr 
they  need,  buy  them  on  the  open  market.  Unless  Cli 
provide  redress  for  those  getting  squeezed,  he  will 
face  opposition  to  fast-track  trade  legislation,  expand!  !i 
ing  for  the  International  Monetary  Fund,  and  other  p 
that  finance  U.  S.  economic  leadership  in  the  world 

President  Clinton  has  taken  risks  to  promote  trA. 
has  done  a  dismal  job  in  showing  Americans  why  t?  I 
must  lead  the  global  economy.  By  trying  to  provid<th 
nancial  security  and  workplace  skills  for  a  global  ecornr. 
can  then  ask  all  the  people  to  support  America's  rol  ir, 
panding  free  markets.  The  State  of  the  Union  Addrss 
good  place  to  begin. 


MUTUAL  FUNDS:  THE  RISK  FACTOR 


Should  I  risk  it?  People  who  have  virtually  doubled  their 
money  in  the  stock  market  over  the  past  three  years 
are  asking  whether  they  should  risk  their  gains  to  stay  in.  Af- 
ter all,  the  Dow  industrials  index  hit  its  high  last  summer  and 
is  only  haltingly  making  its  way  back.  Emerging  market 
funds,  which  were  supposed  to  be  the  bet  on  the  future, 
have  taken  a  beating.  The  impact  of  the  unexpected  Asian 
economic  crisis  on  corporate  earnings  remains  a  mystery. 
And  which  way  will  rates  go?  Deflation  may  push  them 
down,  but  the  economy  is  still  rolling  along  at  4%  annual 
growth.  How  is  one  supposed  to  assess  risk  in  this  confusing 
environment? 

High  risk,  high  gain;  low  risk,  low  gain — right?  Maybe 
not.  When  it  comes  to  mutual  funds,  at  least,  it's  possible  to 
have  low  risk  and  pretty  high  gain  as  well.  An  analysis  by  the 
business  week  Mutual  Fund  Scoreboard,  which  focuses  on 
risks  as  well  as  returns,  shows  that  there  are  dozens  of 
funds  that  have  lower  than  average  risk  but  have  generated 
returns  of  about  19%  per  year  over  the  past  five  years.  This 


compares  with  the  five-year  average  of  about  20%  or 
Standard  &  Poor's  500-stock  index.  Bottom  line:  Tb* 
some  mutual  funds  that  are  consistently  low-risk  butlei 
fairly  high  returns  to  investors. 

But  how?  Well,  first  they  forgo  the  excitement  I 
Small-cap  growth  stocks  are  suspect  as  well.  Amti 
aren't  many  international  equities  in  these  portfolio 
low-risk  funds  tend  to  be  packed  with  big  companies  tat 
proven  earnings  generators.  They  also  have  a  lot  of  ija 
institutions  that  do  well  when  rates  decline.  All  this  i 
to  less  "oomph"  in  these  funds  when  the  market  is  up 
"ouch"  when  the  market  is  falling. 

This  year  is  starting  out  with  more  economic  and  ff 
uncertainty  than  the  previous  three  or  four.  The  ecoui 
limning  hot,  while  inflation  is  still  falling.  The  "Asian  lis 
is  on  hold  for  the  moment,  but  what  will  be  the  falui 
congressional  election  in  the  fall  could  change  the  bah< 
power  between  the  two  parties  in  Washington,  or  not.! 
in  El  Nino,  and  risk  management  becomes  the  critics  a 
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The  Future  of 

Has  a  Ener9V 

New  Name 


GolumBi 


Ener 
oup 


SM 


The  energy  business  is  changing.  Our  dedica- 
tion to  customer  service  hasn't.  After  more 
than  a  century  of  providing  energy  solutions, 
Columbia  Gas  System  is  becoming  Columbia 
Energy  Group. We've  brought  all  the 
Columbia  companies  together  to  provide 
more  products,  services  and  solutions  to  our 
customers'  energy  needs.  From  the  produc- 
tion wells  to  the  homes  and  businesses 
we  serve,  one  name  keeps  you  in  touch 
with  the  future  of  energy...  (joljJTVll])!^ 


"Could  you  possibly 

be  any 
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JUST  A  REMINDER, 
BLUE  ISN'T  THE  ONLY 
COLOR  THAT'S  BIG  IN  THE 
COMPUTER  BUSINESS. 


^  The 


world's  largest  computer 
maker  is  you-know-who.  And  now 
you  know  another  leader,  too.  That's 
right,  Fujitsu.  qO We're  a  global  maker  of 
/erything  from  tablet,  notebook  and  desktop 
s  to  workstations,  servers,  supercomputers  and 
ware.  cO  We  also  make  a  full  line  of  computer 
ipherals  including  high  capacity  disk  drives, 
gneto-optical  removable  storage,  tape  cartridge 
;k-up  systems,  high  volume  document  scanners 
d  workhorse  printers.  cOWhy  are  we  telling  you 
his?  Because  we  fully  expect  you'll  be  seeing 

more  and  more  of  our  products  in  your 
.       business.  And  when  you  do,  we 
fck^      don't  want  you  to  wonder, 
"Fujitsu  who?" 


FUJITSU 

COMPUTERS,  COMMUNICATIONS,  MICROELECTRONICS 


Introducing  the 
AT&T  One  Rate  Calling  Card  Plan. 
One  low  rate.  No  hidden  charges. 


*  »  *  • 


AT&T  One  Rate  Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 

WORLDLINK 

25* 

Rates  in  effect  as  of  12/19/97. 


At  up  to  99$  a  calling  card  call,  service  charges  can 
really  add  up.  Sign  up  for  the  AT&T  One  Rate  Calling  Card 
Plan  and  then  you  only  have  to  dial  I  800  CALL  ATT® 
and  long  distance  calling  card  calls  are  one  low  rate  a 
minute  anytime,  anywhere  in  the  U.S.  There  are  no 
hidden  charges.  Just  a  $1.00  monthly  fee.  To  get  more 
information,  call  I  800  878-3288.  (If  you  already  have  a 
CALL  ATTSM  Calling  Card,  call  now  to  see  how  you  can 
save  with  this  new  plan.) 

Call  I  800  878-3288 


It's   all   within   your  reach. 


AT&T 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


SECOND  THOUGHTS 


WHEN  DUMB  NAMES  HAPPEN  TO  GOOD  FUNDS 


NAMING  A  MUTUAL  FUND  THE 

Gabelli  Global  Interactive 
Couch  Potato  Fund  may 
have  seemed  a  gently  whim- 
sical notion  a  few  years  back. 
Now,  however,  the  idea 
seems  merely  half-baked. 

Money  manager  Mario 
Gabelli  launched  Couch  Pota- 
to in  1!)94  as  a  multimedia 
investment  vehi- 
cle to  buy 
growth 
stocks  in 
the  tele- 


communica- 
tions, enter- 
tainment, and 
computer  in- 
dustries. The  fund  has  done 
well,  averaging  a  respectable 
18.3%  annual  return  since  in- 
ception and  a  smart  41.7% 
last  year. 

The  name  has  proved  a 


clunker,  though.  Couch  Potato 
has  attracted  a  paltry  $45 
millii  m  in  assets  in  four  years. 
"I  think  people  don't  know 
what  it  is,"  says  Marc  Gabel- 
li, Mario's  30-year-old  son, 
who  inns  Couch  Potato. 

Do  investors  think  Marc- 
picks  stocks  with  a  beer  in 
one  hand,  a  remote  in  the 
other?  Maybe 
they  pass  it 
up  because 
they  figure 
a  Couch 
Potato  has  no 
get-up-and-go. 
Who  knows? 
At  any  rate, 
Gabelli  now  wants  to  rename 
Couch  Potato.  Nothing  has 
been  chosen  yet,  but  it 
may  be  wise  to  pass  up  any 
name  with  a  vegetable 
in  it.  Robert  Barker 


TINSELTOWN 

ZIPPERGATE  HAS  THE 
AD  WRITERS  BUSY 

you'd  think  bill  Clinton's 
latest  scandal  would  be  the 
stuff  that  dreams  are  made 
of  for  the  execs  behind  the 
Hollywood  satire  Wag  the 
Dog.  Think  again. 

Despite  the  similarities  be- 
tween real  life  and  the  movie, 
in  which  a  fictional  President 
gets  caught  in  his  own  Zip- 
pergate,  moviegoers  aren't 
rushing  to  see  it.  Grosses  fell 
the  week  after  the  scandal 


deja  vu?  Wag  the  Dog's 
Hoffman,  Heehe,  and  DeNiro 


broke.  So  New  Line  Cinema 
has  changed  its  print  ads  to 
subtly  capitalize  on  Clinton's 
problems.  It  has  put  a  White 
House  silhouette  in  the  ads 
with  a  large-type  blurb  from 
a  review:  "The  action  starts 
with  a  crisis  in  the  White 
House."  The  change  isn't  un- 
usual for  a  flick  the  studio 
hopes  will  see  a  long  release, 
say  New  Line  execs. 

Meanwhile,  Universal  Pic- 
tures is  taking  a  different 
marketing  tack  for  its  Clin- 
ton-based film,  Primary  Col- 
ors, a  sexy,  behind-closed- 
doors — and  fictional — account 
of  the  15)92  Presidential 
election,  starring  John 
Travolta.  Based  on  last 
year's  best-seller  of  the 
same  name,  it  opens  on 
Mar.  20.  But  Universal 
doesn't  plan  on  adding  to 
its  ad  budget.  "We  don't 
have  to,"  says  one  exec. 
"Bill  Clinton  seems  to  be 
doing  all  the  marketing 
we  need."     Ron  Grover 


TALK  SHOW  ((I  did  not  have  sexual  relations  w 
that  woman,  Miss  Lewinsky." 

— President  Clinton 


HONCHOS 

MIKE  MILKEN  S 
VISION  THING 

MICHAEL  MILKEN,  THE  ONCE- 
convicted,  still-rich  former 
junk-bond  king,  has  strong 
feelings  about  how  to  run  his 
$800  million  company, 
Knowledge  Uni- 
verse. So  did 
Joseph  Costello, 
who  joined  KU  last 
October,  planning 
to  be  its  chief  exec- 
utive. But  those 
ideas  were  very 
different.  Guess 
who  left? 

Costello  had 
been  CEO  of  Ca- 
dence Design  Sys-  " 
terns,  a  software  company, 
before  joining  KU,  a  group  of 
educational,  consulting,  and 
training  firms  founded  by 
Milken  and  Oracle  boss  Lany 
Ellison.  Costello  wanted 
Knowledge  Universe,  cobbled 


OWNER  lacks  CEO 


together  through  acquisitnj 
to  develop  its  owm  educaai 
al  software.  While  he  ha 
employment  contract,  Cc 
lo  says  Milken  promise 
make  him  ceo.  The  comj 
run  by  its  five-member  b 
has  no  chief  executive. 

Alas,   Costello's  dr 
weren't  to  be.  He  left 
cember  withou 
ing  paid.  He 
business  week 
Milken  sees 
making,  not 
nology  dev 
ment,  as  the 
focus  for 
an  LBO 
thing — how 
make  things  rid 
valuable.  I  war! 
"  really  change  a 
cation."  Milken  wouldn't  is 
ment.  Costello,  however,  | 
that  the  parting  was  ana 
ble.  And  it   was  frie}$ 
enough  that  Milken  may  tea 
back  a  new  software  cortS 
ny  for  him.     Pete)-  Burn: 


THEME  JOINTS 

PLANET  PAPER  MACHE? 


SO   YOU  YE   VISITED  PLANET 

Hollywood.  Did  you  assume 
that  model  of  Star  Trek'* 
uss  Enterprise  was  the  one 
used  in  the  movies  or  on  tele- 
vision? Not  so  fast.  Some  of 
the  most  prominent  props 
and  costumes  displayed  in 
the  chain's  eateries  are 
not  the  authentic  items 
they  might  seem  but 
copies  that  never  came 
close  to  a  camera. 

Planet  Hollywood  execs 
insist  there's  no  harm 
done.  Perhaps  only  five 
items  in  each  restaurant 
are  replicas,  and  they  are 
clearly  labeled  as  such, 
says  i  vj  <  Robert  Earl. 
Some  movie  memorabilia  col- 
lectors say  that  just  isn't  so, 
and  dinei-s  won't  know  they're 
seeing  only  a  copy  of  the  uss 
Enteiprise,  made  by  Wonder- 
Works,  a  company  in  Canoga 
Park,  Calif. 


Copies  can  also  distort^ 
market  for  memorabilia,  yi 
Gary  Bruhn,  a  Planet  H'y 
wood  shareholder  and  cotf 
tor:  "Over  the  long  term,  w 
are  we  going  to  be  ablti 
discern  between  pieces  ifl 
in  the  movies  and  those  9 


shatner  with,  stai 


snip  tnoae 


have  been  reproduced?"^ 
he  say  "long  term"?  Won* 
Works  says  there  is  alreai  '< 
black  market  in  unauthoi'3< 
Enterprise  models.  The  $ 
ones  sell  for  over  $100<X 
each.  Dennis  BH 
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Looking  Outside  the 
Stock  Market  for  Your 
Next  Investment? 

rake  a  look  at  Prudential's  array  of  bond  funds. 

;ond  funds  can  be  a  more  stable,  income-oriented  alternative  to  the  stock  market 
ver  the  long  term.  Prudential's  range  of  bond  funds  includes  highly  rated  choices 
|r  the  high  current  income  you  may  be  looking  for  in  today's  market. 

•iscover  the 
ifference 
professional 
dvice  can  make 

iday,  a  Prudential 
vestment  professional 
n  offer  you  detailed  and 
irsonalized  guidance  in 
oosing  the  mutual  funds 
at  are  most  appropriate 
r  you. 

own  the  road,  your 
udential  professional 
n  review  your  portfolio 
iriodically  and  help  you 
ake  adjustments  to  keep 
ur  personal  financial 
ategy  on  track. 

toll-free  call  is  all  it 
kes  to  set  up  an 
ipointment 
id  start  now. 


Fund 
Type 

Mutual  Fund  (Class  A) 
Investment  Objective 

Fast  Fund  Facts 

Overall  Morningstar 
Rating  as  of  12/31/97 

Bond 
Funds 

Prudential  High  Yield  Fund 

Maximize  current  income 

Takes  a  diversified  approach  to  seeking  high 
current  income  from  non-investment  grade 
corporate  bonds. 

A     A     A     A  A 

Among  1,371  Taxable  Bond  Funds 

Global 

Bond 

Funds 


Prudential  Municipal  Bond  Fund/ 
High  Yield  Series  Maximize  income 
free  from  federal  income  taxes* 

Prudential  Diversified  Bond  Fund 

To  provide  high  current  income  with  an 
appropriate  risk  and  reward  balance" 

The  Global  Total  Return  Fund 

Seeks  total  return 


Prudential  Intermediate 
Global  Income  Fund 

Maximize  total  return 


Uses  extensive  credit  analysis  to  select  a 
diversified  portfolio  of  investment  grade  and 
non-investment  grade  municipal  bonds.' 

Broadly  diversified  among  bond  sectors  and 
issues.  Has  the  flexibility  to  pursue  timely 
opportunities  across  the  fixed-income  markets.1 

Invests  strategically  in  bonds  from  governments, 
government  agencies  and  corporations  in 
countries  around  the  world,  including  the  U  S 

Invests  primarily  in  U.S.  government  and 
investment  grade  foreign  government  bonds  with 
average  maturities  of  not  more  than  10  years. 


Among  1,494  Municipal  Bond  Funds 


Morningslar  does  not  rate  funds  that 
hove  been  in  existence  less  than  three 
years  The  Diversified  Bond  Fund's 
inception  dote  is  1/10/95 


Among  1,371  Taxable  Bond  Funds 


Among  1,371  Taxable  Bond  Funds 


Looking  to  diversify  in  today's 
market?  Now  may  be  a  good  time  to  consider 
investments  that  can  help  you  reduce  the  overall 
volatility  of  your  portfolio.  Today,  you  can  find 
these  and  more  at  Prudential  to  help  you  make 
the  most  of  your  investment  dollars. 

Funds  that  meet  a  wide  variety  of 
personal  investment  objectives. 

Whet  her  you  want  to  preserve  your  current  income 
save  money  on  taxes  or  build  your  assets  for 
retirement,  Prudential  mutual  funds  cover  a  full 
spectrum  of  financial  needs.  And,  of  course,  you'll 
benefit  from  the  advice  and  guidance  of  working 
with  a  Prudential  professional. 


Past  performance  is  no  guarantee  of  future  results. 
For  more  complete  information,  including  sales 
charges,  management  fees  and  expenses,  obtain  a 
prospectus  by  calling  the  number  below.  Please 
read  it  carefully  before  you  invest  or  send  money. 
Funds  are  offered  through  Prudential  Securities 
Incorporated  and  Pruco  Securities  Corporation. 

1-800-THE  ROCK  ext  4636 
www.prudential.com 

Cm|  Prudential 


are  prices  and  returns  will  vary,  and  you  may  have  a  gam  or  loss  when  you  sell  shares  Not  all  funds  in  the  Prudential  Family  of  Funds  were  rated  as  high  as  those  appear- 
I  in  this  advertisement.  Ratings  cited  are  for  Class  A  only  Different  classes  of  shares  are  offered  Although  the  shares  have  a  common  portfolio,  their  performance  and 
ings  may  vary  because  of  differences  in  loads  and  fees  paid  by  shareholders  investing  in  different  classes.  "Certain  shareholders  may  be  sub|ect  to  the  Federal  Alternative 
nimum  Tax  (AMT),  and  income  may  be  subiect  to  state  and  local  taxes  Capital  gams,  if  any,  are  fully  taxable  "Fund  may  invest  in  high-yield  bonds  and  may  also  invest 
foreign  debt  securities.  Foreign  investments  are  sub|ect  to  special  risks  including  currency  fluctuations  and  the  impact  of  social,  political  and  economic  change  High-yield 
nds,  commonly  known  as  "|unk  bonds,"  are  also  sub|ect  to  additional  risks.  These  risks  may  result  in  greater  share  price  volatility  'Without  waiver  of  management  fees 
d/or  expense  subsidization,  the  Municipal  Bond  Fund  and  Diversified  Bond  Fund's  return  would  have  been  lower  These  arrangements  may  be  terminated  at  any  time 

taningslor  periods  ended  12/31/97  Ratings  are  subiect  to  change  every  month,  ore  historical  and  do  not  represent  future  performance  10%  of  the  lunds  in  a  category  receive  5  stais  Ihe  next  22  5%  receive  4  slots,  the  next  35%  receive  3  stars, 
next  22  5%  receive  2  stars.  Prudential  High  Yield  fund  (Class  A)  received  5  stars  (among  1371  and  771  lunds)  for  the  3-  and  5-year  periods,  respectively  Prudential  Municipal  Bond  Fund/High  Yield  Senes  received  5  stars  (among  1494  and  720 
Is)  lor  the  3- and  5-yeoi  periods,  respectively  The  Global  Total  Return  Fund  received  5  stars  (among  1371  lunds)  for  the  3-year  period,  5  stars  (among  771  funds)  foi  the  5-year  period,  and  2  stars  (among  323  lunds)  lor  the  1 0-year  period  Prudential 
mediate  Global  Income  Fund  received  4  stars  (among  1371  and  771  lunds)  for  Ihe  3-  and  5-yeai  periods,  respectively  Morningslar  proprietary  ratings  relied  nsk-od|usted  performance  Morningstar  ratings  are  calculated  horn  the  lunds'  3-,  5-,  one) 
yeoi  returns  (with  lee  ad|ustments)  in  excess  ot  90-day  Tieosury  bill  returns,  and  o  risk  factor  that  reflects  fund  performance  below  90-doy  T-bill  returns  Shares  of  the  Funds  ore  offered  through  Prudential  Securities  Incorporated,  199  Water  Street. 
(York,  NY,  and  Piuco  Securities  Corporation,  213  Washington  Street,  Newark,  NJ,  both  subsidiaries  ol  Ihe  Prudential  Insurance  Company  ol  America 


Up  Front 


l-WAY  PATROL 


THE  SHIPPING  NEWS  DOCKS  TO  THE  WEB 


TECHNOLOGY  HAS  GIVEN  THE 

Journal  of  Commerce  some 
hard  knocks.  For  years,  the 
170-year-old  newspaper, 
known  for  posting  cargo  ship 
schedules,  has  struggled  as 
shippers  moved  from  sea 
transport  to  planes  and 
trucks.  Now,  technology  will 
play  a  part  once  more  in 
whether  the 
paper  sinks  or 
swims.  The 
threat  this 
time:  the 
Internet. 

Adver- 
tisers such 
as  P&o  Nedlloyd,  Hanjin 
Shipping,  and  Cosco  Group 
are  bypassing  the  Economist 
Group-owned  journal  by  post- 
ing ship  listings  on  their  own 
Web  sites  and  communicat- 
ing directly  with  shippers 
electronically.  That  has  hit 
the  New  York-based  daily 
hard.  Ad  sales,  say  sources 


at  the  .IOC,  fell  14%  during 
the  six  months  ended  Sept. 
30.  The  paper  declined  to 
comment  on  ad  sales  but  did 
say  that  it  is  laying  off  65  of 
its  450  employees. 

The  Journal  of  Commerce 
isn't  going  down  without  a 
fight,  however.  As  part  of  a 
$7  million  re- 
structuring, the 
paper  will  hire 
more  staffers 
to  bolster 
its  own 
year-old 
Web  site, 
which  al- 
ready carries  news  and  offers 
ship  schedules  to  subscribers. 
The  improved  site  will  in- 
clude archived  stories  and 
links  to  other  cargo  carriers' 
Web  sites.  Willy  Morgan,  the 
Journal  of  Commerce's  pub- 
lisher, says  the  paper's  future 
must  "increasingly  become 
electronic."     Heather  Green 


DRAWN  &  QUARTERED 


TRENDLETS 

PINK  SLIPS  WITH 
A  SILVER  LINING 

SO  DOWNSIZING  CAN  BE  GOOD 

for  you.  That's  the  conclusion 
of  a  recent  poll  of  450  work- 
ers who  were  dumped  from 
their  old  jobs.  The  survey,  by 
Louis  Harris  &  Associates 
for  the 
Interim  ^ 
Services 
employment 
agency, 
finds  that 
62%  of  work 
ers  say  theii 
careers  are  bet 
ter  off,  while 
54%  believe 
they  have  a 
better  balance  between  their 
work  and  personal  lives. 

Why  the  upbeat  attitude? 
Changing  workplace  values 
mean  employees  care  for 
more  than  just  job  security, 
says  Rav  Marcv,  Interim's 


ceo.  "They  want  to  be  mea- 
sured by  their  contributions, 
not  their  tenure,"  he  says, 
based  on  the  poll  results  and 
interviews  with  laid-off  work- 
ers. Marcy  adds  that  the  ro- 
bust labor  market  also  helps 
ease  the  pain  of  a  layoff.  "But 
the  values  change  was  tak- 
ing place  anyway,"  he  says. 
Although  some  academic 
research  shows  that 
downsized  workers 
earn  9%  less  in 
newfound  full-time 
jobs — or  even 
leave  the  job 
market  altogeth- 
er— money  isn't 
what  matters 
most  for  these 
folks.  Despite 
the  trauma  of 
losing  work,  Marcy  says  the 
chance  for  personal  growth 
and  job  satisfaction  consis- 
tently outrank  salary  con- 
cerns when  wage-earners  are 
asked  about  life  after  getting 
the  pink  slip. 


IN  DONALD 
WE  TRUST 


WELCOME  ABOARD  THE  S.  S. 

Plastic.  As  Walt  Disney  inau- 
gurates its  cruise-ship  oper- 
ation in  April,  it's  also  floating 
a  new  way  for  vacationers  to 
spend  more  money  at  Disney 
registers. 

The  bait?  Disney  is  issuing 
vacationers  a 
special  charge 
card  for  trips 
on  its  new 
cruise  ship, 
Disney  Magic, 
and  its  Or- 
lando theme 
parks.  The 
card  also  acts  as  a  key  card 
for  Disney  hotel  rooms  and 
ship  staterooms  and  is  issued 
along  with  special  luggage 
tags.  After  visitors  land  in  Or- 
lando, Disney  will  speed  their 


AHOY:  Magic- 


bags  to  the  hotel  or  the 
which    sails  from 
Canaveral,  and  arrange 
special  ground  transport, 
or  Dad  never 
have  to  lug  a 
bag  after  leav- 
ing  home  or 
hail  a  cab.  The 
baggage-han- 
dling system,  a  DUCK:  B 
first    for  the 
cruise  industry,  required 
proval  from  the  Federal  A 
tion  Administration  and) 
airlines  flying  into  Orland 
There's  a  catch,  tho 
The  charge  card  is  good 
at   Disney  stores.  Dis 
hopes  the  typical  famil; 
four,  which  spends  $4,500| 
a  seven-day  land/sea  vacal 
will  like  the  card  and  ta$ 
much  that  they  won't 
tempted  to  visit  non-Di 
attractions  in  Orlando, 
could  make  this  one 
smart  card.     Dennis  Bl 


THE  BIG  PICTURE 


THE  INVESTMENT  SMORGASBORD 

As  Americans  have  grown  more  sophisticated  about  in- 
vesting, they've  secured  more  options  for  their  401  (k)  ai 
other  pension  dollars.  Actively  managed  domestic  grow 
funds  are  the  options  offered  most  often  by  employers. 


AVERAGE  NUMBER  OF 
7  DEFINED-CONTRIBUTION  - 
INVESTMENT  OPTIONS 


SURVEY  OF  455  EMPLOYERS 


91     '92     '93     '94     '95  '96 
DATA:  WILLIAM  M.  MERCER  INC. 


FOOTNOTES  Those  who  fear  deregulation  will  hike  electric  rates:  62%;  in  states  that  deregged,  first-year  rate  cut:  10%  to  15 
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DATA:  MAKOVSKY  { j 


You  pack  a  lot  into  your  day  So  we  pack  a  lot  of 


'         •  /  helpful  ideas  into  every  Mercury  Like  Sables  60/40 

split-fold  rear  seat  and  available  front  flip-fold  center 
console  They  give  you  extra  flexibility  carrying  pas- 
sengers and  gear  At  Mercury  we  design  cars  to  keep 
up  with  your  busy  schedule  Maybe  that  schedule 
should  include  a  test  drive  Call  1  800  446-8888  or 
visit  www.mercuryvehicles.com 
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IS  BILL  GATES  JUST 

DOING  WHAT  HE  SHOULD?  

In  a  few  years,  the  PC,  television, 
telephone,  and  radio  will  be  combined 
into  one  unit  that  might  be  called  an 
Information  &  Communications  Device 
(ICD).  With  a  click  of  a  button,  we  will 
be  able  to  surf  the  Web,  watch  cable 
tv,  or  listen  to  a  radio  broadcast  from 
halfway  around  the  globe.  With  another 
click,  we  will  be  able  to  get  E-mail,  talk 
to  our  friends  across  the  country,  and 
send  images  along  with  our  voices. 
From  the  same  icd,  we  will  be  able  to 
do  our  banking,  purchase  items,  and  run 
businesses  from  our  homes. 

All  these  things  can  be  done  now, 
but  it  takes  many  different  software 
packages  to  do  so.  It  is  only  natural 


BusinessWeek 


BASHING  THE  WINNER 

"The  guiding  principle 
of  capitalism  is  to 
dominate  your 
marketplace.  But  if 
you  succeed  in  doing 
that,  it  appears, 
you  lose" 


that  Microsoft  Corp.  and  its  competi- 
tors would  seek  to  develop  integrated 
software  that  can  carry  out  all  of  these 
functions.  Consumers  want  the  simplic- 
ity that  is  offered  by  combining  soft- 
ware functions  that  logically  belong  to- 
gether. Microsoft  is  attempting  to  meet 
this  need  by  combining  the  Net  brows- 
er with  Windows  ("Microsoft's  Future," 
Cover  Story,  Jan.  19).  This  is  just  one 
small  step  in  the  natural  evolution  of 
the  icd. 

The  Justice  Dept.  action  is  prema- 
ture. If  successful,  it  would  create  a 
major  barrier  to  the  integration  of  in- 
formation and  communication  technolo- 
gies. This  will  have  a  negative  effect 
on  their  growth  far  beyond  the  effect  on 
Microsoft. 

James  J.  Higgins 
Manhattan,  Kan. 


Sometimes,  you  just  can't  wi 
guiding  principle  of  capitalisn 
dominate  your  marketplace.  But 
succeed  in  doing  that,  it  appeal 
lose.  Microsoft's  domination 
computer-software  industry  is 
accident.  They  have  delivered  pi 
that  their  customers  want  and 
The  wild  success  of  the  Window: 
ating  system  means  that  cons 
now  have  fewer  compatibility  pr 
than  they  did  five  years  ago.  V 
we  continue  to  penalize  (and  der 
corporations  that  become  the  do 
player  in  their  marketplace? 

Jeff  Wass 
'I 

Bill  Gates's  detractors  cannot 
the  case  that  Microsoft  is  abus 
market  power  eitl 
gouge  on  prices  or  p 
ferior  products,  so  tr. 
arguing  that  Gat 
building  a  monopi 
technology  that  will 
innovation  in  the  In 
tion  Age. 

It  is  a  tenuous 
ment.  While  the  U. 
twentysomething-y( 
techno-entrepreneui 
Marc  Andreessen  ai 
venture  capitalists  like  John  Doei 
are  eager  to  back  them,  Microsc 
not  cause  innovation  to  decliri 
thereby  "threaten  the  entire  ent 
neurial  culture  of  America,"  as  yc 
itorial  noted  ("Microsoft:  What's  re 
stake,"  Jan.  19).  On  the  contrary, 
soft's  success  has  not  only  stimul 
host  of  entrepreneurs  who  want 
the  next  Bill  Gates  but  has  alsi 
gered  a  flood  of  venture  capital  t 
their  technology  startups. 

Bill  B*; 
1) 

Center  for  Entrepreneurial  S 
Babson  C 
Wellesley, 

I  thought  you  put  together 
tertaining  piece.  One  thing  it 
cover  is  that,  as  popular  as  it  is 
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ECTIONS  &  CLARIFICATIONS 

arish?  Not  our  pros,"  (Global  Fore- 
I  Where  to  Invest,  Dec.  29),  three  of 
ecasters'  predictions  for  the  Frank- 
x  stock  index  were  misprinted.  The 
forecasts  are  as  follows:  Sheila  H. 
Fiduciary  Trust  Co.  Intl..  4700; 
an  L.  Auerbach,  Auerbach  Grayson  & 
.00;  and  Edward  Yardeni.  Deutsche 
i  Grenfell,  3300. 

ig  picture"  (Up  Front,  Jan.  19)  gave 
jng  source  for  a  survey  on  percep- 
if  management.  It  is  International 
Research. 


bash  Microsoft  and  its  growing 
:e,  its  success  is  not  totally  its 
lot  of  other  very  powerful  corn- 
had  to  screw  up  big-time  be- 
crosoft  could  become  so  preem- 
Lotus  Development  Corp.  got 
with  1-2-3.  WordPerfect  had  to 
brain  aneurysm.  Ashton-Tate 
mploded,  and  Apple  Computer 
ell,  they  just  had  to  keep  doing 
.pple  does  best:  screw  up.  The 
Dept.  can't  protect  the  Ameri- 
)lic  from  stupid  companies  that 
i  entire  industry  over  to  a  corn- 
Bill  Gates's  sanctimonious  re- 
notwithstanding,  it's  not  his 

Paul  Chato 
Toronto 

|  thanks  to  Robert  Kuttner  in 
ates,  robber  baron"  (Economic 
nt,  Jan.  19)  for  debunking  Micro- 
)ecious  claims  of  innocent  entre- 
•ial  zeal  in  attempting  to  corner 
•  piece  of  the  PC  market, 
rs  are  a  hot  topic  now  because 
srnet  is  perceived  as  an  oppor- 
br  business  growth,  not  because 
5  inherently  different  from  other 
ions.  In  fact,  they  are  no  more 
sntally  linked  to  the  function  of  a 
sr's  operating  system  than  soft- 
)r  word  processing  or  modem 
lication. 

aps  the  telephone  system  could 
picture  of  the  future  of  the  PC. 
a  decidedly  high-tech  business 
gan  as  a  monopoly  but  is  now 
by  numerous  separate  compa- 
in  though  it  physically  connects 
every  home  and  business  in  the 
.  Maybe  it's  time  to  end  vertical 
tion.  Let  Mr.  Gates  keep  his 
)nopoly  in  PC  operating  systems 
uire  divestiture  of  all  the  appli- 
software,  network  services,  "con- 
oviders,"  and  other  businesses 
h  Microsoft  now  dabbles.  And  if 
es  wants  to  know  how  to  "do  his 
improve  Windows,  he  can  focus 


on  making  it  smaller,  simpler,  cheaper, 
more  efficient,  and  error-free. 

Robert  C.  Wells 
Versar  Inc. 
Lombard,  111. 

A  MIXED  BAG 

AT  THE  POST  OFFICE  

Reports  by  the  U.  S.  Postal  Service 
of  producing  a  "profit"  of  $1.26  billion  in 
1997  ("The  Post  Office  delivers  a  banner 
year,"  News:  Analysis  &  Commentary, 


Jan.  19)  need  to  be  taken  with  several 
grains  of  salt. 

The  usps  is  a  government  agency, 
not  a  "for  real"  business.  It  enjoys  bil- 
lions in  taxpayer  subsidies.  Not  only 
does  it  receive  appropriated  tax  dollars 
for  operations,  but  it  is  exempt  from 
all  sorts  of  taxes  (income,  sales,  proper- 
ty, etc.)  that  real  businesses  pay. 

If  the  usps  were  a  true  public  ser- 
vice, it  should  be  planning  to  use  its 
$1.26  billion  cash  surplus  to  reduce 
postage  rates  after  paying  off  its  long- 


That  Williams  network  wants  you  to  know  that 

short  constrictors  get  no  respect  in  nature, 
and  short  networks  get  no  respect  in  business. 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.willtales.com,  01  c  all  1-800-W1LLIAMS,  and  find  out  who's  king  of  the  telecom  jungle 


'.'1998  The  Williams  Companies,  Inc 
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Estimated  IBM  authwiffidrtjjeller  price  Actual  reseller  prices  may  vary  Monitor  not  included  'Estimated  IBM  authorized  reseller  price.  Actual  re^eii-r  i '  •:>•'  may -wry  $af-,ri  moil*-!  includes  I6h  MHr  Pentium  pm'.-j'r.of  win  MM/  Kxhnolrjgy  2  5GB  HDD  ifiMB  SDRAM  memory.  Monj 
fieasirtfiS  ^Coprocessor  internal  clack  speed,  not  application  performance.  Many  tac'ors  attect  application  performance  GB  =  1  billion  bytes  when  referring  to  hard  drive  capacity,  accessible  capacity  may  be  less  All  PCs  referenced  m  this  ad  ship  with  an  operating  sysl 
Solbhons  lor  asmafl  planet  ate  trademarks  o!  International-Business  Machines  Corporation  in  the  United  States  and/or  other  countries  The  Intel  Inside  logo.' Pentium  and  MMx  are  trademarks  or  registered  trademarks  of  Intel  Corporation  Microsoft  and  Windows  are  registered  I 


t  In  designing  the  new  IBM  PC  300C1..  we  started  from  the  bottom  line  up.  Our  goal: 


make  our  new  prices  as  appealing  as  the  new  technology  inside.  \nd  at  the  same  time. 


continue  to  provide  smart  leatures  thai  ran  sa\e  \ou  e\en  more  money  down  the  line. 


For  starters,  we  huill  in  powerful  new  Intel  Pentium  11  processors,  and  plenty  of  expand- 


WE    LEARNED   THE   VALUE   OF  COMPETITIVE 
PRICING    FROM   THE    REAL  WORLD. 


ability.  (Want  full  specs?  Just  give  us  a  ring.)  Our  designers  also  gave  high  priority  to  tin' 


value  ol  your  time.  IBM  s  new  push  technoiogv  lets  you  remotely  access  and  configure 


svstems.  even  when  the\  re  turned  oil.  allowing  unattended  system  configuration  and 


management.  And  our  Smart  Reaction  security  system 


pentium'JI  '  a"  n,>'!>  detect  unforeseen  drive  failure  before  it  might 
occur,  hacking  up  the  hard  drive  to  a  server  to  keep  your  users  up  and 


INTRODUCING  I  III  M  \\        l'i  ;nin,| 


►  Intel  233  MHz'  Pentium  II  processor 

►  AGP  graphics 

►  2  5GB"'  SMART  hard  drive 

►  16MB  SDRAM  memory 

►  Windows"' 95  pieinstalled 

$1,349 

WITH  1 N  II'  I  PENTII  M  II 
PRl  ii  l  SSi  IP 

Older  models  using  Pentium  processors 
with  MMX-"  technology  start  at 


$889 


running,  factor  in  the  mone)  you  could  save  on  our  new  IBM  P< !  300GL. 
and  you  ma\  want  to  gi\e  n>  a  call  at  1  800  1BM-7255,  ext.  1-657,  or  drop  by 
www.ibm.com/pc/us/desktop/pc300gl.html.  And  check  out  the  PCs  that 


help  you  manage  vour  business  a>  well  a~  vour  budget. 


Solutions  for  ;i  small  planel 


Spectrum  Income  Fund: 

A  DIVERSIFIED  APPROACH 
TO  HIGHER  INCOME 


T.  Rowe  Price  Spectrum  Income  Fund— 
6.03%        a  complete  portfolio  in  one  easy  step.  This 
Current  diversified  portfolio  of  mutual  funds  is  well  struc- 

30-day  yield         tured  to  provide  an  attractive  level  of  income  for  long- 
as  of  12/21/97       term  investors.  It  invests  in  up  to  nine  T.  Rowe  Price 
mutual  funds  chosen  for  their  return  potential  and  for 
the  way  they  perform  relative  to  one  another.  In  one  step,  you  benefit  from 
a  diversified  portfolio  that  pursues  high,  steady  income  with  reduced  risk. 
Yield  and  share  price  will  fluctuate  as  interest  rates  change.  $2,500 
minimum  ($1,000  for  IRAs).  No  sales  charges. 


Call  24  hours  for  a  free  report  and  prospectus 

1-800-541-8475 

www.  troweprice.com 


Invest  Willi  Confidence 

T.RoweRice 


13.25%  9.23%  and  10.40%  arc  the  l-year,  5-year,  and  since  inception  (6/29/90)  average  annual  total 
returns.  respectiveK.  for  the  periods  ended  W.iO/T  Figures  include  changes  in  principal  value,  reinvested  dividends,  and 
capital  gain  distributions.  Head  the  prospectus  carefully  before  investing.  Past  performance  cannot  guarantee  future  results. 
T.  Rowe  Price  Investment  Services,  Inc..  Distributor.  SP1039957 


Child-proof  caps  protect 
those  who  can't  read. 

Medicine  labels  protect 
those  who  can. 


Me 

Tata 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know. 
It's  the  first  step  to  getting  better. 


A  message  from  the 
Council  on  Family  Health 

A  public  service  by  the  manufacturers  of  medicine 


Readers  Report 


term  debt.  But  no,  it's  about  to  u^i 
monopoly  power  to  raise  rates  agEi, 

Carl  (jop 

Fund  for  Stockowners  Rky 
Washiroo' 

THOSE  HOTMAIL  SUBSCRIBERS 
COULD  BE  HALF  A  WORLD  AWAY 

After  reading  about  Microsoft's) 
ing  Hotmail  Corp.  ("  'It's  about  caf 
ing  eyeballs,' "  News:  Analysis  & 
mentary,  Jan.  19),  I  was  struck  bj$ 
number  of  my  friends  in  India  whi'ij 
Hotmail  subscribers.  Does  Micrfe 
know  where  Hotmail's  subscriber^] 
geographically?  Are  U.  S.-based  aoe: 
tisers  being  taken  in  by  a  total 
scriber  base  without  knowing  wh<jif 
the  captured  eyeballs  have  the 
tiser's  products  in  their  sights? 

Ranjit  ^ 
New 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Wi 
Daily  Briefing,  and  six  years  of  BW  archives  a; 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4* 
and  mention  BusinessWeek. 


inaVen 

Shopping  for  computer  equipment?  Visit  Maven.i 
online  Computer  Buying  Guide,  for  continuous 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 


HOW  TO  REACH  BUSINESSWEEK 


LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  ai 
evening  phone  numbers.  We  reserve  the  right  to  ed 
letters  for  clarity  and  space  and  to  use  them  in  all 
electronic  and  print  editions. 
Maif  Business  Week,  1221  Avenue  of  the  Americas 
39th  floor,  New  York.  NY  10020 
Fax:  (212)  512-6458 
Internet:  bwreader@mgh.com 
America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscription 
renewals,  changes  or  problems,  and  single  copies. 
Phone:  (800)  635-1200  or  (609)  426-7500 
Fax:  (609)  426-7623. 
Internet:  bwhelp@mcgraw-hill  com 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  500)  contai 
(609)  426-5494 

Before  quoting  or  reusing  editorial  material 
Phone:  (212)  512-4801 
Fax:  (212)  512-4938 


°Tr>UV<    West  LB  opens  Dubai  office     [  ^ w 
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Many  of  the 
biggest  names  in  business 
{     are  growing  bigger 
I  in  Dubai. 


ce 


opens  PH60  mn  showro    ,  comr  '°v  ir 


teg1"1' 

showro  uomr'oxin  Dut 
■  \ 


Join  them. 
And  hit  the  headlines. 


To  find  out  how  your  company  can  profit  from  doing  business 


To  find  out  how  your  company  can  profit  from  doing  business 
in  one  of  the  world's  most  dynamic  commercial  centres, 
fax  this  coupon  to  (215)  751  9551  or  (310)  752  4444. 

NAME  

TITLE  

COMPANY  

U  ADDRESS  


TEL 


GOVERNMENT  OF  DUBAI 
Department  of  Tourism  and 
Commerce  Marketing 


East  and  Central  USA:  8  Penn  Center,  Philadelphia  PA  19103,  USA.  Tel:  (215)  751  97511.  Fax:  (215)  751  9551. 

Wfsf  Coast:  901  Wilshire  Boulevard,  Santa  Monica,  California,  CA  90401,  USA.  Tel:  (310)  752  4488.  Fax:  (310)  752  4444 
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More,  Better,  Faster: 

The  GAB  Robins  Solution 


INSURANCE  SERVICES  PROVIDER  GAB  ROBINS  INVESTS 
TO  FEED  INFORMATION-HUNGRY  CUSTOMERS 


or  insurers  and  corporate  risk  managers  with  claims  to 
process,  nothing  matters  more  than  information.  It  has  to  be 
quick,  accurate,  and  intelligent.  Janet  Turoff,  senior  vice- 
president  and  CIO  at  GAB  Robins,  talks  about  how  this 
insurance  services  provider  invested  $40  million  to  create  the  most 
sophisticated  reporting  systems  in  the  industry  for  its  clients. 


O:  How  are  the  needs  of  your  customers 
changing  today? 

A:  There  is  a  phenomenal  rush  toward 
more  timely,  integrated  information. 
Customers  don't  want  isolated  reports. 
What  corporate  risk  managers  and  insur- 
ers want  is  an  integrated  view  of  informa- 
tion which  covers  the  first  report  of  the 
injury  or  loss  all  the  way  through  the 
adjustment  of  the  claim  to  the  MlS-gen- 
erated  analysis  and  reports. 

O:  How  has  GAB  Robins  evolved  to  meet 
those  needs? 

A:  Historically,  our  mainframe  systems 
made  it  difficult  to  react  quickly  and  flex- 
ibly to  customer  needs.  Over  the  past  few 
years  GAB  Robins  has  invested  over  $40 
million  to  completely  overhaul  our  tech- 
nology infrastructure.  We  made  this  sub- 
stantial Financial  commitment  because 
we  realized  that  we  are  not  just  in  the 
insurance  services  business,  we  are  in  the 
information  business  as  well.  That  under- 
standing is  what  differentiates  us  from 
our  competition. 


O:  How  does  that  concept  trans- 
late into  customer  services? 

A:Today  we  can  tailor  our  cus- 
tomer's unique  information 
gathering  requirements  quickly 
and  seamlessly  through  our 
client/server-based  ACIS  ™ 
(Automated  Claims  Information 
System)  core  claims  processing 
system.  We  can  provide  informa- 
tion-based reporting  back  to  our 
customer  in  whatever  format 
they  prefer  —  paper,  disk,  tape, 
or  through  an  online  facility. 

We  have  customers  with  tens  of  thou- 
sands of  claims.  They  can  access  their 
claims  information  with  us  through  our 
claims  management  products  ClienTell 
(available  today  to  our  Risk  Management 
customers)  or  the  soon  to  be  released 
ClaimConnecC  product  (for  our  Insur- 
ance Company  customers).  Customers 
can  download  their  claims  information 
whenever  it  is  convenient  for  them  —  real 
time  or  scheduled  during  off  hours.  Cus- 
tomers can  use  the  built-in  reporting 


At  a  catastrophe  site,  a  CAB  Robins 
claims  adjuster  uses  an  "unteth- 
ered"  laptop  to  enter  claims  infor- 
mation. The  adjuster  can  enter 
data  and  generate  reports  with  the 
remote  computer,  and  upload  the 
information  later.  This  unique 
system  should  dramatically  speed 
up  claims  processing  foT  natural 
disasters,  when  telephone  lines 
may  not  be  readily  available. 


facilities  of  these  tools  or  their 
reporting  tools. 

We  also  have  customer  based  advi 
councils  and  focus  groups  who  provi 
constant  feedback  loop  on  our  tools 
services  so  that  we  know  we  are  foci  I 
on  building  our  information-based  t 
to  meet  their  needs. 

O:  Impressive!  What  kind  of  technol| 
do  you  have  in  place  that  enables 
to  provide  information  so  flexibly? 

A:  We  have  two  very  strong  ve 
relationships  —  with  Hewlett  Pac 
and  Oracle.  We  partnered  with 
technical  lab  staff  and  the  Cupert: 
California-based   senior  managerrJl 
teams  of  both  HP  and  Oracle  to  tl 
us  build  a  scalable  system  that  w> 
perform  as  we  need  it 
As  a  result,  we  were  the 
in  the  country  with 
implementation  of 
Oracle    Parallel  Se 
(OPS)  technology  in  a  lit 
volume  production  e 
ronment.  OPS  is  a 
technology  option 
allows  multiple  compu 
to  access  the  same  datal 
with     improved  per 
mance  and  reliability.  T 
technology  provided 
with  the  boost  we  needed  to  accomi 
date  our  growing  online  population. 

Today  we  can  handle  850  concur: 
users  on  our  systems  and  we  can  ea 
grow  to  1,500  concurrent  users  w| 
the  same  performance.  This  move 
client/server  also  allowed  us  to  maxi 
our  infrastructure  into  the  latest  Ufg 
WAN,  and  desktop  environments 
provides  us  with  the  ability  to  qui 
adapt  to  changing  business  needs 
introduce  new  products. 

O:  Were  there  other  benefits  from  t 
substantial  technology  investment? 

A:  Absolutely!  This  platform  will  allows 
to  be  completely  Year  2000  compliant 
our  core  claims  processing  systems. 


Janet  Turoff,  senior 
vice-president  and 
CIO,  CAB  Robins 
North  America,  Inc. 


Clara  Van  Hast,  a  New  York-based  wri 
reports  frequently  on  insurance  and  r, 
management. 
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EMERGENCY  PROCEDURE 


IF  BACKSTRAIN 
OCCURS; 


MAKE  SURE  YOUR 
CLAI MS  ADMIN  I STRATOR 

HAS  EASY-TO-ACCESS 
I N FORMATION  SYSTEMS, 


GAB 


GAB  Robins  doesn't  just  utilize  the  most  innovative  technology 
infrastructure,  we  create  it.  ACIS;  our  Automated  Claims  Information 
System,  provides  timely  and  easy-to-access  information  through  our 
ClienTeir  query  and  reporting  tool.  And  with  other  integrated  database 
tools,  we  can  assess,  plan  and  monitor  medical  care  from  first  report 
of  injury  through  return  to  work.  Questions?  answers@gabrobins.com 


©1997  GAB  Robins  North  America,  Inc. 
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Books 


PILLAR  OF  FIRE 

America  in  the  King  Years,  1963-65 

By  Taylor  Branch 

Simon  &  Schuster  •  746pp  •  $30 


MARTIN  LUTHER  KING 
AT  THE  CROSSROADS 


At  the  conclusion  of  Parting  the  Wa- 
ters, his  Pulitzer-prize  winning  1988 
book  about  Martin  Luther  King  Jr.  and 
the  civil-rights  movement,  Taylor 
Branch  offered  some  somber  reflections. 
By  the  end  of  1963,  King  had  traveled  a 
tortuous  path  from  the  obscurity  of  his 
Montgomery  (Ala.)  church  to  worldwide 
fame.  The  lunch-counter  sit-ins,  the 
Freedom  Rides  that  sought  to  integrate 
interstate  bus  travel,  police  violence  in 
Birmingham,  the  March  on  Washington, 
and  the  murder  of  John  F.  Kennedy 
were  in  the  past.  Ahead  lay  a  widening 
struggle,  said  Branch:  "Nonviolence  had 
come  over  him  for  a  purpose  that  far 
transcended  segregation.  Having  lifted 
him  up  among  rulers,  it  would  drive 
him  back  down  to  die  among  garbage 
workers  in  Memphis.  King  had  crossed 
over  as  a  patriarch  like  Moses  into  a 
land  less  bounded  by  race.  To  keep  go- 
ing, he  became  a  pillar  of  fire." 

That  phrase — a  reference  to  the  flame 
that,  in  the  Book  of  Exodus,  guides  the 
Israelites  from  Egypt — is  now  the  title 
of  a  second,  painstakingly  researched 
and  broadly  focused  volume  in  what 
Branch  projects  as  a  trilogy.  Judging 
only  by  the  two  published  works, 
Branch  has  already  written  an  indis- 
pensable account  not  just  of  King  but  of 
the  events  that  he  shaped  and  was 
shaped  by. 

Pillar  of  Fire  is  not  light  reading.  Its 
complex,  often-ugly  story  is  also  com- 
pelling and  ultimately  inspiring.  Over 
600,  fact-filled  pages  (plus  91  pages  of 
notes)  are  devoted  to  only  three  years, 
1963-65,  the  crest  of  the  civil-rights 
movement  in  the  South.  Branch  knits 
together  a  staggering  range  of  events 
and  themes:  the  explosive  Freedom 
Summer  in  Mississippi;  political  twists 
and  turns  in  Washington;  the  expand- 
ing Vietnam  war;  the  rise  and  fall  of 
Malcolm  X;  and  King's  frequent  doubts 
and  uncertainty  about  what  to  do  next. 


p 

P. 


The  story  retains  its  power  to  shock. 
Branch  describes,  for  example,  the  un- 
remitting brutality  of  local  sheriffs  in 
Mississippi,  Alabama,  and  Florida. 
Blacks  and  their  white  supporters  were 
repeatedly  clubbed  and  jailed,  their 
houses,  stores,  churches,  and  synagogues 
bombed  and  burned.  The  Mississippi 
Freedom  Summer  of  1964 — during 
which  hundreds  of  students  poured  into 
the  state  to  take  part  in  voter-registra- 
tion drives — reached  a  horrendous  cli- 
max when  three  young  men,  one  local 
black  and  two  white  North- 
ern volunteers,  were  mur- 
dered. This  violence  went 
on  year  after  year,  even  af- 
ter Congress  passed  the 
Civil  Rights  Act  of  1964. 
The  FBI  calculated  that  over 
a  five-year  period  in  south- 
west Mississippi,  the  Ku 
Klux  Klan  committed  9 
murders,  75  church  burn- 
ings, and  at  least  300  bomb- 
ings and  assaults. 

Almost  equally  shocking 
was  the  stubborn  short-sightedness  of 
white  leaders  who  gave  police  and  vigi- 
lantes free  rein.  Gradually,  these  leaders, 
including  businesspeople  woiried  about 
economic  damage  to  their  communities, 
came  to  see  that  allowing  black  chil- 
dren to  be  beaten  while  the  national 
press  looked  on  was  self-defeating. 

More  upsetting  personally  are  the 
book's  appalling  quotes  from  FBI  tapes  of 
King  taking  part  in  sexual  liaisons  in 
various  hotel  rooms.  That  such  tapes 
existed  is  known  to  many,  but  seeing 
the  obscene  words  in  cold  print  dismays 
and  saddens. 

Then  there's  the  sordid  story  behind 
these  tapes.  Over  many  years,  the  FBI 
wiretapped  King's  home  and  office 
phones  and  put  bugs  in  his  hotel  rooms. 
It  was  all  part  of  a  merciless  campaign 
against  King  waged  by  FBI  Director  J. 


TAYLOR  BRANCH 

*uli»r  ot  /M/c/'AG  rur.  itsim-.  «„„^  .■r.i,,.  1'ul 
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Edgar  Hoover.  The  FBI  const£;lv 
sought  to  undermine  King  with  ip. 
pollers,  deny  him  awards  and  honcry 
degrees,  and  even  sabotage  an  audii&i 
with  Pope  Paul  VI.  Its  vendetta  cini-i 
nated  in  a  package  of  tapes  and  den 
material,  together  with  an  "anonyms 
letter  urging  King  to  commit  suilei 
that  was  sent  to  reporters,  political  rjii 
religious  leaders,  and  King  himself 

From  this  tumultuous  backgro  ti 
King  emerges  as  a  heroic  but  de  M 
human  figure,  struggling  freque.h 
with  depression,  even  despair.  He  or, 
the  loyalty  of  many  but  faced  opposoi 
at  every  turn,  including  within  (it 
movement.  Roy  Wilkins,  head  ofhn 
naacp,  for  example,  favored  attaciu 
racial  discrimination  in  the  courts  ntti 
disliked  sit-ins  and  demonstrate; 
which  he  felt  yielded  few  results  rail 
angered  potential  white  allies.  On! 
left,  King  faced  hostile  fire  from! 
more  radical  Student  Nonviolent  Or 
dinating  Committee. 

King  knew  he  could  o 
avoid  hard  decisions.!] 
recognized,  for  exame 
that  most  Americans  teieo 
to  see  racial  discriminfo 
as  synonymous  with  So 
em  segregation — sometn 
fewer  and  fewer  pe 
were  inclined  to  supj:* 
King  knew  these  werei 
the  only  issues:  As  earl; 
1964,  he  was  convinced  a 
he    must  venture 
Northern  cities  and  tako 
the  thornier  matters  of  discriminaticiE 
jobs  and  housing.  The  risks,  he  kite 
were  great. 

But  doubts  and  womes  did  not 
King  from  his  course.  Committed 
courageous,  he  drew  strength  froirii 
conviction  that  nonviolent  resist; 
would  overcome  both  hatred  and  ifl 
ference.  As  the  book  closes,  King  3 
Selma,  preparing  to  lead  the  marcj 
Montgomery  that  would  confront  (i 
ernor  George  Wallace.  King  has  tl 
more  years  to  live,  during  whicl 
stands,  in  Branch's  words,  "at  Cans 
edge."  That,  we  are  told,  will  be  th 
tie  of  the  third  and  final  volume  of 
magisterial  work. 

BY  JACK  PATTER 

Patterson  covered  the  civil-rii 
movement  as  business  week's  Atk 
bureau  chief. 


BRANCH  RECOUNTS  A  VAST  RANGE  OF  EVENTS 
SURROUNDING  THE  CIVIL  RIGHTS  STRUGGLE 
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A  World  Of  Free  Travel 
Now  Comes  With  A  Rare  Offer. 


Double  Points  Until  March  31.  s^™* 

Hilton  and  you'll  discover  that  the  world  is  not  only  your  oyster,  it's  yours  free.  Now  Hilton 
HHonors*  members,  who  stay  at  a  business  rate  between  January  5  and  March  31  and 
Double  Dip9  to  earn  both  airline  miles  and  hotel  points,  will  also  earn  double  HHonors  Base 
points  for  the  same  qualifying  stay.  Points  you  can  redeem  for  free  nights  at  more  than 
400  Hilton,  Conrad  International  and  Vista  hotels  around  the  world.  If  you're  not  already  an 
HHonors  member,  enroll  today.  For  reservations,  call  your  professional  travel  agent.  You 
can  also  make  reservations  or  enroll  online  at  www.hilton.com  or  by  calling  1-800-HILTONS. 

Membership,  earning  and  redemption  of  points  are  subject  to  HHonors  terms  and  conditions.  Normal  rules  for  earning  HHonors  points 
and  miles  apply.  Refer  to  your  Hilton  HHonors  program  membership  materials  for  rate  and  other  restrictions.  ©1998  Hilton  Hotels. 


HILTON 

HHONORS 

WORLDWIDE 


He  spoke  English. 
Shejpoke  Japanese. 

But  the  connection 

was  perfectly  clear. 


That's  the  power  of 
technology  behind  48% 
of  all  international  calls. 

Ericsson  technology  brings  the  world  a  little  bit  closer  every 
day.  Our  digital  switching  system  is  the  world's  most  success- 
ful with  128  million  lines  installed  in  122  countries.  Nearly 
50%  ot  all  international  calls  are  handled  through  it,  as  are 
20%  of  all  local  calls.  The  same  switching  technology  forms 
the  platform  for  our  mobile  telephone  systems,  which  carry 
40%  of  all  wireless  calls  around  the  world. 

With  100,000  Ericsson  employees  developing  solutions 
in  1 30  countries,  we  are  taily  a  world  leader  in  telecommuni- 
cations. For  further  proof,  just  notice  how  clear  your  next 
overseas  connection  is  -  in  any  language. 

That's  the  power  of  Ericsson. 

ERICSSON  ^ 

[-800431-2345    hctp://www.encsson.com/US    NASDAQ:  ERICY 


Books 


THE  BUSINESS  WEEK  BEST-SELLER  LIST 


HARDCOVER  BUSINESS  BOOKS 


1  THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  PhD, 
and  William  D.  Danko,  PhD  (Longstreet  Press  •  $22)  The 
penny-pinchers  shall  inherit  the  earth. 

2  THE  DILBERT  FUTURE  by  Scott  Adams  (HarperBusiness  • 
$25)  Prognostication  from  the  prolific  cartoonist. 

3  BUFFETTOLOGY  by  Mary  Buffett  and  David  Clark  (Scribner  • 
$27.50)  An  ex-daughter-in-law's  take  on  Buffett's 
techniques. 

4  DIE  BROKE  by  Stephen  M.  Pollan  and  Mark  Levme  (Harper- 
Business  •  $25)  Forget  about  the  will — and  the  conventional 
wisdom,  says  a  financial  adviser. 

5  SUCCESS  IS  A  CHOICE  by  Rick  Pitino  with  Bill  Reynolds 
(Broadway  •  $25)  Coach  says  work  harder,  harder! 

6  MAKING  THE  MOST  OF  YOUR  MONEY  by  Jane  Bryant  Quinn 
(Simon  &  Schuster  •  $30)  An  updated  edition  of  the 
columnist's  1991  guide. 

7  THE  CIRCLE  OF  INNOVATION  by  Tom  Peters  (Knopf  •  $30) 
"Create  waves  of  lust, "  says  business  writing's  No.  1 
cheerleader. 

8  F.I. A. S. CO.  by  Frank  Partnoy  (Norton  •  $25)  An  ex-sales- 
man's charges  against  Morgan  Stanley. 

9  POUR  YOUR  HEART  INTO  IT  by  Howard  Schultz  and  Don 
Jones  Yang  (Hyperion  •  $24.95)  At  Starbucks,  the  chief's 
cup  runneth  over. 

10  LOUIS  RUKEYSER'S  BOOK  OF  LISTS  by  Louis  Rukeyser 
(Holt  •  $25)  Diverse  data  and  opinion  on  the  markets  and 
the  world  of  money. 

11  WALL  STREET  MONEY  MACHINE  by  Wade  B.  Cook 
(Lighthouse  Publishing  •  $24.95)  A  former  cab  driver's 
formulas  for  striking  it  rich. 

12  TRUMP  by  Donald  J.  Trump  with  Kate  Bohner  (Times  • 
$25.95)  New  York's  most  self-infatuated  blonde  returns  to 
the  dictaphone. 

13  INSIDE  INTEL  by  Tim  Jackson  (Dutton  •  $24.95)  A  through- 
the-keyhole  view  of  the  chipmaker  and  its  hard-driving  boss. 

14  THE  LEADERSHIP  ENGINE  by  Noel  M.  Tichy  with  Eh  Cohen 
(HarperBusiness  •  $26)  Building  leadership  at  the  top  and 
throughout  the  ranks. 

15  STOCK  MARKET  MIRACLES  by  Wade  B.  Cook  (Lighthouse 
Publishing  •  $24.95)  Investing  fundamentals — and  infomer- 
cials  for  the  author's  many  wares. 


PAPERBACK  BUSINESS  BOOKS 


1  THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $12)  Habitually  popular. 

2  THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  To 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 

3  THE  DILBERT  PRINCIPLE  by  Scott  Adams  (HarperBusines; 
$11.95)  The  revenge  of  the  cubicle  dwellers. 

4  DOGBERT'S  TOP  SECRET  MANAGEMENT  HANDBOOK  by 

Scott  Adams  (HarperBusiness  •  $]  1.95)  Obedience  trainir 
and  other  dogma. 

5  BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $14)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

6  THE  1998  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

7  J.K.  LASSER'S  YOUR  INCOME  TAX  1998  by  the  J.K.  Lass 
Institute  (Macmillan  •  $14.95)  Time  to  fire  up  the  calcula, 

8  INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Bool<! 
$19.95)  From  stocks  to  small  business — with  cartoons,  to 

9  THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTANDS 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan 
Siegel  (Fireside  •  $13.95)  Concise  explanations  enriched 
with  graphics. 

10  YOUR  MONEY  OR  YOUR  LIFE  by  Joe  Dominguez  and  Vicki 
Robin  (Penguin  •  $11.95)  To  achieve  financial  indepen- 
dence, restructure  your  life. 

11  GET  A  FINANCIAL  LIFE  by  Beth  Koblmer  (Fireside  •  $11) 
Hey,  Gen-Xers — mutual  funds  and  mortgages  can  be  fun! 

12  PERSONAL  FINANCE  FOR  DUMMIES  by  Eric  Tyson  (IDG  1 
Books*  $19.95)  Lighthearted  primer. 

13  1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson  (Wo 
man  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 

14  THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard  PhD 
and  Spencer  Johnson  M.D.  (Berkley  •  $10.95)  Three  man- 
agement techniques,  conveyed  in  brief  story  form. 

15  GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin  •  $11.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economi 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  rep 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  December. 

Reviews  and  more  are  available  on  AOKKeyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


"BEFORE    YOU    PROCEED,    I  D    SUGGEST  A 

seatbelt...or  a  slug  of  Johnny  Walker." 
That's  Tom  Peters  proclaiming  the  death  of  the  organization  as 
we  know  it  in  his  new  book,  The  Circle  of  Innovation.  It's  also 
not  bad  advice  for  how  to  approach  this  book,  No.  7  among 
this  month's  hardback  best-sellers.  It's  irreverent,  funny,  irri- 
tating, and  disappointing — and  it's  certainly  a  wild  ride. 

Peters  has  been  a  mainstay  of  the  management  world 
since  1982,  when  his  and  Robert  H.  Waterman  Jr.'s  In 
Search  of  Excellence  became  a  monster  hit.  Since  then,  Pe- 
ters has  forsaken  scholarly  analysis  for  a  more  emotional 
philosophy  in  which  creativity  is  king  and  organization  a  con- 
straint. He  calls  for  a  "white-collar  revolution"  of  self-motivated 


workers.  Creative  destruction  is  great,  too:  Rather  than  fq 
on  a  company's  core  beliefs,  he  encourages  "forgetti 
everything,  from  rules  to  consensus.  In  rapid-fire,  high-en 
prose,  he  describes  lots  of  folks  who  embody  his  princip 
Unfortunately,  Peters  neglects  to  show  his  now-fired-up  n 
ers  how  to  actually  effect  change.  And  some  will  find 
habit  of  spelling  out  key  words  ("Be  G-R-E-A-T")  and 
stream-of-consciousness  sentences  distracting,  if  not  coi 
scendmg.  At  least  no  one  need  be  intimidated  by  the  518-f 
tome:  Peters'  frequent  use  of  huge  display  type  makes  it  a 
E-Z  read.  As  the  book's  subtitle  says,  you  can't  shrink  your  \ 
to  greatness.  But  you  can't  just  enlarge  your  way  there,  ei$ 

BY  JENNIFER  REINGd 
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chnology  &  You 


■PHEN  H.  WILDSTROM 


PER  BOWL 
SER?  THE  WEB 


on  the  big  day 
that  the 
ology  has 
;  way  to  go 

r    years    now,  the 

rophets  of  popular  cul- 

ire  have  been  extolling 

nders  of  interactive 

)n,  which  would  give 
access  to  greatly  ex- 
multimedia  content. 

ich-talked-about  "con- 

:e"  of  tv  and  the 

Vide  Web  is  making 

rive  tv  a 

So  during 

Jowl  xxxii, 

led  to  see 

v  far  down 

i  we  are.  I 

my  Sony 

/ebrv  to  flip 

it  a  click  of 

note  be- 
nbc's 

:ast  of 

ame 

a  ^BBa 
of 

;es  of- 

ipdated  game  fare. 
IITE.  The  first  thing  I 
red  is  that  the  tech- 
still  has  a  very  long 
go.  I  was  never  able 
the  home  page  of 
iperbowl.com,  the  offi- 
;ional  Football  League 
i  by  IBM,  to  load  in  my 
But  that  wasn't  much 
.  By  the  time  Jewel 
le  National  Anthem, 
i,  which  was  supposed 
•  such  goodies  as  the 
mity  to  choose  alter- 
?amera  shots  and  hear 
rom  the  press  box  at 
ran  Stadium,  had  ap- 
ly  all  but  collapsed, 
irhen  I  tried  using  my 
er,  pages  were  taking 


10  minutes  or  more  to  appeal1. 

Content  on  the  sites  I  did 
browse  varied  widely,  nbc 
should  have  had  the  inside 
track.  But  its  online  efforts 
lagged  far  behind  CBS  Sports' 
cbs.sportsline.com  and  abc 
Sports'  corporate  sibling, 
espnet.sportszone.com.  nbc 
promises  a  new  msnbc  Sports 
site  in  time  for  spring's  Na- 
tional Basketball  Assn.  play- 
offs, but  its  Super  Bowl  effort 
was  lame. 


Long  after  the  cbs  and  espn 
sites  had  posted  details  of  the 
Green  Bay  Packers'  opening 
scoiing  chive,  msnbc  was  lead- 
ing with  a  pregame  Reuters 
story.  The  site,  which  had  lit- 
tle beyond  brief  summaries, 
continued  to  limp  badly 
throughout  the  game. 

As  the  game  wore  on, 
www.superbowl.com  worked 
faster  on  my  desktop  comput- 
er. But  the  multiple  camera 
views  turned  out  to  be  noth- 
ing more  than  postage-stamp- 
sized  stills  of  the  field  and 
were  hardly  worth  the  trou- 
ble, nbc  was  quick  to  offer 
different  replay  angles  when 
they  shed  light  on  a  play. 

One  problem  with  efforts 


to  enhance  televised  sports 
events  is  that  the  broadcasters 
already  drown  you  in  statis- 
tics, replays,  diagrams,  and 
commentaries  between  plays. 
There  just  isn't  much  for  a 
Web  site  to  add,  though  espn's 
Java-based  GameCaster  of- 
fered the  hard-core  fan  the 
best  and  timeliest  data  dur- 
ing the  game,  with  statistics 
and  charts  that  nearly  kept 
up  with  scoring  drives  and 
other  live  action. 

Perhaps  the  biggest  prob- 
lem is  that  while  I  browsed 
Web  sites,  I  wasn't  watching 
the  game.  Unlike  most  recent 
Super  Bowls,  this  game  was 
more  exciting  than  anything 
on  the  Web,  or  even  the  fate 
of  the  Budweiser  frogs. 
FUTURE  SPEED.  A  few  online 
features  gave  a  glimpse  of 
where  the  technology  could 
lead.  AudioNet  (www.au- 
dionet.com)  offered 
play-by-plays  in  a 
variety  of  lan- 
guages, though 
both  the  French 
and  German  broad- 
casts failed  (and 
none  worked  on 
WebTV).  Someday, 
very  high-speed 
Net  connections 
will  replace  the 
static  alternative 
camera  shots 
on  the  nfl 
site  with  full- 
screen video. 
But  once  that  happens,  view- 
ers are  likely  to  discover  why 
directors  get  paid  so  much  to 
pick  the  best  shot. 

After  the  game,  the  Web 
presented  a  flood  of  statistics, 
summaries,  and  analyses  in 
video,  audio,  and  text.  Witliin 
minutes  of  the  Denver  Bron- 
cos' dramatic  victory  over 
Green  Bay,  you  could  find  the 
information  you  once  couldn't 
get  until  the  next  morning's 
paper,  if  then.  TV  still  does  a 
much  better  job  than  the  Web 
in  conveying  events  as  they 
happen.  What  today's  Web 
does  best  is  coming  in  after 
the  fact  with  fast,  in-depth  in- 
formation that  fills  in  the 
blanks. 


BULLETIN  BOARD 


STORAGE 
UNLIMITED  SPACE  FOR  PEANUTS 

The  plunging  cost  of  disk 
drives  has  hit  removable  stor- 
age. The  newest,  and  cheap- 
est, entrant  is  the  SparQ  1.0 
drive  for  Windows  from 
SyQuest  Technology  (512-226- 
4000).  It's  $199  with  one  1 
gigabyte  cartridge.  Additional 
cartridges  are  $40  each  or 
three  for  $100.  It  comes  in 
two  versions:  an  external  unit 
that  connects  through  the 
printer  port  or  an  internal  one 
that  can  share  a  cable  con- 
nection with  the  existing  hard 
drive.  The  drive's  essentially 
unlimited  capacity  would  be 
handy  for  such  disk-intensive 
work  as  digital  sound,  video, 
or  image  editing. 

PRINTERS 
WHO  NEEDS  COLOR  LASERS? 

A  good  thing  has  gotten  bet- 
ter with  the  release  of  the 
Phaser  360  work-group  color 
printer  from  Tektronix  SyQuest 
Technology  (800-835-6100  or 
503-682-7377).  Like  its  pre- 
decessor, the  Phaser  350,  the 
360  turns  out  vibrant  color 
pages  using  handy  crayon- 
like solid  ink  sticks,  and  free 
black  ink  keeps  the  per-page 
cost  low.  The  360,  which  pro- 
vides sharper  images,  retails 
for  $3,695.  The  350  now  has 
a  reduced  price  of  $2,495. 
Both  can  work  with  just  about 
any  computer  or  network  oper- 
ating system.  They  turn  out  as 
many  as  six  color  pages  per 
minute  and  are  both  cheaper 
and  easier  to  maintain  than 
color  laser  printers. 


0UESTI0NS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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ET'S  FACE  IT,  MANAGING  YOUR 
NFORMATION  ISN'T  A  MATTER 
iF  LIFE  OR  DEATH -IT'S  FAR 


10RE  IMPORTANT  THAN  THAT 


■  DAYS  OF  "I'LL  GET  BACK  TO  YOU"  ARE  OVER.  Dead.  Gone.  Finished.  Goodbye.  Your 
tomers  don't  have  the  time.  Your  colleagues  don't  have  the  patience.  Your  bosses  don't 
<e  the  bandwidth.  So  how  can  you  be  certain  you're  putting  the  most  up-to-the-minute 
irmation  into  people's  hands,  when  your  company  is  churning  it  out  faster  than  you  can  say 
word  "helpdesk"?  You  bring  in  Lotus  Notes. 

ORMATION  IS  NOW  EASIER  TO  FIND  AND  EASIER  TO  USE.  This  latest  release,  Notes  4  6, 
kes  it  even  easier  for  everyone  to  find  and  work  with  the  information  they  need:  e-mail, 
lointments,  stock  prices  straight  from  the  Internet,  customer  addresses,  team  discussions, 
sentations.  You  name  it,  if  your  users  want  it,  they  can  get  ahold  of  it  right  from  Notes. 

I  when  it  comes  to  sharing  work  across  departments  and  offices,  users  can  quickly  forward 
)  pages  to  colleagues,  turn  e-mail  into  meeting  invitations,  and  even  use  their  favorite  word 
cessor  as  their  e-mail  editor. 

Designed  to  help  you  profit  from  the  Web  more  effectively  than  ever,  Lotus 
isiness  Notes  4.6  will  remove  the  barriers  that  separate  your  colleagues,  suppliers  and 
;tomers  from  what  they  need.  It's  time  to  conquer  that  mountain  of  information,  instead 
jetting  buried  underneath  it  -  visit  www.lotus.com/worktheweb  for  a  free  trial.  Or  call 
at  1  800  872-3387,  ext.  D488,  and  we'll  send  you  more  details. 


NOTES 


E  MAIL 

CALENDARING  &  GROUP 
SCHEDULING 

SECURE  DOCUMENT 
MANAGEMENT 

INTRANET  APPLICATIONS 

NEW  10  4J 

INTEGRATION  WITH 
LOTUS  SMARTSUITE" 
&  MICROSOFT  OFFICE* 

P0P3  SUPPORT 

INTERNET  EXPLORER* 
INTEGRATION 


Lotus. 


Working  Together' 


,000  tciui  Business  Partners  EM  Mm  Notes  solutions  tot  you  Mm.  In  Canada,  call  1 800  GO  LOTUS  @1W  lotus  FJerelopmenl  Corporation,  W  Cambridge  Cartway,  Cambridge.  MA  0214?  Ml  ngtits  tmmt  Loins,  Loins  Notes,  lotus  SmartSuile  and  Working  Together  aie  registered  trademarks  jnd 
r  Web  is  a  trademark  ol  Lotus  Oevelopmenl  Corp  Trie  e  business  logo  is  a  trademark  ot  International  Business  Machines  Corpnralion  *AII  other  tompani  and/or  pioducl  names  are  registered  liademarks  or  trademarks  oltheir  respective  companies 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


GLOBALISM  DOESN'T  HAVE 
TO  BE  CRUEL 


BIG  STAKE: 

BP  believes 
that  a 

concentrated 
effort  to 
improve  the 
communities 
in  which  it 
does  business 
helps  its 
bottom  line 


Jeffrey  E  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former 
investment  banker,  he  was  Under 
Secretary  of  Commerce  for  Interna- 
tional Trade  in  the  first  Clinton  Admin- 
istration (jeffrey.garten@yale  edu). 


In  the  twilight  of  the  20th  century,  making- 
globalization  work  humanely  is  quickly 
becoming  the  dominant  issue  of  our  time. 
From  Boston  to  Bangkok,  trade,  investment, 
and  information  technology  are  exploding 
across  borders  and  overwhelming  govern- 
ments' ability  to  provide  social  safety  nets 
and  public  services  to  cushion  the  impact  on 
people.  A  political  backlash  is  building  in  Asia, 
Europe,  and  Latin  America.  It  could  even 
happen  in  the  U.  S.,  once  the  current  eco- 
nomic expansion  comes  to  its  inevitable  end. 
Although  international  corporations  cannot 
shoulder  all  the  responsibility,  no  challenge 
is  more  central  to  global  management  than 
finding  a  balance  between  the  relentless  pres- 
sure for  short-term  profits  and  broader  social 
responsibilities. 

What's  a  chief  executive  to  do?  To  what  de- 
gree should  companies  take  on  the  responsi- 
bility heretofore  shouldered  by  governments? 
To  what  degree  can  they?  One  chief  execu- 
tive, John  Browne  of  British  Petroleum  Co., 
has  a  clear  philosophy  and  strategy.  Browne 
believes  that  for  bp  to  thrive,  so  must  the 
communities  in  which  it  does  business.  To 
make  that  happen,  Browne  has  insisted  that 
the  economic  and  social  health  of  the  villages, 
towns,  and  cities  in  which  bp  does  business  be 
a  matter  of  central  concern  to  the  company's 
board  of  directors.  He  has  also  made  social  in- 
vestment for  the  long  term  an  important  vari- 
able in  compensating  bp  employees  around 
the  world. 

ambitious  goals.  What  to  do  and  how  to  do 

it  is  left  to  local  bp  business  units.  But  regu- 
lar reviews  of  their  activities  are  held  by  re- 
gional executives.  In  such  areas  as  job  train- 
ing for  local  employees  and  building  schools, 
ambitious  goals  are  set,  and  performance  is 
measured  against  them.  Involved  in  the 
process  along  with  bp  employees  and  board 
directors  are  local  residents  whose  views  are 
regularly  surveyed. 

bp's  community  investments  are  extensive. 
In  Vietnam,  the  company  is  providing  com- 
puter-based technology  to  control  the  damage 
from  recurrent  flooding.  In  Turkey,  bp  re- 
cently financed  the  replanting  of  a  forest 
around  the  Black  Sea  that  had  been  destroyed 
by  fire.  In  Zambia,  it  has  supplied  200  solar- 
powered  refrigerators  to  help  doctors  store 
antimalaria  vaccines.  In  South  Africa,  it  has 
supported  the  development  of  small  business 
in  urban  areas  such  as  Soweto.  In  Colombia, 


it  is  turning  its  own  waste  material  i 
bricks  for  local  homebuilding. 

In  addition,  accidents  in  the  workpfc 
noxious  emissions,  and  oil  spills  are  subjec 
monitoring  and  quantification.  Ernst  &  Yoi 
verifies  company  recordkeeping.  There  is  < 
stant  pressure  to  eliminate  accidents. 
NOT  CHARITY.  So  far,  the  strategy  has 
impaired  bp's  bottom  line.  To  the  contri 
"These  efforts  have  nothing  to  do  with  ch 
ty,"  says  Browne,  "and  everything  to  do 
our  long-term  self-interest.  I  see  no  tr 
off  between  the  short  term  and  the  1 
Twenty  years  is  just  80  quarters.  And 
shareholders  want  performance  today,  £ 
tomorrow,  and  the  day  after." 

So  far,  they've  gotten  it.  Since  the  enc 
1992,  if  an  investor  bought  bp  stock  and  n 
vested  the  dividends,  he  or  she  would  h; 
earned  a  33%  annual  return,  outstripping! 
over  50%  the  comparable  returns  thrown 
by  the  Dow  Jones  industrial  average, 
Standard  &  Poor's  500-stock  index,  or 
s&p  Energy  Composite.  In  the  past  five  yi 
the  company's  market  capitalization  has 
panded  nearly  fourfold,  to  $77  billion.  Mi 
while,  profits  have  climbed  nearly  fivefold) 
$4.7  billion.  In  the  past  year,  bp's  return 
capital  invested  exceeded  that  of  all  o$ 
major  energy  companies. 

Despite  Browne's  success  in  balancing 
immediate  needs  of  his  shareholders  wl 
broader  social  responsibilities,  he  treads  ci- 
tiously.  "We  have  to  be  acutely  conscious! 
our  limitations.  Companies  can't  substit 
for  governments."  Tine  enough.  Even  if  g 
ernments  shrink,  they  will  have  to  beco 
more  effective  in  addressing  everything  fr 
financial  regulation  to  health  care.  But  glc 
companies  do  have  a  great  stake  in  soi 
stability  and  economic  progress,  and  as  g 
ernments  recede,  they  will  have  to  fill  rrr 
more  of  the  void. 

( 'nrpnrations  would  do  well  to  take  a  | 
out  of  Browne's  playbook:  think  long-te) 
invest  heavily  in  the  communities  that  you 
business  in,  be  obsessive  about  achieving  p 
its,  and  fully  integrate  social  responsibi 
into  your  policies  on  governance  and  © 
pensation.  The  big  question  is  whetl 
Browne  is  part  of  the  vanguard  of  a  n 
breed  of  corporate  leadership  or  just  an 
mil-able  exception.  The  answer  could  help 
termine  the  magnitude  of  the  backlash  agaift 
globalization. 
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NOW  YOU  CAN  BUY  A  LEXUS  FOR 
THE   PRICE  OF  AN   ORDINARY  CAR. 


Why  settle  for  a  new  car  that's  merely,  well,  a  car,  when  you  could  easily  own  a 
Certified  Pre-Owned  Lexus?  Each  qualified  vehicle  conies  with  a  Customer  Care 
Package  including  a  rigorous  128-point  inspection  and  a  six-year 17 0,000-mile 
warranty  (from  original  date  of  purchase)''  And  since  we  were  ranked  #/  name- 
plate  for  Vehicle  Dependability  by  f.D.  Power  and  Associates  for  the  third  rear  in 
a  row;"'  you  can  feel  assured  that  pre-owned  simply  means  pre-depreciated.  For 
more  details,  see  your  Lexus  dealer.  It's  the  only 
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www.lexuscpo.com 


©1997  Lexus,  \  Hit  ision  Of  Toyota  Motor  Sales.  US.  4..  inc.  Lexus  reminds  you  to  wear  seatbeUs,  set  are  children  in  rear  seat  and  obey  till  speed  Ian*.  'See  your  participating  Lexus  dealer 
for  complete  details  on  the  Lexus  Certified  Pre  Owned  Customei  Cure  Package  including  limned  warranty,  "/ft  Power  and  Associates  1997  Vehicle  Dependability  Stud}  "  uf 1992  model-year  vehicle: 

at  fue  tears  .»/  mi  nerslup.  Studs  based  on  a  total  of 20.555  consumer  response,.  Award  bused  on  K.S  3110.  LS  400  uad  SC  3IIO/40II. 


Economic  Trends 


BY  GENE  KORETZ  

WILL  ASIAN 
CAPITAL  GO  HOME? 

It's  unlikely  in  1998,  says  an  expert 

Sparked  first  by  Japan's  economic 
woes  and  then  by  the  wider  Asian 
crisis,  a  tidal  wave  of  foreign  capital 
has  flowed  into  U.  S.  government  secu- 
rities in  recent  years,  helping  to  push 
bond  yields  below  6%  in  the  face  of  a 
strong  U.  S.  economy.  Now,  fears  are 
growing  that  U.  S.  financial  markets 
could  be  rocked  by  an  exodus  of  capital 
out  of  Treasuries  and  back  to  Asia  to 
prop  up  ailing  banks. 

Economist  Gerard  MacDonnell  of  The 
Bank  Credit  Analyst  thinks  such  fears 
are  exaggerated.  "Economic  logic,"  he 
says,  "argues  against  repatriation  of 

STRONG  OVERSEAS  DEMAND 
FOR  U.S.  TREASURIES 
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Asian  capital  anytime  soon."  Achieving 
recovery  in  ailing  Asian  nations  depends 
on  their  running  trade  surpluses,  and 
that  implies  that  rising  Asian  export 
earnings  will  be  available  for  recycling 
into  U.  S.  Treasuries. 

MacDonnell  notes  this  wasn't  true 
earlier  in  the  decade.  Despite  national 
savings  rates  running  at  a  huge  30%  to 
40%  of  gross  domestic  product  and 
hefty  exports,  most  East  Asian  nations 
were  actually  investing  more  than  they 
saved.  Foreign  loans  filled  the  gap,  pay- 
ing for  huge  imports  of  investment 
goods  that  pushed  their  overall  trade 
balances  into  deficit.  The  upshot  was 
overcapacity,  falling  profits,  and,  most 
recently,  the  bursting  of  the  invest- 
ment bubbles,  with  painful  effects  on 
capital  flows,  exchange  rates,  and  eco- 
nomic activity. 

Now,  as  Asian  trade  balances  shift 
into  surplus  and  domestic  investment 
slows,  says  MacDonnell,  national  sav- 
ings rates  are  set  to  move  even  higher. 
After  all,  he  notes,  fiscal  policy  is  being 


tightened  in  most  Asian  nations  and 
consumers  who  have  been  traumatized 
by  plunging  stock  markets  and  weaken- 
ing employment  will  inevitably  spend 
less  and  save  more. 

At  the  least,  MacDonnell  estimates 
that  Asia's  savings  in  excess  of  invest- 
ment needs  will  rise  by  about  $65  billion 
this  year.  And  if  private  investment  de- 
clines significantly — as  it  did  in  Japan 
when  that  nation's  investment  bubble 
burst  in  the  early  1990s — he  figures  the 
increase  in  surplus  savings  could  be  as 
much  as  $160  billion,  providing  ample 
support  for  U.  S.  bonds. 

"The  powerful  combination  of  growing 
trade  surpluses,  rising  savings,  and 
sharply  slowing  investment,"  says  Mac- 
Donnell, "implies  that  Asia  will  be  a  big 
exporter  of  surplus  capital  in  1998." 


TAKING  STOCK 
OF  THE  '90s 

Americans  see  patchy  progress 

To  hear  many  economists  and  politi- 
cians tell  it,  the  U.  S.  economy  is  in 
better  shape  than  ever — a  view  that 
seems  confirmed  by  record  levels  of 
consumer  optimism.  But  a  new  Con- 
ference Board  survey  of  5,000  house- 
holds across  the  nation  suggests  that 
many  Americans  aren't  so  sure. 

Asked  to  compare  the  present  with 
the  recession  year  of  1990,  respondents 
were  generally  more  positive  than  they 
were  a  few  years  ago  when  a  similar 
survey  was  conducted.  Still,  less  than  a 
majority  of  those  queried  (45%)  said 
their  own  families  were  better  off,  and 
a  sizable  21%  said  they  were  worse 
off.  Furthermore,  24%  felt  that  the  av- 
erage American  was  worse  off,  and 
30%  said  the  economy  was  worse. 
Only    17%    of  ' 


BETTER  OFF  NOW 
THAN  IN  1990? 

PERCENT  OF  FAMILIES  REPLYING 
YES  IN  REFERENCE  TO 


THEIR  OWN  FAMILY 


respondents  felt 
the  middle  class 
was  doing  better, 
and  just  20%  and 
9%,  respectively, 
saw  improvement 
among  the  elderly 
and  poor.  Some 
37%  of  households 
felt  that  young 
adults  were  actu- 
ally worse  off  than 
they  were  seven 
years  ago. 

Of  a  dozen  cat- 
egories in  the  sur- 
vey, only  two  drew  agreement  from  a 
majority  of  Americans  that  things  were 
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better:  Some  53%  of  respondents !aS 
women  were  doing  better,  and  no'sfc 
than  77%  felt  that  high-income  Itii- 
lies  were  ahead  of  the  game. 
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A  PAYOFF  FROM 
FAILED  TAKEOVEI 

Sometimes  they  wake  up  manalr 


The  prevailing  wisdom  is  that 
agers  who  successfully  r| 
takeover  bids  often  act  out  of  se| 
terest  rather  than  the  interests  of  s' 
holders.  Indeed,  studies  of  takeove 
recent  decades  have  found  that 
prices  of  targets  usually  appreciatl 
30%  to  40%  by  the  time  a  deal  is  d 
but  that  such  acquisition  premiums  ft 
if  a  bid  is  terminated  and  then  &t 
pear  entirely  within  a  few  years 

According  to  Assem  Safieddin 
Michigan  State  University  and  S| 
dan  Titman  of  the  University  of  T( 
however,  some  resistant  manager^ 
tually  perform  quite  well  for  J 
shareholders  after  a  takeover 
Their  analysis  of  573  failed  takeo 
from  1982  to  1991  indicates  that  a 
to  distinguishing  the  good  perforij 
from  the  bad  is  how  much  de 
takeover  target  assumes  in  its  ef] 
to  frustrate  a  bid. 

In  general,  report  the  two  econo: 
targets  of  hostile  takeover  attempt; 
crease  their  debt  levels  far  more 
their  counterparts  in  friendly  bids 
ally  promising  to  use  the  funds  eitlii 
buy  back  stock  or  improve  operat 
This  tactic  not  only  helps  to  derail 
takeover  but  also  seems  to  provii 
guide  to  how  serious  cun-ent  man 
ment  is  about  improving  performar 
While  all  targets  of  failed  aequisit 
suffer  price  drops  when  a  bid  is  te 
nated,  the  researchers  found  that  t 
that  take  on  more  than  the  me 
amount  of  debt  tend  to  implement 
structuring  measures  to  increase  thi 
ficiency  and  focus  of  their  operations 
a  result,  their  stocks  do  well  in  su 
quent  years — recovering  the  full  acq 
tion  premiums  they  enjoyed  when  t 
companies  were  in  play.  By  conti 
those  targets  that  increased  their  le 
age  the  least  tend  either  to  lag  be 
the  pack  until  they  are  eventually 
quired  or  to  continue  to  perform  b; 

In  sum,  for  many  managers,  a 
tile  takeover  bid  acts  as  a  waki 
call  to  get  their  acts  together, 
their  willingness  to  take  on  heavy  \ 
is  often  an  early  sign  of  the  dept 
their  commitment. 
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;ht  labor  markets  could 
t  the  squeeze  on  bottom  lines 

ig  wage  and  benefit  costs  will  make  profits  harder  to  come  by 


S.  ECONOMY 


IS  ARE  DRIVING 
R  COSTS  HIGHER 

PRIVATE  INDUSTRY 


If  you're  looking  for  reasons 
to  worry  about  profits  in  1998, 
syond  the  Asian  crisis  to  the  consequences  of 
ight  U.  S.  labor  markets.  Labor  costs  jumped 
I  at  the  end  of  1997,  and  further  acceleration, 
would  put  the  squeeze  on  profit  margins  in  1998, 
ut  assured. 

troublesome  news  from  labor  costs  couldn't 
it  a  worse  time  for  many  corporations.  First  of 
ipanies  are  still  finding  it  difficult  to  raise  prices, 
made  even  harder  by  the  disinflationary  winds 
g  out  of  Asia.  Second,  productivity  growth  in 
ill  not  match  the  speedup  in  labor  costs.  Also, 
)blem  is  not  just  wages.  The  pace  of  benefits  is 
eking  up.  And  finally,  given  that  the  economy 
aw  at  some  point  this  year,  top-line  revenue 
i  may  suffer  in  the  second  half. 

The  bearer  of  these  bad 
tidings  was  the  Labor  Dept.'s 
employment  cost  index  (eci), 
which  measures  wages, 
salaries,  and  benefits  and  is 
generally  accepted  as  the  best 
available  reading  of  labor  costs. 
The  fourth-quarter  eci  for 
civilian  workers  jumped  1% 
from  the  third  quarter,  the 
largest  quarterly  rise  in  five 
years.  The  index  for  the  pri- 
ictor,  a  truer  reflection  of  labor-market  pressures, 
an  even  steeper  1.2%,  and  the  yearly  pace  picked 
siderably,  led  by  faster  wage  growth  (chart). 
Durse,  the  flip  side  of  higher  labor  costs  is  more 
power  for  consumers,  especially  with  inflation  so 
lat's  the  chief  reason  why  consumers  stayed  up- 
i  January  and  why  strong  domestic  demand  is 
y  manufacturers  to  weather  the  fallout  from 
because  of  the  recent  ups  and  downs  in  aircraft 
,  new  factory  bookings  for  durable  goods  fell 
n  December,  but  they  had  leaped  5.1%  in  No- 
t*.  Excluding  aircraft,  December  orders  rose  0.9%. 

IG  HIKE  IN  THE  ECI  surprised  Wall  Street,  es- 
i  the  bond  market,  which  sold  off  out  of  fear  that 
labor  costs  could  reawaken  inflation  worries  that 
sen  all  but  put  to  rest  by  the  Asian  crisis.  The 
:  least  removed  any  expectation  that  the  Feder- 
erve  might  cut  interest  rates  anytime  soon. 
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The  stock  market,  enamored  of  good  fourth-quarter 
earnings  reports,  was  unfazed  by  the  ECI  report,  but 
perhaps  investors  should  take  another  look  at  the 
trends.  In  the  private  sector,  overall  compensation  in- 
creased 3.4%  from  a  year  ago,  the  fastest  annual  clip  in 
four  years.  Faster  wage  growth  is  driving  that  accel- 
eration. Wages  and  salaries  are  up  3.9%  from  a  year 
ago,  the  largest  yearly  increase  in  seven  years.  And 
benefits,  lifted  in  the  fourth  quarter  by  bonuses  and 
costs  related  to  faster  pay  growth,  were  up  2.3%  on  the 
year.  They  haven't  risen  that  fast  in  2lA  years. 

The  problem  for  profits  is 
that  the  wage-driven  accelera- 
tion in  overall  compensation 
will  continue  in  1998,  as  labor 
markets  remain  tight.  The 
fourth-quarter  pickup  is  evi- 
dence that  joblessness,  now 
ensconced  well  under  5%,  is 
below  the  level  that  causes 
compensation  to  speed  up. 
And  wages  will  continue  to 
grow  at  a  progressively  faster 
pace  until  the  jobless  rate  rises  to  a  level  that  halts 
that  acceleration. 

Stellar  productivity  growth  in  1997  of  nearly  2% 
prevented  unit  labor  costs  from  speeding  up  last  year, 
allowing  good  profit  gains  amid  weak  pricing  power.  But 
in  1998,  even  2%  productivity  growth  may  not  be  suf- 
ficient to  prevent  a  speedup  in  unit  labor  costs.  And  if 
productivity  slows,  as  many  economists  expect,  the 
unit  cost  pressures  will  be  even  greater. 

THE  SERVICE  SECTOR,  where  75%  of  all  private- 
sector  workers  are  employed,  is  where  the  real  trouble 
with  labor  costs  is  brewing.  The  eci  report  showed  a 
steep  acceleration  in  service-industry  labor  costs,  while 
costs  among  goods  producers  remained  tame  (chart). 

Compensation  in  services  last  quarter  shot  up  1.5% 
from  the  third  quarter,  the  largest  quarterly  rise  in  nine 
years.  Sales  commissions  added  to  the  increase,  but 
the  upward  trend  is  clear.  The  pace  from  a  year  ago 
was  4%,  led  by  a  4.4%  rise  in  wages,  the  fastest  pay 
growth  in  this  seven-year  expansion.  With  a  further 
speedup  likely  in  1998,  it  is  highly  unlikely  that  service- 
sector  productivity  gains  will  be  sufficient  to  prevent 
unit  labor  costs  from  accelerating. 

So  will  service  companies  take  a  hit  on  their  bottom 
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lines,  or  will  they  cushion  the  blow  by  increasing  prices? 
Clearly,  service-sector  profits  will  suffer,  but  some  ac- 
celeration in  service  inflation  looks  likely.  That's  be- 
cause services  are  far  less  exposed  to  the  impact  of  the 
strong  dollar  and  foreign  competition  than  goods  pro- 
ducers are.  So  services  are  the  most  likely  businesses  to 
have  success  in  lifting  prices  in  1998. 

For  all  companies,  benefits  will  be  getting  costlier  this 
year.  In  particular,  medical-care  costs  appear  ready  to 
start  pushing  up  benefits.  Cost  pressures  among  several 
health-insurance  providers  became  evident  last  year. 
And  in  December,  the  consumer  price  index  for  medical 
care  rose  0.5%,  the  largest  monthly  increase  in  three 
years.  The  prices  for  most  company  health  plans  typi- 
cally adjust  in  January,  so  first-quarter  benefit  costs 
may  show  a  further  speedup.  Moreover,  with  85%  of 
workers  now  covered  by  a  managed-care  program,  ac- 
cording to  a  Mercer/Foster  Higgins  study,  the  1990s 
trend  of  saving  money  by  switching  to  managed  care  is 
now  all  but  played  out. 

THE  CROWTH  IN  LABOR  COSTS  should  make  a 

dent  in  profit  margins  fairly  quickly  this  year.  But  over- 
all earnings  growth  should  benefit  a  while  longer  from 
the  strength  of  domestic  demand,  buoyed  by  low  inter- 
est rates,  healthy  job  markets,  and  upbeat  consumers. 

Households  remained  optimistic  in  January,  mainly 
reflecting  excellent  job  and  income  prospects.  The  Con- 
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ference  Board's  index  of  consumer  confidence  sli] 
to  127.3  in  January,  from  a  revised  136.2  in  Decen 
but  December's  reading  had  been  a  28-year  high 
January  index  is  still  quite  lofty  by  historical  stand 
(chart),  and  happy  consumers  are  spending,  ljr  Red 
Research  said  that  retail  sales  in  the  first  three  wee] 
January  were  up  a  steep  1.8%  from  December's  aveis 

Spending  will  also  get  a 
boost  from  mortgage  refinanc- 
ings. The  Mortgage  Bankers 
Assn.'s  index  of  refi  applica- 
tions skyrocketed,  to  greater 
than  3,000,  in  the  middle  two 
weeks  of  January.  That  record 
level  is  far  higher  than  any 
point  recorded  during  the  refi 
binge  of  1993  and  1994,  when 
extra  cash  from  refis  added  bil- 
lions of  dollars  to  consumer 
spending.  This  year's  boost  from  refinancing  means 
last  year's  spending  spree  may  have  further  to  run 
pecially  with  household  buying  power  already  so  str 

Indeed,  rising  compensation  has  always  been  a 
ble-edged  sword  for  the  economy.  For  consumers,  fe 
paychecks  mean  increased  spending.  But  for  busin? 
es,  the  growing  tab  for  labor  means  that  squeezii 
few  cents  of  profit  from  each  revenue  buck  is  goin 
get  a  lot  harder  this  year. 
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FINGERS  ARE  CROSSED  FOR  A  SLOWDOWN 


In  mid-January,  Bank  of  Eng- 
land Governor  Eddie  George 
said  the  British  economy  needed 
to  brake  "quite  sharply  and  quite 
quickly."  Well,  based  on  the  Jan. 
23  report  on  gross  domestic  prod- 
uct, George  may  have 
gotten  his  wish. 

After  bounding 
along  at  a  four-quarter 
clip  of  3.7%,  real  GDP 
in  the  fourth  quarter 
rose  a  modest  0.5% 
from  the  third  quar- 
ter, dropping  the  year- 
ly pace  to  3.1%.  How- 
ever, the  jury  is  still 
out  on  the  case  for  a 
further  slowing  in  1998 
rate  of  about  2.5% — that  is  con- 
sistent with  no  speedup  in  infla- 
tion. But  at  the  least,  the  latest 
data  may  forestall  another  inter 
est-rate  hike  at  the  Monetary 


IS  THE  FOURTH-QUARTER 
SLOWDOWN  FOR  REAL? 
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Policy  Committee's  meeting  on 
Feb.  4-5. 

The  GDP  data  draw  a  clear  pic- 
ture of  Britain's  two-track  econo- 
my. Service-sector  output  rose  a 
strong  1%  from  the  third  quarter, 
resulting  in  a  4.4% 
pace  from  a  year  ago, 
while  manufacturing 
output  actually  fell. 
Manufacturing  is  get- 
ting hammered  by 
weak  exports,  the  vic- 
tim of  sterling's  25% 
appreciation  in  the 
past  18  months. 

Services,  fueled  by 
strong  consumer 
spending,  is  also  showing  hints  of 
slowing  clown  (chart),  though  the 
signs  are  not  conclusive.  For  ex- 
ample, retail  sales  fell  in  both  No- 
vember and  December,  perhaps 
reflecting  a  waning  of  the  con- 


sumer windfall  resulting  from  tl 
conversion  of  building  societies  if 
banks.  But  the  latest  survey  by 
the  Chambers  of  Commerce  sug 
gested  continued  service-sector 
strength  last  quarter,  with  deliv 
eries  up  vs.  the  third  quarter. 

A  lasting  slowdown  in  domest 
demand  is  what  the  central  banl 
is  looking  for  in  order  to  quell  t 
rising  wage  pressures  resulting 
from  Britain's  5%  unemploymen 
rate.  Average  hourly  pay  rose  a 
an  annual  rate  of  4.75%  in  No- 
vember, after  the  mpc  already  h 
said  that  wTage  growth  greater 
than  4.5%  was  inconsistent  with 
its  2.5%  target  for  underlying  in 
flation,  excluding  mortgage  cost! 
December's  underlying  inflation 
rate  was  2.7%.  However,  given 
the  recent  data,  the  mpc  has  rod 
to  wait  and  see  if  the  fourth-qu 
ter  turn  in  growth  is  real. 
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The  President's 
policy  initiatives 
send  a  message: 
Don't  count  me  out 

Early  on  the  morning  of  his  State 
of  the  Union  address,  Bill  Clin- 
ton met  with  his  Chief  of  Staff 
and  a  small  group  of  aides. 
Overnight,  Clinton  told  them,  he 
had  decided  to  add  two  more  goodies  to 
his  speech.  He  would  come  out  in  sup- 
port of  a  higher  minimum  wage  and  an 
extension  of  the  family  leave  law  to  in- 
clude smaller  businesses.  This  State  of 


the  Union  would  be  a  defining  moment. 
Clinton  had  to  show  Capitol  Hill,  the 
media,  Independent  Counsel  Kenneth 
W.  Stan* — and  the  public — that  he  was 
still  a  force  to  be  reckoned  with  and 
wasn't  going  down  without  a  fight. 

It's  not  likely  that  those  last-minute 
additions  made  much  difference,  but  by 
the  time  the  speech  was  over,  Clinton 
had  fired  up  his  comeback  campaign.  In 
the  74-minute  address,  he  laid  out  49 
new  initiatives.  They  ranged  from  a  call 
for  fixing  Social  Security  to  a  patient 
bill  of  rights  for  Americans  in  managed- 
care  plans  to  a  trade  pact  with  African 
nations.  The  result:  Clinton's  job-ap- 
proval ratings  soared  on  Jan.  28  to  a 
record  70%.  Bitter  Republican  foes  had 
to  admit  that  a  bravura  performance 
went  far  to  redeem  him  politically. 


Not  that  the  job  is  finished.  Ever'u 
the  President  is  clawing  his  way  bad  < 
respectability,  bis  lawyers  are  trying' 
derail  Starr's  investigation,  which  is 
ging  and  dealing  for  evidence  to  sup] 
allegations  that  Clinton  had  an  af) 
with  former  White  House  intern  Mot  < 
S.  Lewinsky  and  urged  her  to  he  ab| 
it  under  oath. 

wily  OPPONENT.  Still,  by  pushing  fai 
ly-friendly  programs,  Clinton  is  appul 
ing  to  Americans  to  stand  by  their  m 
"This  is  not  a  time  to  rest,"  he  told  < 
joint  session  of  Congress.  "It  is  a  til 
to  build,  to  build  the  America  witr 
our  reach." 

Clinton's  policy  offensive  may  p|}' 
well  with  voters.  But  in  Washingtr 
it's  unclear  how  far  his  initiatives*! 
the  possibly  compromised  President  |ii 
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now  go.  Of  critical 
importance  is  how 
Republicans  handle 
the  situation.  Their 
interests  may,  in  fact, 
be  better  served  with 
a  wounded  Democrat 
in  the  White  House 
for  the  next  three 
years  rather  than  a 
relatively  scandal- 
free  Al  Gore  who  can 
run  again  in  2000 
(page  36).  Says  one 
corporate  lobbyist 
with  close  ties  to  the 
gop:  "A  Gore  who 
is  enjoying  a  honey- 
moon with  the 
public  is  a  much 
stronger  foe  than  an 
embattled  Clinton." 

But  even  a  hob- 
bled Clinton  may  be 
a  wilier  adversary 
than  the  gop  thinks, 
especially  when  he's 
pushing  attractive 
initiatives  to  which 
Republicans  have  no 
answer.  He  stands 
a  decent  shot  at  win- 
ning new  govern- 
ment aid  for  edu- 
cation and  new 
consumer  protections 
for  patients  in  man- 
aged care.  And  Clin- 
ton could  find  strong 
bipartisan  support 
for  a  $22  billion  day- 
care proposal  that  of- 
fers tax  credits  and 
subsidies  for  working 
families.  Republicans 
don't  like  the  price 
t  they  know  a  good  issue  when 
e  one. 

President  also  showed  he's 
g  strategically  by  urging  Con- 

0  use  future  budget  surpluses  to 
ip  Social  Security.  The  tactic  es- 
y  makes  the  funds  unavailable 
publican  tax-cut  plans  but  also 

1  national  debate  on  the  retire- 
nsurance  system  that  could  de- 
tention from  his  personal  pecca- 

"If  there's  any  issue  that  will 
he  American  people  forget  Mon- 
swinsky],  this  is  it,"  says  a  top 
igton  lobbyist. 

;ss,  that  is,  the  standoff  with 
icalates.  The  Pentagon  is  hinting 
is  for  a  massive  bombing  raid 
j  within  weeks.  Even  the  Presi- 
fiercest  gop  opponents  pledge  to 


back  their  Commander-in-Chief  in  such 
an  event. 

For  now,  gop  strategists  count  on  ex- 
ploiting Clinton's  weakened  position  and 
dismiss  his  wish  list  as  resurgent  big 
government.  "Congress  will  take  the 
lead,"  vows  Senate  Majority  Leader 
Trent  Lott  (R-Miss.),  who  already  plans 
to  block  any  attempts  to  raise  the  min- 
imum wage.  Some  business  execs  agree. 
Regardless  of  how  Clinton's  legal  prob- 
lems turn  out,  "he'll  be  a  lame  duck," 
says  Michael  C.  Ruettgers,  CEO  of  emc, 
a  data-storage  company  based  in  Hop- 
kinton,  Mass. 

The  first  test  will  come  soon — as  Re- 
publicans and  Democrats  fight  over  tax- 
cut  and  spending  plans  in  the  1999  bud- 
get. A  few  weeks  ago,  the  White  House 
and  Hill  Republicans  seemed  likely  to 
split  the  difference  between  Clinton's 
$75  billion  in  new  programs  and  the 
gop's  $100  billion  in  tax  breaks,  which 
include  shrinking  the  marriage  penalty 
and  lowering  estate  taxes.  Republicans 
are  now  convinced  that  Clinton  will 
have  to  come  closer  to  their  position. 
NAGGING  FEAR.  The  new  balance  of 
power  could  have  a  huge  impact  on  the 
the  proposed  national  tobacco  settle- 
ment. The  deal  now  looks  iffy,  says  Sen- 
ate Republican  Whip  Don  Nickles  (R- 
Okla.),  because  a  growing  number  of 
legislators  are  uneasy  about  granting 
tobacco  companies  immunity  from  law- 
suits. In  the  end,  a  deal  may  come  to- 
gether. But  without  immunity,  the  price 
would  drop  and  Clinton  would  likely  be 
deprived  of  the  $65  billion  in  higher  cig- 
arette taxes  he  was  counting  on  to  fi- 
nance his  domestic  priorities. 

Also,  the  odds  that  Clinton's  plan  to 
extend  Medicare  to  early  retirees  will 
go  through  are  now  "diminished  dra- 
matically," says  National  Association  of 
Manufacturers  President  Jerry  J.  Jasi- 
nowski.  Business  lobbyists  also  doubt 
that  Clinton  will  get  his  way  on  a  mini- 
mum-wage hike.  And  U.  S.  Chamber  of 
Commerce  Vice-President  Bruce  Josten 
predicts  Clinton  won't  even  send  the 
Senate  a  measure  to  implement  the  con- 
troversial global  warming  treaty. 

There's  a  downside  for  business  from 
a  weakened  Clinton  Presidency,  too. 
Corporate  lobbyists  will  start  quaking  in 
their  Guccis  if  he  can't  win  measures 
they  want.  And  there's  a  nagging  fear 
that  a  wobbly  President  will  rattle  fi- 
nancial markets.  Lewis  Piatt,  ceo  of 
Hewlett-Packard  Co.,  says  a  scandal- 
plagued  President  hurts  business.  "It's 
distracting  and  keeps  the  country  from 
moving  ahead  on  the  real  issues." 

An  immediate  concern:  the  Adminis- 
tration's uphill  fight  for  $18  billion  for 


Now,  What  Clinton 
Can  Expect ... 


TO  WIN 


PATIENT  BILL  OF 
RIGHTS  White  House 
plan  to  rein  in  HMOs 
and  insurers  has  bipartisan  sup- 
port, but  a  final  bill  will  be 
watered  down. 

CHILD  CARE  Clinton's  $22  billion 
plan  to  help  working  parents  plays 
well  with  voters.  But  the  GOP  will 
shave  funding  and  add  money  for 
stay-at-home  moms. 

IRAQ  Republicans  will  rally  behind 
Clinton  in  a  military  showdown 
with  Saddam.  But  if  the  attack 
goes  awry,  GOP  second-guessing 
will  be  fierce. 

IMF  FUNDING  The  fear  of  global 
financial  turmoil  will  give  Clinton 
a  victory,  but  Republicans  may 
give  less  than  he  wants — with 
more  conditions. 

EDUCATION  Republicans  will 
increase  spending  for  this  popular 
Clinton  initiative  in  return  for 
school-choice  pilot  projects. 


TO  LOSE 


MEDICARE 
EXPANSION  Plan  to 
extend  Medicare  to 
early  retirees  and  middle-aged 
displaced  workers  won't  survive 
withering  GOP  attacks. 

FAST  TRACK  If  the  President 
couldn't  win  new  trade  authority 
last  fall,  he  can  forget  about  it 
now. 

TOBACCO  Without  strong  Presi- 
dential leadership,  the  contentious 
deal  is  likely  to  be  watered  down. 

MINIMUM-WAGE  HIKE  With  the 
economy  sound,  Clinton  wins  the 
"fairness"  argument,  but  Republi- 
cans will  try  to  block  an  increase 
with  delaying  tactics. 

NOMINATIONS  Many  of  the  40 
judicial  candidates  already  on  hold 
in  the  Senate,  and  several  new 
controversial  nominees,  may 
remain  in  limbo. 
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the  International  Monetaiy  Fund.  Re- 
publicans will  likely  release  $3.5  billion 
right  away  to  avoid  being  blamed  for 
another  Asian  meltdown.  "Sometimes 
fear  does  the  work  of  reason  in  a 
democracy,"  says  an  Administration  of- 
ficial. But  release  of  $14.5  billion  more 
could  be  held  up  until  recipients  open 
markets  and  revamp  financial  systems. 
Another  plank  of  Clinton's  global 


agenda  is  likely  to  suffer  from  the  new 
balance  of  power:  a  renewed  push  for 
"fast  track"  trade  authority.  Clinton 
promised  business  he  would  pursue  it 
again  after  its  congressional  defeat  last 
fall.  White  House  Chief  of  Staff  Erskine 
B.  Bowles  is  now  testing  corporate  re- 
action to  a  scaled-down  version. 

But  it  may  be  too  soon  to  conclude 
that  Clinton  will  be  crippled.  He's  dig- 


ging in  for  the  fight  of  his  lif< 
again  determined  to  prove  the  dou 
wrong  and  confound  his  enemi< 
Republicans  misread  his  weaknes 
trash  an  agenda  that  resonates  n; 
ally,  they  could  be  victims  of  this 
dal  as  well. 

By    Paula    Dwyer,  with 
McNamee,  and  Howard  Gleckma 
Washington,  and  bureau  reports 


PRESIDENT  GORE'  DOESN'T  SODND  SO  DAD  TO  BUSINESS 


Al  Gore  thought  he  had 
two  years  before  a  ver- 
dict would  come  down 
on  his  potential  as  Presi- 
dent. But  with  his  boss 
pinned  down  by  scandal,  the 
Vice-President  is  playing  an 
increasingly  public  role  as 
chief  lobbyist  for  White 
House  initiatives.  And  that's 
causing  business  leaders 
and  Washington  power  bro- 
kers to  size  Gore  up  and 
wonder  where  he  might 
lead  the  country. 

Gore  has  been  steadfast 
in  his  support  of  Bill  Clin- 
ton, and  his  staffers  bristle 
at  speculation  about  a  pre- 
mature succession.  Snaps 
Gore  Chief  of  Staff  Ronald 
A.  Klain:  "We're  just  think- 
ing about  him  continuing  to 
do  a  good  job  as  Vice-President." 

Still,  the  business  world  is  abuzz 
with  talk  of  what  a  Gore  Presidency 
might  portend.  The  picture  is  decid- 
edly mixed.  Execs  see  Gore  as  a 
savvy — if  inarticulate — technocrat 
who  has  centrist  ideas.  At  the  same 
time,  they  fret  about  his  regulatory 
zeal  and  what  some  see  as  his  radical 
environmentalism. 
A  KLUTZ?  Most  ceos  feel  that  by 
virtue  of  his  intelligence  and  wide- 
ranging  policy  clout,  Gore  may  be 
the  best-grounded  No.  2  ever.  He 
has  "spent  30  years  preparing  for 
this,"  says  Thomas  J.  Corcoran  Jr., 
ceo  of  FelCor  Suite  Hotels  Inc.  in 
Dallas.  "I  don't  think  the  country 
would  miss  a  beat." 

Critics,  however,  harp  on  Gore's 
political  klutziness  and  a  charisma 
deficit  so  obvious  the  Vice-President 
jokes  about  it.  "Clinton  has  a  re- 
markable gift  for  connecting  with 
people,"  says  one  former  senior 
White  House  official.  "Gore  lacks 


smart  technologically  and 
keyed  into  education,  whi 
is  a  big  issue  here." 

Yet  Gore  has  his  share 
of  detractors  in  the  busi- 
ness community.  Among 
Baby  Bells,  he  is  disliked 
for  his  perceived  tilt  to- 
ward long-distance  carri- 
ers. Broadcasters  still 
smart  over  the  Adminis- 
tration's push  for  TV-con 
tent  ratings  and  more 
children's  programming. 
"We're  constantly  being  i 
minded  of  our  obligations 
as  he  sees  them,  rather 
than  as  we  see  them," 
moans  one  industry  offici 
COLD  CHILLS.  Gore's 
biggest  problem  with  bus 
ness  stems  from  his  gree 


that  quality."  Adds  John  W.  Rogers 
Jr.,  president  of  Ariel  Capital  Man- 
agement Inc.,  in  Chicago:  "He  just 
doesn't  come  across  as  a  dynamic 
leader." 

Nonetheless,  Gore's  New  Demo- 
cratic leanings  are  boffo  in  the 
boardroom.  Execs  note  that  the 
Tennessean  has  pushed  for  free 
trade,  welfare  reform,  and  a  leaner 
bureaucracy.  A  determined  interna- 
tionalist, he  favors  close  economic- 
ties  with  Russia  and  China.  Finan- 
cial-services execs  are  thrilled  that 
he  argued  for  last  year's  balanced- 
budget  deal.  "Gore  is  sophisticated 
and  stable,"  says  one  Wall  Streeter. 
"He  offers  the  continuity  of  Clinton 
without  the  mess." 

Gore  the  Techie  also  gets  glowing 
reviews.  The  Veep  has  an  almost 
mystical  belief  in  the  New  Economy 
and  is  a  strong  backer  of  aid  for  new 
technologies.  Gore  has  "a  lot  of  sup- 
port in  Silicon  Valley,"  says  Eric  E. 
Schmidt,  ceo  of  Novell  Inc.  "He's 


agenda.  He  has  made  a 
crusade  of  curbing  energy  waste 
and  fighting  global  warming.  Says 
Karen  Kerrigan,  president  of  the 
Small  Business  Survival  Committe 
"Gore's  environmental  radicalism 
sends  shivers  down  our  backs." 
Auto  makers  are  still  upset  over  t 
Veep's  role  in  committing  the  U.  S 
to  a  strict  timetable  for  reducing 
greenhouse  emissions.  "You  thougl 
Mozart  heard  the  voice  of  God?" 
sniffs  Ford  ceo  Alexander  J.  Trot- 
man.  "Al  Gore  hears  the  voice  of 
God." 

The  Vice-President's  activism  am 
occasional  air  of  arrogance  undoubt 
edly  irk  some  ceos.  Indeed,  one  ou' 
side  adviser  frets  that  "he  doesn't 
listen  to  staff  because  he  thinks  he 
so  smart."  But  ultimately,  the  per- 
ception of  Gore  as  "the  un-Clinton" 
may  be  his  best  selling  point.  That'! 
especially  true  if  Al's  big  promotior 
comes  a  lot  sooner  than  expected. 

By  Lee  Walczak  and  Richard  S. 
Dunham,  with  bureau  reports 
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\  CHILD-CARE  PLAN 
IETTER.  IS  NOT!  IS  TOO! 

he  Clinton  and  Republican  solutions  compare 


,  affordable  care  for  America's 
s.  By  any  political  calculus, 
at's  not  to  love?  That's  why  day 
ided  atop  the  domestic  agenda 
d  by  President  Clinton  in  his 
f  the  Union  Address. 
3d,  child-care  advocates  gushed 
inton's  $21.5  billion,  five-year  fix, 
ncludes  subsidies  for  low-income 
5,  an  expanded  individual  tax 
and  new  tax  credits  for  busi- 
that  fund  child  care  for  employ- 
id  a  Jan.  28  Hams  poll  showed 
?o-thirds  of  Americans  familiar 
le  President's  plan  support  it. 
te  Republican  senators,  no  fools, 
roduced  a  counterproposal  that, 
ng  a  tax  credit  to  all  parents  of 
children,  is  even  more  generous, 
no  easy  win.  Congress  is  divided 
to  improve  child  care  and  even 
ther  it  needs  improving.  Here's  a 

0  then-  arguments  and  the  maze 
icting  data  behind  them: 

any  children  actually  have  some 
paid  day  care? 

>ervatives  say  it's  a  relatively 
iiimber  and  brand  the  Adminis- 
s  plan,  which  provides  aid  only 
d  day  care,  as  unfairly  narrow, 
ax  credit  discriminates  against 
■class  people  who  don't  pay  for 
re,"  says  Heritage  Foundation 

1  Robert  Rector.  He  points  to 
Bureau  data  indicating  that  in 


1994,  half  of  the  19  million  kids  aged 
five  or  younger  spent  most  of  their  time 
at  home  with  an  unemployed  mother. 
Only  26%  went  to  a  child-care  center  or 
with  some  nonparental  caregiver. 

In  truth,  though,  at  least  a  quarter  of 
stay-at-home  moms,  some  of  them  in 
school,  use  some  supplemental  care, 
even  if  for  just  a  few  hours  a  week. 
When  those  part-time  arrangements  are 
included,  45%  of  young  kids  get  regular 
care  from  a  nonrelative — and  would  be 
eligible  for  aid  under  the  Clinton  plan. 
The  Census  numbers,  moreover,  do  not 


reflect  the  fact  that  many  mothers  of 
preschool  kids  move  in  and  out  of  work. 
And  for  the  20%  of  unemployed  moms 
who  currently  receive  welfare,  reform 
will  force  many  to  move  into  the  labor 
force  and  find  day  care  within  five  years. 

Is  there  a  problem  with  day-care  quality? 

This  is  a  mushy  area.  Dozens  of  stud- 
ies, using  a  range  of  necessarily  subjec- 
tive measures  (two-year-olds  don't  an- 
swer questionnaires),   have  reached 


A  LITTLE  TLC:  conflicting  conclusions.  In 
60%  of  tots  general,  though,  quality 
get  non-  isn't  seen  as  an  urgent 

parental  care  issue  at  most  licensed 
"  centers.  The  bigger 
problem  is  with  safety  and  developmen- 
tal deficiencies  in  less  formal  in-home 
care,  especially  by  providers  who  aren't 
licensed  or  registered.  Since  such 
arrangements  are  cheaper,  they  tend  to 
be  favored  by  lower-income  families. 

It's  not  clear,  though,  that  the  Presi- 
dent's proposals  to  raise  quality — in- 
cluding provider  training  and  stricter 
state  standards — will  have  much  effect. 
Caregivers  in  most  states  already  face  a 
thicket  of  regulations.  "I'm  governed  by 
the  Health  Dept.,  Education,  the  Fire 
Marshal,  Social  Services,  and  the  food 
program,"  says  Margie  Nation,  a  home- 
based  child-care  provider  in  West  Co- 
lumbia, S.  C.  "There's  a  different  set  of 
rules  for  each  program."  And  even  well- 
trained  caregivers  make  less  than  $8 
an  hour,  so  turnover  is  high. 

Even  if  quality  is  poor,  does  that  matter? 

Perhaps  not.  A  raft  of  recent  studies 
point  to  the  importance  of  intellectual 
development  in  a  child's  first  three  years 
of  life.  Yet  the  National  Institute  of  Child 
Health  &  Human  Development  last  year 
found  only  a  small  difference  between 
developmental  skills  of  toddlers  in  good 
day  care  and  those  in  bad  settings.  And 
parents  overwhelmingly  say  they're  sat- 
isfied with  the  care  their  kids  get. 

Will  the  President's  plan  affect  whether 
and  how  people  get  child  care? 

For  parents  with  kids  already  in  paid 
care,  higher  tax  credits  will  simply  mean 
more  money  in  their  pockets,  advocates 
and  critics  agree.  But  the  credit,  com- 
bined with  incentives  for  employers  to 
subsidize  employees'  dependent  care, 
could  lure  more  stay-at-home  moms  into 
the  workforce.  Indeed, 
43%  of  people  who  need- 
ed child  care  in  the  past 
five  years  told  Harris 
they  had  turned  down  a 
job,  or  accepted  a  lesser 
one,  because  they  could 
not  find  acceptable  care. 

The  incremental  tax 
credit,  though,  would 
come  to,  at  most,  $1,500  annually — not 
enough  to  sway  most  women.  That 
means  the  proposal's  biggest  impact 
would  be  felt  in  two  other  ways:  Low-in- 
come families,  notably  welfare  recipients, 
would  get  subsidies  that  should  make 
better  care  more  affordable.  And  the  feds 
would  spend  $2  billion  to  create  new  af- 
ter-school programs.  Even  critics  ac- 
knowledge that  money  would  be  well 
spent.  Ah,  sweet  consensus. 

By  Keith  H.  Hammonds  in  New  York 


BACKUP 


The  tax  credit  could 
lure  more  stay-at-home  moms 
into  the  workforce.  But  it  will 
max  out  at  about  $1,500  a  year 
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COMMENTARY 

By  John  A.  Byrne 

POLITICAL  PLAYERS:  WHO  NEEDS  THEM  ON  THE  BOARD? 


w 


fhen  corporations 
'asked  Vernon  E. 
Jordan  Jr.  to  join 
their  boards,  it  wasn't  to 
get  his  business  expertise. 
Jordan,  formerly  president 
of  the  National  Urban 
League,  is  a  senior  partner 
at  the  Washington  law 
firm  of  Akin,  Gump, 
Strauss,  Hauer  &  Feld. 
His  forte  is  not  corporate 
finance  or  corporate  man- 
agement. But  Jordan  is  a 
man  without  peer  in  his 
specialty:  making  connec- 
tions in  Washington — even 
to  the  White  House — and 
working  behind  the  scenes 
to  make  things  happen,  all 
very  discreetly. 

Now,  though,  it  may  be  time  to 
question  the  value  of  such  a  power 
broker  on  a  company  board.  As  the 
Clinton  sex  scandal  exploded,  news 
media  everywhere  blared  the  names 
of  two  companies  of  which  Jordan  is  a 
director:  American  Express  Co.  and 
Revlon  Inc.  At  Jordan's  urging,  both 
had  been  asked  to  find  a  job  for  Moni- 
ca S.  Lewinsky,  the  President's  al- 
leged sex  partner.  Indeed,  a  govern- 
ment official  familiar  with 
Independent  Counsel  Kenneth  W. 
Stair's  case  says  it  was  the  link  to 
Revlon — where  Jordan  had  also 
helped  find  work  for  former  Clinton 
Justice  Dept.  official  Webster  Hub- 
bell — that  persuaded  Stan*  to  look 
into  how  Jordan  might  be  using  con- 
nections to  help  get  some  friends  of 
Bill  quietly  out  of  the  way. 
NO-SHOW.  For  sure,  Jordan  is  far 
from  the  only  Washington  insider  to 
sit  on  corporate  boards.  Movers  and 
shakers,  from  Gerald  Ford  to  Joseph 
A.  Califano,  dot  the  corporate  land- 
scape. But  it  may  be  wise  to  rethink 
the  value  of  these  marquee  names. 
Shareholders  don't  want  uninvolved 
directors  or  conflicts  of  interest.  If 
companies  need  doors  opened  in 
Washington,  they  can  hire  lobbyists 
that  employ  the  ex-officials.  All  board 
seats  can  then  be  reserved  for  direc- 
tors who  can  really  help  management. 

By  today's  standards  of  corporate 
governance,  the  62-year  old  Jordan  is 


BAD  CONNECTION  IN  WASHINGTON:  Jordan  meets  the  press 


both  overextended  and  conflicted.  He 
sits  on  10  corporate  boards,  from  Dow 
Jones  to  Xerox  to  Union  Carbide, 
which  meet  a  total  of  140  times  a 
year — even  though  guidelines  by  the 
National  Association  of  Corporate  Di- 
rectors recommend  that  no  fully  em- 
ployed individual  hold  more  than 
three  directorships.  And  Jordan's  law 
firm  has  been  retained  by  virtually  all 
these  companies,  raising  questions 
about  his  ability  to  be  an  independent, 
challenging  director.  The  Ameiican 
Bar  Assn.,  in  a  draft  report  last  Au- 
gust, recommended  that  lawyers  be 
discouraged  from  sitting  on  client 


Where's  Vernon? 


COMPANY 

DIRECTOR 
SINCE 

MISSED  OVER  25%  OF 
BOARD  MEETINGS 

AMERICAN  EXPRESS  1977 

1993 

BANKERS  TRUST 

1972 

1993,1994,1995, 
1996 

CALLAWAY  GOLF 

1997 

NA 

DOW  JONES 

1982 

1993,1994,1996 

J.C.  PENNEY 

1973 

NONE 

REVLON  GROUP 

1996 

NA 

RYDER  SYSTEM 

1989 

1993 

SARA  LEE 

1989 

1993 

UNION  CARBIDE 

1987 

1994 

XEROX 

1974 

1994 

boards  to  avoid  conflicts. 

Also,  Jordan  is  often  i 
sent  from  board  meeting 
For  four  straight  years, 
from  1993  to  1996^  he 
missed  more  than  a  quar, 
ter  of  his  board  sessions 
at  Bankers  Trust  New 
York  Corp.  At  Dow  Jone 
&  Co.,  he  missed  40%  of 
the  meetings  in  1996  and 
more  than  30%  in  1993 
and  1994.  Jordan's  execu 
tive  assistant  says  he  is 
"unavailable  to  comment 
So  far1,  the  Lewinsky 
embarrassment  doesn't 
seem  to  have  hurt  Jordai 
relations  with  his  boards 
Indeed,  at  American  Ex- 
press,  ceo  Harvey  Golub- 
who  says  Jordan's  attendance  has 
been  very  good — remains  effusive.  " 
we  were  fielding  a  team  of  directors 
from  scratch,  Vernon  would  be  near 
the  top  of  my  list,"  he  says.  "He  con; 
sistently  displays  uncommon  comma 
sense  and  great  wisdom."  A  spokes- 
man for  Revlon  Chair-man  Ronald  0, 
Perelman  says  the  scandal  hasn't 
changed  Perelman's  view  of  Jordan. 
"CELEBRITY."  Privately,  Jordan's  fel- 
low directors  give  him  mixed  review 
Some  praise  his  contributions,  notinj, 
he  is  "very  faithful  and  well-informe 
on  the  issues."  One  describes  him  as, 
"a  real  bulldog"  on  minority  hiring.  ! 
Others  say  he's  among  the  least  en-  ( 
gaged  directors.  "He  often  comes  lat< 
and  leaves  early  or  doesn't  attend  ati 
all,"  says  one  critic.  Shareholder- 
rights  advocates  agree.  "He  plainly 
doesn't  have  the  time  or  the  energy 
to  do  the  job  well,"  says  Robert 
Monks,  one  activist.  "He's  a  celebrit;, 
director,  and  they  tend  to  pollute  th<| 
work  of  a  good  board." 

Jordan,  who  began  joining  boards  j 
in  the  early  1970s,  may  be  part  of  a 
dying  breed.  Then,  it  was  fashionabk 
for  prominent  people  like  him  to  col- 
lect board  seats.  And  there  were  fev 
expectations  that  they  would  be  ac- 
tive and  informed.  Today,  that  kind  ( 
director  is  an  anachronism. 


Note:  1997  attendance  data  not  yet  available 

DATA:  BUSINESS  WEEK,  COMPANY  REPORTS 


Senior  Writer  Byrne  writes  about 
corporate  governance. 
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JLATIONS 


NNG  OPEN 
E  OPEN  SKIES 

rmers  aim  at  the  big  airlines'  hold  on  airports  and  fares 


shaping  up  to  be  quite  a  20th 
hday  party  for  airline  deregula- 
.  Two  decades  after  Congress  vot- 
apen  the  skies  to  greater  compe- 
the  government  is  planning  a 
2moration — new  rules  to  crack 
m  what  it  sees  as  anticompetitive 
or  by  the  major  carriers,  and  per- 
iven  passing  new 
o  protect  startup 
s. 

goals  of  the  re- 
?fforts  are  ambi- 
Break  the  strong- 
lat  major  airlines 
on  the  nation's 
t  airports,  bring 
service  to  smaller 

and  attack  al- 
y  predatory  be- 
• — such  as  when 
;ablished  carrier 
3  fares  and  adds 

on  a  route  to 
iew  airlines  from 
g  inroads.  The 
Dortation  Dept. 
;o  release  a  defin- 
)f  predatory  be- 
in  February, 

could   lead  to 

enforcement.  In 
ess,  at  least  five 
te  airline  bills  are 
ed  this  term. 
E  TACTIC."  Most- 
eregulation  has 
d:    Since  1978, 

have  dropped 
y.  But  lately,  the 
3  have  used  a 
\  economy  and 
s  about  safety  af- 
le  1996  ValuJet 
to  battle  startups 


The  solution?  "We  need  to  see  ex- 
panded competition  by  allowing  the 
smaller  airlines  to  participate  more 
freely  in  the  market,"  says  Senator  Bill 
Frist  (R-Tenn.),  sponsor  of  one  bill  to 
provide  low-rate  loans  to  carriers  that 
would  fly  to  cities  with  limited  service. 

Most  of  the  other  bills  attack  the 


PUTTING  THE  BRAKES  ON  AIRLINES 

The  Transportation  Dept.  will  soon  release  a  definition  of  predatory 
behavior  focusing  on  major  carriers'  actions  at  their  hubs  and  their 
responses  to  new  entrants. 

Congress  will  consider  at  least  five  bills  touching  on  airline  compe- 
tition. Among  the  proposals: 

►  Reclaim  slots  from  major  airlines  at  airports  in  Chicago,  New 
York,  and  Washington  and  auction  them  off  to  startup  carriers. 

►  Require  the  Transportation  Dept.  to  adjudicate  claims  of  anticom- 
petitive behavior  in  a  set  period  of  time,  possibly  as  little  as  45  days. 

►  Provide  low-interest  loans  for  any  carrier  that  agrees  to  fly  from 


legislative  and  regulatory  efforts  seri- 
ously. In  mid-January,  United  brought 
30  congressional  staffers  to  its  Illinois 
headquarters  to  lobby  them  on  the  is- 
sues. Robert  L.  Crandall,  chief  executive 
of  American  Airlines  Inc.,  warns  that 
the  proposals,  "if  adopted,  will  amount 
to  a  fairly  substantive  reregulation  of 
the  domestic  industry."  Counters  Patrick 
V.  Murphy,  a  Transportation  Dept.  offi- 
cial who  oversees  aviation  policy:  "That, 
of  course,  is  a  scare  tactic." 

The  next  move  on  airline  competi- 
tion will  be  the  dot's  release  of  its  def- 
inition of  predatory  behavior.  The  dot 
will  try  to  be  more  precise  about  when 
airlines  break  rules  by  driving  rivals 
out  of  markets  with  fare  cuts,  intimida- 
tion, discounts  for  trav- 
el agents,  or  new 
flights.  The  key  test:  Is 
a  larger  airline  deliber- 
ately sustaining  losses 
to  hull  a  rival? 

The  dot  now  has  no 
such  definition  and  has 
instead  tried  to  per- 
suade airlines  to  stop 
behavior  it  has  viewed 
as  anticompetitive.  "In 
the  past,  we've  relied 
on  jawboning,"  Murphy 
says.  In  1993,  for  ex- 
ample. Northwest  Air- 
lines pulled  back  from 
attacking  Reno  Air  af- 
ter Transportation  Sec- 
retary Federico  Pena 
stepped  in.  But  the 
government  hopes  a 
formal  policy  will  help 
them  pursue  other  cas- 
es, including  an  ongo- 
ing investigation  of 
United's  behavior  at  its 
Denver  hub.  Three 
bills  in  Congress  aim 
to  make  sure  the  dot 
decides  the  cases  with- 
in six  months. 

The  airlines  say 
predatory  practices  are 
not  feasible  in  such  a 
competitive  sector.  As 
for  the  proposed  bills, 


fiercely.  The  big   pi^es  thai :are !  deemed  underserved_.  _  they  say  reclaiming  air- 


is  have  stopped 
ting  with  each 
on  some  business  routes  and 
up  a  larger  share  of  airport  re- 
s.  At  O'Hare  Airport,  American 
nited  Airlines  now  fly  about  87% 
its,  up  from  66%  in  1986.  Business 
ire  up  38%  since  February,  1996, 
ing  to  American  Express  Travel 
id  Services.  "The  practices  have 
d  a  less  and  less  competitive  en- 
nent,"  says  Craig  E.  Belmondo, 
ent  of  Pro  Air,  a  Detroit  startup. 


DATA:  BUSINESS  WEEK 

big  airlines  more  directly.  Among  the 
proposals  are  two  bills,  by  Represen- 
tative Charles  E.  Schumer  (D-N.Y.) 
and  Senator  John  McCain  (R-Ariz.), 
that  call  for  some  takeoff  and  landing 
slots  at  four  of  the  nation's  busiest  air- 
ports— in  Chicago,  Washington,  and 
New  York — to  be  taken  from  the  ma- 
jors and  auctioned  off  to  low-fare  rivals, 
sources  say. 

The  industry  clearly  takes  the  new 


port  slots  would  force 
them  to  abandon  their 
least  profitable  routes — often  to  the 
same  cities  the  lawmakers  aim  to  help. 

But  the  government  is  unlikely  to 
back  off.  Business  is  screaming  about 
rising  fares,  and  the  data  show  that 
when  a  low-fare  carrier  enters  a  busy 
market,  rates  are  often  halved  and  flight 
frequencies  can  triple.  That's  something 
to  celebrate. 

By  David  Leonhardt  in  Chicago,  with 
bureau  reports 
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SPIN  CONTROL 


I'M  HUMBLE. 
I'M  RESPECTFUL' 

Microsoft  beta-tests  Bill  Gates  98  in  a  whirlwind  PR  tour 


■  t's  not  every  day  you  meet  the 
I  world's  richest  man.  No  wonder  May 

■  Saeteurn  and  Vicky  Hoang,  16-year- 
old  student  interns  at  the  Tech  Museum 
in  San  Jose,  Calif.,  were  excited.  They 
begged  William  H.  Gates  III  to  pose 
with  them  for  a  snapshot  during  a  Jan. 
27  reception  for  the  Microsoft  Corp. 
chairman,  one  of  the  museum's  benefac- 
tors. Afterwards,  Hoang  gushed  about 
her  encounter.  Gates  was  so  down-to- 
earth,  she  notes.  Now  she  regrets  a 
speech  she  gave  at  school  recently,  peg- 
ging Microsoft  as  a  dangerous  monopoly. 
"After  seeing  him,"  Hoang  says,  "I  take 
back  all  I  said." 

If  only  it  were  so  easy  to  sway  the 
Justice  Dept.  For  now  there's  a  cease- 
fire, but  the  battle  with  trustbusters  is 
far  from  over  (page  42).  Meanwhile, 
months  of  nasty  publicity  surrounding 
Justice's  wrangle  with  the  Redmond 
(Wash.)  giant  have  draped  the  billion- 
aire in  the  uncomfortable  cloak  of  digital 
robber  baron. 

WARM  &  FUZZY.  So,  like  that  other 
Bill — the  one  in  Washington — on  Jan. 
27,  Gates  launched  a  grand  play  for  pub- 
lic support  in  his  dark  hour.  Frustrated 
by  his  treatment  in  the  courts  and  the 
press,  Gates  set  out  to  restore  his  repu- 


tation in  an  events-packed  day  trip 
around  San  Francisco  and  Silicon  Valley. 
It  was  a  bold  foray  into  enemy  territo- 
ry— home  turf  to  such  bitter  rivals  as 
Netscape,  Sun,  and  Oracle.  But  thanks 
to  a  combination  of  good 
planning  and  goodwill, 
Gates's  whistlestop  tour 
came  off  like  the  Pope's 
recent  visit  to  Cuba. 

The  road  trip  was 
part  of  a  bigger  pr  plan. 
After  the  New  Year's 
holiday,  Gates's  lieu- 
tenants fanned  out  across 
the  country  to  spread  the 
word  that  Microsoft  rec- 
ognizes its  image  prob- 
lem— and  to  promise  a 
kinder  company  from 
now  on.  Gates  is  doing 
his  part.  Prior  to  the  Sil- 
icon Valley  swing,  he 
hosted  a  crew  from  abc 
to  tape  an  interview  with  Barbara  Wal- 
ters scheduled  to  ran  on  Jan.  30. 

In  that  and  other  appearances.  Gates 
is  seizing  every  opportunity  to  portray 
Microsoft  as  a  champion  of  the  Infor- 
mation Age  and  a  benign  advocate  for 
consumers.  On  the  27th,  the  sometimes 


NEW  CONVERT 

4  i  You  can  tell 
he's  not  in  it 
for  the  money. 
He  wants  to 
make  software 
better  If 

—  SAN  JOSE  STATE 
SENIOR  MARIA  SANSANO 


PR  MAN  BILL:  The  Microsoft  ch 
even  praised  rivals  like  Netsc 

irascible  and  frequently  sarcaic 
ceo  was  modest,  even  self-dej; 
eating.  He  went  out  of  his  wa,\ 
praise  competitors  like  Netsc;  s 
"This  was  a  very  gentle  ] 
Gates,"  said  Garth  Saloner,  a  p 
fessor  at  Stanford  Universes 
Graduate  School  of  Business  ar  j 
sometime  critic  of  Gates. 
"LOT  OF  FUN."  And  check  out  \\ 
former  Congressman  Jack  F.  Kep 
had  to  say.  Kemp,  a  member  of  '•- 
acle's  board  but  also  an  avowed 
ertarian  and  free  trader,  met  bri\ 
with  Gates  backstage  at  a  Natk 
Banc  Montgomery  Securities 
investor  conference  in  San  Fran 
co.  "I  don't  think  you  can  regul. 
cyberspace,"  Kemp  said  afterwai- 
"Besides,  it's  a  very  competitive  t- 
dustry,  and  that's  what's  import 
for  the  consumer." 

That  may  have  been  a  pleasant  g 
prise.  But  most  of  Gates's  stops  w 
practically  guaranteed  to  produce 
preciative  audiences.  At  each,  there  w> 
people  who  had,  in  some  way,  been  bit 
eficiaries  of  Microsoft's  largesse — fi 
third  graders  at  a  school  in  low-ino 
East  Palo  Alto,  which  received  49  a 
puters  last  year  from  a  Microsoft-back 
group,  to  students  at  Stanford  Univ 
sity,  where  Gates  donated  $8  million  ► 
ward  a  new  computer  science  centea 
few  years  back.  "I've  had  a  lot  of  fun 
day,"  Gates  said  at  the  end  of  his  j 
usual  round  of  flesh-pressing  and  ai» 
graph-signing. 

So  what's  his  ml 
sage?  Microsoft  isn't  t 
ing  advantage  of  its  W 
dows  monopoly  to 
detriment  of  consume 
and  it's  not  oppress1 
the  rest  of  the  PC  woj 
His  evidence:  12  of  ll 
top  14  computer  ind- 
try  companies  are  Mic 
soft  partners.  Also, 
stressed,  in  its  recent 
tions,  the  company  » 
not  intend  to  thumb 
nose  at  the  govemme 
"When  somebody  SJ 
we  can't  innovate, 
can't  do  what's  been  go 
for  consumers,  that's  something  we  hi  - 
to  stand  up  for,"  Gates  said  in  respois 
to  a  question.  Later,  he  added:  "A  p 
ture  was  painted  of  Microsoft  as  defi;t 
of  a  government  order.  That  was  i 
true.  I'm  humble.  I'm  respectful." 
Microsoft  fans  loved  the  tour.  "Mic 
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They're  Fearless 

In  The  Face  Of  Danger. 

We  Help  Them  Face 
The  Future  Without  Fear. 


They  run  toward  danger  instead  of 
away  from  it.  They  put  their  lives  on 
the  line  for  a  living.  We're  proud  to 
help  provide  financial  security  to 
firefighters  and  millions  of  everyday 
heroes.  We're  American  General.  One 
of  the  largest  providers  of  retirement 
services,  life  insurance,  and  consumer 
loans.  A  corporation  with  $79  billion 
in  assets  and  $7.3  billion  in  share- 
holders' equity.  By  doing  what  we  do  best,  we're  helping 
people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 


Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 
American  General  Finance  »VALIC  •  American  General  Securities  Incorporated 


For  information,  visit  www.agc.com  or  call  1  (800)  AGC  -1111 
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soft  hasn't  done  a  good  enough  job  of 
educating  the  government  and  con- 
sumer advocates  about  the  intricacies 
of  software  development,"  says  Scott 
W.  Schoelzel,  manager  of  the  Janus 
Twenty  fund.  "But  I  think  they'll  do 
it  now."  And  Gates  made  a  few  con- 
verts. "He's  so  enthusiastic,"  says 


Maria  Sansano,  a  senior  at  San  Jose 
State  University,  where  Gates  made 
an  evening  presentation.  "You  can  tell 
he's  not  in  it  for  the  money.  He  wants 
to  make  software  better." 

But  can  this  act  play  to  a  more  hostile 
audience?  "This  is  a  friendly  crowd,"  said 
a  partygoer  at  the  museum  reception. 


"Take  him  over  to  Netscape.  That  yM 
be  a  different  story."  Indeed.  Evr ; 
Gates  was  making  his  rounds,  Netnj 
announced  a  worst-ever  quarterlya. 
uf'SMi:;  million — due  at  least  in  p; 
pricing  pressures  from  Microsoft.  I 
you  can't  please  everybody. 

By  Steve  Hamm  in  San  Mateo,  (ji 


SOFTWARE 


HERE  COMES  WINDOWS  98 
-BROWSER  AND  ALL 

Will  the  Justice  Dept.  bring  a  new  suit  against  Microsoft? 


■  n  Building  27  on  Microsoft's  Redmond 
B(Wash.)  campus,  programmers  are 

■  gearing  up  for  a  time-honored  tradi- 
tion: weeks  of  caffeine-powered,  round- 
the-clock  testing  and  polishing  that  mark 
the  final  leg  in  a  new  software  product's 
trip  to  market. 

This  time,  though,  the  programmers 
have  an  extra  reason  to  keep  up  the 
grind:  They're  in  a  race  to  stay  on  sched- 
ule to  finish  Windows  98,  the  first  big 
Windows  update  in  three  years,  before 
the  next  battle  with  government  regula- 
tors begins.  The  fate  of  Win98 — as  well 
as  succeeding  generations  of  Microsoft 
operating  systems — hangs  in  the  balance. 
The  question  to  be  answered:  Can  Mi- 
crosoft Corp.,  as  it  plans  to  do  with 
Win98,  only  offer  computer  makers  a 
product  that  packages  the  operating  sys- 
tem and  browser  in  one  bundle? 

The  government  thinks  not.  In  a  De- 
cember suit,  it  charged  that  the  browser 
and  the  Win95  operating  system  are  sep- 
arate products  and  that  by  forcing  li- 
censees to  take  both,  Microsoft  is  violat- 
ing its  1994  consent  decree.  On  Jan.  22, 
Microsoft  caved  in — briefly — by  agreeing 


to  separate  browsing  program  Internet 
Explorer  from  Windows  95. 

But  that  was  simply  a  tactical  maneu- 
ver to  avoid  an  imminent  contempt  cita- 
tion. Microsoft  says  it  will  keep  defending 
its  right  to  add  new  capabilities,  such  as 
Web  browsing,  into  its  operating  sys- 
tems. The  consent  decree  targets  Win95, 
but  it  also  addresses  "successor  prod- 
ucts," which  could  be  interpreted  to  mean 
Win98. 

The  issue  could  come  to  a  head  be- 
fore a  court  ruling  expected  by  May  or 
June  on  whether  the  decree  can  be  used 
to  force  Microsoft  to  separate  the  oper- 
ating system  from  the  browser.  Sources 
close  to  Justice  say  that  Joel  I.  Klein, 
the  assistant  attorney  general  leading 
the  Microsoft  case,  is  considering  another 
action  against  the  giant  that  would  focus 
on  Win98.  An  action  based  on  the  exist- 
ing consent  decree  could  be  problematic, 
since  Win98  intermixes  operating  sys- 
tem and  browser  programming.  The  oth- 
er option  is  an  all-new,  broad-scale  an- 
titrust  case.  Justice  recently  hired  star 
litigator  David  Boies  to  help  put  togeth- 
er the  pieces  of  a  potential  case.  Klein 


has  said  that  even  if  Win98  with  brcVi 
is  found  not  to  be  in  violation  of  thl 
cree,  he  has  "an  ongoing  concern  a 
the  use  of  monopoly  power  to  prote 
extend  a  monopoly." 

Back  at  Microsoft,  it's  full  speed  s 
to  get  Win98  to  computer  makers! 
spring.  "We've  just  been  told  to  I 
Windows  98  as  soon  as  possible,"  I 
Jonathan  Roberts,  director  of  Wine 
marketing  at  Microsoft.  Regardle: 
the  legal  situation,  the  software  rr; 
can't  afford  to  let  deliveries  slip,  ev, 
that  might  keep  regulators  at  bay. 
Schrock,  vice-president  for  Compaq  <i 
puter  Corp.'s  Presario  PC  Div.,  sayl 
needs  his  Win98  shipment  no  later  i 
June,  and  probably  earlier,  if  his  comj 
is  to  ready  PCs  for  the  important  bact 
school  season  that  starts  in  mid-Au;.' 
RAPID  RELEASE.  Indeed,  Microsoft ; 
see  sticking  to  its  April  ship  date 
key  move  in  its  battle  with  the 
Once  the  product  is  out,  any  actic 
stop  Win98  would  involve  not  only  JVfr 
soft  but  also  the  hundreds  of  PC  mas 
and  software  developers  who  will  the 
using  the  new  Windows.  Typically,  alt 
operating  system  release  spurs  new  i 
ing,  and  Microsoft  may  be  betting  thl 
government  will  knowingly  disii 
growth  in  the  PC  industry  without  a  > 
benefit  tu  consumers.  "If  they  war 
seek  changes  in  Wrn98,  the  Justice  If 
will  have  a  strong  incentive  to  dL 
sooner,  rather  than  later,"  says  I 
Shapiro,  a  professor  of  economics  atj - 
University  of  California  at  Berkeley! 
a  former  chief  economist  for  Justice 
While  the  dispute  over  Wrndows  rjy 


out  in  the  courts,  Microsoft's  campij 
buzzing.  Behind  Win98  are  other  proc 
that  blend  the  Windows  operating  s; 
with  the  Internet.  A  new  version  of 
dows  NT,  which  will  include  Explorer 
should  be  a  hot  seller  in  eorporatior 
being  readied  for  the  mass  market, 
there's  Windows  CE,  a  scaled-down 
sion  being  built  into  consumer  appliai 
such  as  TVs,  which  also  has  Explore] 
connecting  to  the  Net 

Joel  Klein  and  his  minions  had  bt 
stock  up  on  the  coffee,  too.  This  will 
long  battle  for  both  armies. 

By  Amy  Cortese  in  New  York, 
Susan  B.  Garland  in  Washington 
Steve  Hamm  in  San  Mateo,  Calif. 
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and.  It's  the  DNA  of  technology, 
om  sand  comes  silicon,  and  from  silicon  comes 
e  technological  world  as  we  know  it. 

At  Symbios,  we  build  storage  and  I/O  products  that 
ian  the  entire  silicon  food  chain,  from  chips  to  boards 
entire  storage  systems.  So  we  understand  like  nobody 
se  how  to  both  build  and  integrate — a  technology 
nergy  that  translates  into  better  features,  performance 
and  reliability,  top  to  bottom. 

Perhaps  that's  why  you'll 
find  Symbios  technology 


om  silicon  to  systems 


ur  full  range  of  storage  and  I/O       1,1  everything  from  global 
lucts  create  a  technology  synergy 

at  is  unmatched  in  the  industry     banking  systems  to  removable 
orage  devices,  and  why  our  customers  include  some 
the  biggest  technology  companies  on  the  planet. 
To  find  out  more  about  Symbios,  or  about  our 
oundbreaking  technologies.  Call  1-800-856-3093, 
•  visit  www.symbios.com. 


SVIY1BIOS 


1998  Symbios,  Inc.  The  Symbios  logo  is  a  trademark  of  Symbios,  [nc 


COMMENTARY 

By  Jennifer  Reingold 

ACCOUNTING  CHANGES  THAT  KEEP  INVESTORS  IN  THE  DAR 


It  has  been  a  rough  winter  for  Wall 
Street  analysts  and  investors. 
They  have  reset  their  earnings 
models  to  factor  in  the  Asian  econom- 
ic crisis  and  wrestled  with  gyrating 
currencies  and  a  market  made  ner- 
vous by  Presidential  peccadillos.  Now, 
with  fourth-quarter  earnings  reports, 
comes  a  new  wrinkle:  a  change  in  the 
way  that  companies  must  calculate 
and  report  earnings  per  share. 

The  new  Financial  Accounting 
Standards  Board  methods  do  bring 
U.  S.  accounting  standards  closer  to 
international  ones.  And  they  also 
shed  some  light  on  the  dilutive  im- 
pact of  some  stock  options.  But  they 
don't  go  far  enough.  The  new  stan- 
dards, for  example,  do  not  force  com- 
panies to  include  all  options  in  their 
earnings-per-share  calculations.  And 
they  do  not  require  companies  to  as- 
sign an  explicit  cost  to  any  options, 
which  many  companies  continue  to 
view  as  a  magical,  free  way  to  pay 
executives  enormous  sums.  Says 
Lehman  Brothers  Inc.  accounting  ex- 
pert Robert  Willens:  "People  who 
would  like  to  see  options  accounted 
for  officially  will  be  disappointed  to 
find  out  that  this  doesn't. advance  \ 
that  objective  one  iota." 

"BUYING  OPPORTUNITY."  One 

thing  the  new  rules  have  done  is 
create  investor  confusion.  When 
Automatic  Data  Processing  Inc.  re- 
ported second-quarter  diluted  earn- 
ings of  49<z  a  share  on  Jan.  16,  it 
originally  seemed  to  have  missed  an- 
alysts' consensus  estimates,  which 
were  based  on  basic  earnings-per- 
share  numbers.  Comparing  the  re- 
sults to  diluted  earnings  per  share, 
though,  A  dp  had  matched  estimates. 
"To  the  extent  that  someone  reads 
the  numbers  wrong,"  says  John  H. 
Shaughnessy,  chief  investment 
strategist  for  Advest  Inc.,  "it  does 
provide  some  buying  opportunities." 
The  new  rules  are  supposed  to 


simplify  earnings-per-share  calcula- 
tions. Instead  of  the  primary  and  ful- 
ly diluted  earnings-per-share  reports 
required  since  1969,  companies  re- 
porting after  Dec.  15,  1997,  must 
give  two  new  eamings-per-share 
numbers:  basic,  or  net  income  simply 


U  is 


divided  by  the  number  of  shares  out- 
standing, and  diluted,  which  include 
in-the-money  options  and  convertible 
securities  in  the  share  calculation. 
The  new  diluted  number  is  nearly 
identical  to  the  old  fully  diluted  earn- 
ings. But  the  new  basic  number, 
which  is — well — basic,  can  be  com- 
pared to  diluted  earnings  to  provide 
a  clearer  picture  of  what  a  company's 
earnings  per  share  would  be  if  it  had 
no  options  outstanding. 

Investors  can  glean  some  informa- 


The  FASB  rules  still  don't  require  earnings 
reports  to  reflect  the  true  cost  of  stock 
options-both  to  investors  and  to  companies 


tion  about  options  dilution  from  t 
new  earnings  rules.  For  example 
Merrill  Lynch  &  Co.'s  fourth  qua 
primary  earnings  per  share  woul< 
have  been  $1.17  and  fully  diluted 
earnings  $1.17.  Using  the  new  ru 
Merrill's  diluted  earnings  were  st 
$1.17 — but  its  basic  earnings  per 
share  were  $1.37.  So  it 
the-money  options  he 
dilute  earnings  by  2 
cents  a  share,  or  n 
ly  15%. 


Even  that  < 
ference,  thoug 
does  not  reflec 
the  total  cost  o: 
stock  options  foi 
Merrill.  It's  only 
footnotes  to  financial  stat< 
ments  that  companies  have 
disclose  the  total  earnings-p 
share  impact  of  all  the  opti 
they  have  issued.  At 
Merrill,  the  options 
not  included  in  its 
1996  fully  diluted  eai 
ings  would  have  redu 
earnings  per  share  bj 
2%  had  they  been  pai 
of  the  income  statemt 

As  long  as  options 
don't  all  have  to  be  in- 
cluded in  income  calcu 
tions,  they  will  remain 
Corporate  America's  favorite  way 
pay  executives.  For  example,  Wal 
Disney  &  Co.'s  huge  grant  of  8  mi 
lion  options  awarded  to  Chief  Ext 
tive  Michael  D.  Eisner  in  1996  ne 
appears  as  a  cost  on  Disney's  inco 
statement — even  though  the  optio 
could  eventually  cost  the  companj 
tens  of  millions.  And  1  million  of  1 
shares  do  not  even  appear  in  earr 
ings-per-share  calculations,  becaus 
they  are  still  out  of  the  money. 

The  new  rules  may  get  investoi 
to  wonder  why  companies  grantin 
options  get  a  free  ride  in  the  ac- 
counting world — and  why  investoi 
pay  for  that  ride  through  dilution 
it  is,  fasb  has  made  sure  there  is 
still  some  free  lunch — at  least  wh( 
executive  pay  is  concerned. 


Reingold  is  business  week's  m 
agement  editor. 
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What  would  you  like  for  your  next  wish? 

■  Imagine  a  land  of  affordable  labor,  low  oper- 
ating costs  and  cooperative  public  officers.  You 
might  think  it's  some  kind  of  site-selection  fairy 
tale.  It's  not.  It's  simply  business  as  usual  in 
Mississippi.  We've  created  an  aggressively  pro- 
business  environment  and  would  like  nothing 
more  than  the  opportunity  to  prove  it  to  you. 
a  Call  1-800-340-3323.  And  we'll  do  everything  in 
our  power  to  make  your  next  site  decision  a  very 
easy  one.  No  matter  how  lofty  your  goals. 


Mississippi.  We  can  do  that. 


Mississippi  Department  of  Economic  and  Community  Development  •  RO.  Box  849  •  Jackson,  Mississippi  •  39205  •  http://wvwv.mississippi.org 
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DETROIT 


WAY  COOL  MERCURY, 


DUDE 

Ford's  dowdy  division  will  try  to  grow  younger  in  California 


Tony  Shaieb  has  a 
message  for  Ford 
Motor  Co.:  Don't 
mess  with  my 
Grand  Marquis. 
Shaieb,  a  Farming- 
ton  Hills  (Mich.)  auto-parts  salesman  on 
his  second  Grand  Marquis,  loves  his 
Mercury's  soft  boulevard  ride  and  com- 
modious cabin.  Says  the  53-year-old 
Shaieb:  "If  Ford  wants  to  go  after  the 
younger  market,  maybe  they  could  do 
that  with  their  other  cars." 

Tough  luck,  Tony.  Ford  has  a  better 
idea:  It  is  giving  its  aged  Mercury  brand 
a  top-to-bottom  makeover,  hoping  to  re- 
verse a  decline  in  sales — off  17%  since 
its  1984  peak.  Ford  has  little  choice  but 
to  make  something  out  of  Mercury  or 
risk  losing  ground  in  the  U.  S.  market, 
where  Mercury  still  commands  close  to 
3%  of  sales.  Nor  could  Ford  risk  the 
backlash  from  dealers  if  it  were  to  con- 
sider killing  the  brand  outright. 
"A  BLUR."  Since  Henry  Ford's  son,  Ed- 
sel,  founded  Mercury  in  1939,  it  has 
lived  in  the  shadows  of  the  powerful 
Ford  brand.  Its  models — often  just 
chromed-up  clones  of  more  popular  Ford 
Div.  cars — never  built  a  strong  brand 
identity.  "Mercury  was  always  a  blur," 


admits  Lincoln  Mercury  General  Man- 
ager James  O'Connor.  Lincoln,  its  cor- 
porate sibling,  already  began  its  over- 
haul last  summer  to  boost  sluggish  sales. 
It  introduced  the  jumbo  Navigator 
sport-utility  vehicle,  which  became  a 
hot  seller  among  baby  boomers,  and  in 
January  it  announced  the  discontinuation 
of  the  slow-selling  Mark  VIII. 

Like  the  Mark  VIII,  Mercury's  flag- 
ship, the  Grand  Marquis,  is  a  hit  only 
with  the  silver-haired  set.  The  average 
Marquis  owner  is  68,  and  the  model  is 
the  No.  1-selling  large  car  in  Florida. 
Those  demographics  spell  a  slow,  steady 
decline  in  sales. 

So  Ford  is  tiying  to 
help  Mercury  think 
young.  On  Jan.  22,  it 
announced  that  the 
Lincoln-Mercury  Div. 
was  moving  to  Irvine, 
Calif. — the  first  Detroit 
divisional  headquarters 
to  go  coastal.  Ford 
hopes  Mercury  can 
catch  a  wave  of  Cali- 
fornia cool  and  over- 
come its  stodgy  image. 
It  also  hopes  to  escape 
rampant  Motown  my- 


OLDMOBILE:  The  average  age  of 
a  Grand  Marquis  owner  is  68 


IN  THE  SLOW  LANE 
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opia — generated  by  roads  clogged 
Big  Three  cars.  In  California,  im 
rule;  Mercury  has  about  2%  of  the 
ket.  Says  Robert  L.  Rewey,  F 
group  vice-president  for  markej 
"This  is  a  way  to  clear  out  inhib 
that  maybe  we  don't  even  realiz 
have." 

NO  MYSTIQUE.  Even  before  he 
West,  Mercury  had  inaugurate 
youth  movement  with  an  edgy  redl 
of  the  Cougar,  unveiled  in  early  Jaij 
and  scheduled  to  go  on  sale  in  May] 
Cougar,  sporting  angry  cat's-eye  \ 
lights  and  an  expected  base  pri 
$18,000,  is  after  buyers  age  25 
Those  are  tire  kickers  who  haven 
the  Mercury  showroom  since  the 
1960s,  when  the  original  Cougar  en 
success  as  an  upscale  knockoff  o: 
Mustang. 

The  new  version  is  not  a  copy  of 
tiling.  It's  the  first  of  a  long  line  of 
ucts  that  will  be  unique  to  Mercury, 
officials  say.  Coming  next  is  a  s 
sport-utility  vehicle  in  2000,  followed 
smaller  Sable  sedan,  no  longer  a  tw 
the  Ford  Taurus,  insiders  say.  Dro{ 
from  Mercury's  lineup  will  be  the 
selling  Mystique  compact  and  Ti 
small  car,  the  sources  say. 

The  transition  to  a  younger  aud 
carries  its  risks — the  company  c 
scare  off  its  loyal  Marquis  buyers.  SI 
is  on  the  young  side,  but  typical  o 
breed:  doggedly  devoted  and  averi 
change.  "My  plan  is  to  get  the  sam 
act  thing  next  time,"  he  says. 

Such  loyalty  has  made  the  G 
Marquis  Ford's  most  profitable  ca: 
skiers  say.  But  its  image  holds  the  e 
line  back.  "It's  the  car  grandfa 
drives,"  says  auto  consultant  Chi 
pher  Cedergren,  of  NexTrend  In 
Thousand  Oaks,  Calif.  Thus,  despitt 
reliable  sales,  Ford  has  to  put  its 
cow  out  to  pasture,  analysts  say. 

Shaieb  needn't 
iy  yet — a  replacei 
could  take  a  decac 
create.  But  eventi 
the   Grand  Mar 
will  join  its  loyal 
ers  in  retirement, 
years  from  now,  t 
won't  be  a  Grand 
quis — at  least  not 
way  it  looks  now, 
knowledges  O'Coi 
But  there  might 
healthy  Mercury. 
By  Keith  Naug 
in  De 
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Get  a  Year  2000  solution,  ASAP.  With  R/3  and  AccclemtcdSAP;"  your  Year  2000  problem  can  be 
history  in  a  matter  of  months.  SAP  client/server  software  is,  and  has  always  been,  fully  Year  21 H  >< )  compliant. 
And  the  AcceleratedSAP  method  has  been  proven  to  deliver  the  fastest  implementation  possible. 
In  fact,  customers  that  have  used  it  have  gone  live  under  budget  and  in  under 
six  months.  Now,  they're  finding  out  what  over  8,000  other  companies  already 
know  —  that  there's  nothing  like  R/3  to  get  A  Belter  Return  On  Information  and 
the  maximum  return  on  investment.  With  less  than  750  days  until  the  Year  2000, 
there's  no  better  time  for  you  to  find  that  out  than  right  now.  And,  with  our 
supply  chain  solution,  companies  are  operating  even  more  efficiently 
with  R/3.  For  more  information,  visit  our  Year  2000  information 
center  at  www.sap.com/y2000  or  call  us  at  1-800-283-1SAP. 


TeamSAP  is  ii  new  initiative  oj  people,  processes  and  products 
representing  SAP's  total  commitment  to  customer  success. 
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A  Better  Return  On  Information. 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


ANEW  BLACK  MARK 
FOR  GREEN  TREE 

THE  NEWS  HAS  GONE  FROM 

bad  to  worse  at  Green  Tree 
Financial.  Last  November, 
overly  optimistic  accounting 
forced  the  consumer-finance 
company  to  take  a  $150  mil- 
lion charge  to  fourth-quarter 
earnings.  Now,  it  appears 
the  accounting  department 
has  goofed  again.  It  over- 
looked partial  prepayments 
on  mortgage  loans  in  1996 
and  now  must  restate  that 
year's  earnings  by  $200  mil- 
lion. "It's  embarrassing  for  a 
company  this  size,"  says 
Oppenheimer  analyst  Steven 
Eisman.  Considering  the 
shareholder  lawsuits  raining 
down  on  Green  Tree,  the 
error  may  cost  the  company 
and  its  auditor  more  than 


CLOSING  BELL 


RETOOLING 

Black  &  Decker  is  sharpening 
its  focus.  On  Jan.  27,  the  tool- 
maker  said  it  was  dumping 
some  lagging  businesses, 
including  most  household- 
products  units.  Chairman  and 
CEO  Nolan  Archibald  also  plans 
to  cut  $100  million  in  annual 
costs.  Some  3,000  jobs,  most 
outside  the  U.S.,  will  be  elimi- 
nated. The  overhaul,  and  bet- 
ter-than-expected  fourth- 
quarter  net  income  of  $97 
million,  sent  shares  up  11%, 
to  47/f,.  "This  restructuring  is 
the  best  thing  they've  done  in 
10  years,"  says  Merrill  Lynch 
analyst  Jonathan  Goldfarb. 


BLACK  &  DECKER 

^      STOCK  PRICE 
0  ii  i  ill 

JAN.  2,  '98  JAN.  27 

DATA:  BLOOMBERG  FINANCIAL  MARKfTS 


embarrassment.  Green  Tree 
ceo  Lawrence  Coss  will  also 
have  to  pay,  since  his  $102 
million  in  compensation  for 
1996  was  based  on  a  per- 
centage of  pretax  income. 

PINCHING  PENNIES 
AT  PENNEY  

it's  clearance  time  at  J.  c. 
Penney.  Facing  weak  sales 
and  profits  and  high  costs, 
the  retailer  on  Jan.  27 
unveiled  a  plan  that  includes 
closing  75  stores  and  slashing 
4,900  jobs.  The  moves  will 
result  in  a  fourth-quarter 
pretax  charge  of  $225  million, 
including  $35  million  related 
to  integration  of  the  Eckerd 
drugstore  business,  acquired 
in  1997.  "We  need  to  chal- 
lenge the  processes  and  iden- 
tify unproductive  assets  in 
order  to  remain  competitive," 
says  Penney  ceo  James 
Oesterreicher.  He  estimates 
the  changes  will  save  about 
$50  million  this  year  and  $105 
million  in  fiscal  1999. 


LONG  DISTANCE 
CATCHES  A  BREAK 

long-distance  carriers  got 
a  break  in  their  losing  streak 
in  the  courts.  On  Jan.  26,  the 
Supreme  Court  agreed  to 
hear  an  appeal  of  a  1997 
Eighth  Circuit  decision  that 
gave  the  Baby  Bells  the  first 
of  a  string  of  court  victories. 
The  lower  court  had  invali- 
dated Federal  Communica- 
tions Commission  rules  that 
made  it  easier  for  long-dis- 
tance companies  to  compete 
with  the  Bells  in  the  local-call- 
ing market.  The  Court  will 
likelv  hear  the  case  this  fall. 


A  McGRAW  STEPS  UP 
ATMcGRAW-HILL  

JOSEPH   DIONNE,  CHAIRMAN 

and  chief  executive  of  The 
McGraw-Hill  Companies,  will 
hand  off  his  ceo  title  to  Pres- 
ident and  Chief  Operating 


AT&T'S  CUP  OF  TEA? 


Expectations  were  high  for 
Michael  Armstrong's  first 
presentation  to  analysts  as 
ceo  of  AT&T.  In  fact,  the 
meeting  was  so  ea- 
gerly anticipated 
that  Armstrong 
opened  by 
warning:  "For 
those  of  you  ex- 
pecting Moses 
and  the  Ten 
Commandments, 
you  might  be  a  little 
disappointed." 

Still,  Armstrong  handed 
down  an  ambitious  plan.  As 
part  of  an  effort  to  reduce 
overhead  to  22%  of  sales 
from  29%  in  two  years, 
at&t  will  cut  15,000  to 
18,000  of  128,000  jobs.  Some 
10,000  to  11,000  managers 
should  take  early-retire- 
rnent  offers.  An  additional 


5,000  to  7,000  nonmanage- 
ment  positions  will  be  cut 
through  attrition  and  layof 
Armstrong  also  out- 
lined expansion 
plans,  at&t  will 
make  $8  billion 
in  capital  inves 
1  ments  in  1998, 
\  much  of  it  to 
*  modernize  its 

network  so  it  ci 
carry  data  as  eas; 
ly  as  voice  traffic. 
Some  $1  billion  will  be  in- 
vested to  capture  some  of 
the  $20  billion  local  busine 
market.  Armstrong  also 
wants  to  expand  at&t's  in 
ternational,  wireless,  and 
Internet  businesses.  No,  it 
not  the  Ten  Command- 
ments. Only  the  rules  for 
at&t's  hoped-for  rebound. 

By  Peter  Elstro 


Officer  Harold  McGraw  III 
on  Apr.  29.  Dionne,  64,  will 
remain  chairman.  McGraw, 
49,  the  great-grandson  of 
founder  James  H.  McGraw, 
joined  the  company  in  1980 
and  became  president  in 
1993.  He  comes  in  on  a  high 
note  with  the  New  York- 
based  company,  publisher  of 
business  week,  reporting 
strong  results  in  its  financial- 
services  division  (which 
includes  Standard  &  Poor's) 
and  its  educational  and  pro- 
fessional publishing  division. 
The  company's  stock  price 
has  more  than  doubled  in  the 
past  two  years. 

LARS  BILDMAN:  GO 
DIRECTLY  TO  JAIL 

EX-ASTRA  USA  PRESIDENT 
Lars  Bildman  is  going  to  jail. 
On  Jan.  26,  Bildman  agreed 
to  a  plea  bargain  with  feder- 
al prosecutors  that  stipulates 
a  21-month  prison  term  with- 
out parole.  Bildman,  who  was 


fired  from  Astra  in  1996 
lowing  a  business  wi 
expose,  admitted  he  failei 
report  more  than  $1  mil 
in  income  on  his  federal 
returns.  In  exchange,  pre 
cutors  dropped  32  char 
that  he  allegedly  defrau 
Astra  by  using  his  expe 
account  to  pay  for  home  r 
ovations,  vacations,  and  p 
ments  to  $l,500-a-day  pro 
tutes.  Bildman  still  face 
civil  suit  and  an  arbitrat 
case  involving  former  As 
employees. 

ETCETERA... 


■  Cendant,  vying  with 
bid  $2.7  billion  for  Ameri 
Bankers  Insurance  Group 

■  Union  Pacific  Resource 
buying  Canada's  Nor 
Energy  for  $3.5  billion, 
a  Apple  Computer  broke 
its  profitable  Claris  softw 
unit  and  laid  off  300  peop 

■  Fore!  Tiger  Woods  and 
dad  will  play  together  in 
at&t  Pebble  Beach  Pro-./ 
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Good. 


The  S&P  500  Index 


/  Year 


3  Years        5  Years 


333  "   31.0°  20.2 

Average  Annual  Returns  As  Of  December  31 1997 


Better. 


American  Century  5-Star  Performance 


Average  Annual  Total  Returns 
As  Of 'December  31, 1997 

1  Year 

3  Years 

5  Years 

Life  of  Fund 

Income  & 
Growth  Fund 

34.5% 

31.7% 

20.4% 

2Lf 

(DlaMKtx  17, 1990) 

Equity 

Growth  Fund 

36.f 

32.6% 

21.0% 

19.0% 

(Mm  9,  mil 

Momingstar  Ratings  As  Of  Decembei 

31, 1997.  Funds  Rated  For  The  Overall  Period  Among  2,332  Domestic  Stock  Funds. 

Better  Yet. 

Put  These  American  Century  5-Star  Funds  In 
Your  Roth  IRA,  Totally  Tax-Free.1 

How  could  you  possibly  improve  on  5-Star  funds  that  have  beaten  the  S&P 
so  consistently?  Put  them  in  a  Roth  IRA,  where  you'll  pay  no  taxes  on  the 
gains.  Ever.  To  find  out  more,  call  American  Century  at  1-800-345-2021.  After 
all,  5-Star  performance  feels  even  better  when  you  can  keep  every  penny  of  it. 


'lease  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you 
nvest.  Naturally,  past  performance  can't  guarantee  future  results.  These  figures  are  for  investor  class  shares  and  assume  all  dividends 
vere  reinvested.  Please  consult  a  prospectus  for  information  about  other  share  classes.  Investment  return  and  the  value  of  your  principal 
fill  fluctuate,  and  the  final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  The  S&P  500  ;s  an  index  created 
ry  Standards  &  Poor's  Corporation  that  is  considered  to  represent  the  performance  of  the  stock  market  generally.  It  is  not  an  investment 
noduct  available  for  purchase.  'Must  hold  Roth  IRA  for  5  years  for  earnings  to  be  tax-free,  Roth  IRAs  are  not  available  for  the  1997 
ax  year.  Please  consult  your  tax  advisor  for  details  regarding  the  Roth  IRA  and  recent  tax  legislation. 

\Aorrdngstar proprietary  ratings  reflect  risk-adjusted  performance  as  of 12/31/97.  These  ratings  may  change  monthly,  and  are  calculated  from 
he  funds'  three-  and  five-year  average  annual  total  returns  in  excess  of  90-day  Treasury  bill  returns,  with  the  appropriate  fee  adjustments  and 
i  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  Income  &  Growth  and  Equih/  Growth  have  five  stars  for  three- 
uid  five-years  and  overall  out  of 2,332;  1,292  and  2,332  domestic  stock  funds.  TJie  top  10%  of  the  funds  in  a  class  received  five  stars;  the  next 
12.5%  received  four  stars.  ©1998  American  Century  Services  Corporation,  Funds  Distributor,  Inc.  bsw 


American 
Century. 


www.americancentury.com 


:  [ 


1-800-345-2021 


(□Cisco 

^    Powered  Network,, 


THERE  ARE  LOTS  OF  WAYS 

FOR  YOUR  BUSINESS 
TO  ENTER  THE  INTERNET. 


THIS  IS  THE  DOOR 
THE  BUILDERS  PUT  IN 


The  promise  of  networked  commercej 
Stronger  customer  relationships.  The] 
ability  to  rapidly  respond  to  a  constanij 
changing  marketplace. 

Where  there's  a  reason  to  put  youj 
business  on  the  Internet,  there's  a  reascj 
to  rely  on  the  expertise,  strength  andj 
security  of  Cisco  Systems  —  the  compjj 
that  brought  the  Internet  to  business. 

Look  for  the  Cisco  Powered  Netwoj 
mark.  It  means  your  network  service] 
provider  uses  Cisco  equipment  —  the! 
common  platform  that  lets  your  netwoj 
work  with  any  other  network  on  the  plaj 

Which  is  why  Cisco  Powered  Netw(| 
service  providers  are  uniquely  equippj 
to  make  the  Internet  work  for  you, 
whether  it's  Internet  access,  ATM,  frarrj 
relay  or  other  data  services. 

To  find  out  more,  visit  our  website 
www.cisco.com.  And  let  a  Cisco  Powetl 
Network  service  provider  open  up  the 
Internet  for  your  business. 


Cisco  Systems 


1997  Cisco  Systems,  Inc.  All  rights  reserved. 


ashington  Outlook 


ED  BY  OWEN  ULLMANN 


IE  EXPLOSIVE  TRADE  DEAL 
lU'VE  NEVER  HEARD  OF 


■hen  Congress  gets  back  to  business  in  early  February, 
[it  will  confront  a  trade  agreement  potentially  as  con- 
'  troversial  as  nafta.  The  accord  among  the  world's  29 
developed  nations  would  rewrite  the  rules  of  foreign 
rship — affecting  everything  from  factories  to  real  estate 
iven  securities.  But  most  lawmakers  have  never  even 
j  of  the  Multilateral  Agreement  on  Investment  because 
tive  talks  by  the  Clinton  Administration  have  been  car- 
>ut  beneath  congressional  radar, 
iltinationals  love  the  deal.  They  see 
aj  as  a  way  to  reduce  government's 
ng  penchant  for  profit-robbing  boy- 
and  regulations.  Opponents  call  the 
mafta  on  steroids"  and  warn  that  it 
;ut  U.  S.  laws  and  regulations  pro- 
g  everything  from  worker  rights 
e  environment.  Lined  up  against 
let  are  state  governments  fearful  of 
[  control  over  foreign-based  busi- 
s;  small  business;  the  afl-cio;  en- 
mentalists;  and  consumer  groups, 
th  sides  agree  that  since  the  Ad- 
tration  hasn't  geared  up  its  lobby- 
and  since  Washington  is  embroiled 
ex  scandal — the  MAI  may  turn  out  to  be  merely  another 
rrassing  misstep  on  trade  policy.  But  no  one  is  taking  any 
es.  With  talks  on  the  treaty  almost  completed,  according 
;  Paris-based  Organization  for  Economic  Cooperation  & 
iopment,  the  debate  is  sure  to  get  louder  fast, 
e  accord  would  bar  Congress,  state  legislatures,  and 
:ouncils  from  using  trade  sanctions  to  punish  nations 
as  Burma  for  human  rights  abuses,  violations  of  labor 
ards,  and  religious  persecution.  Other  provisions  could 


HELMS:  Will  fly  speck  the  treaty 


limit  such  investment  incentives  as  enterprise  zones  while 
ending  minority  set-asides  and  "Buy  American"  rules,  ac- 
cording to  opponents.  Europeans  are  hoping  that  the  mai 
talks  will  lead  to  a  lifting  of  two  sanctions  in  particular:  the 
Helms-Burton  Act,  which  punishes  companies  that  use  U.  S. 
property  expropriated  in  Cuba,  and  the  Iran-Libya  Sanctions 
Act,  which  punishes  companies  that  invest  in  those  nations. 
NO  HOUSE  VOTE.  The  maj  is  tentatively  scheduled  to  be  signed 
at  an  oecd  ministerial  meeting  in  April. 
Under  Secretary  of  State  Stuart  E. 
Eizenstat  is  slated  to  head  a  top-level 
delegation  to  Paris  in  mid-February  to 
straighten  out  any  last-minute  hitches. 
Then,  the  Aclministration  plans  to  submit 
the  agreement  to  the  Senate  to  be  rati- 
fied as  a  treaty — bypassing  the  House, 
historically  a  tougher  critic  of  trade  deals. 

Opponents  insist  that  once  its  details 
see  the  light  of  day,  Congress  will  be 
forced  to  reject  the  deal.  "This  won't 
stand  the  Dracula  test,"  says  Lori  Wal- 
lach,  director  of  Public  Citizen  Global 
Trade  Watch,  a  consumer-advocacy  group 
that  has  put  a  copy  of  the  secret  draft 
treaty  on  its  Web  site,  www.eitizen.org/pctrade/tradehome.html. 

Yet  even  with  the  uncertainties,  U.  S.  negotiators  say  they 
will  push  hard  for  a  deal.  Why?  U.  S.  companies  want  stronger 
rules  protecting  U.  S.  investment  overseas  and  more  incentives 
for  luring  foreign  money  into  the  U.  S.  But  if  the  White  House 
wants  to  overcome  potential  Senate  opponents  like  Jesse 
Helms  (R-N.  C),  it  will  have  to  start  twisting  arms — and  soon. 

By  Paul  Magnusson  in  Washington, 
with  Stephen  Baker  in  Paris 


CAPITAL  WRAPUP 


REAKTHROUGH  FOR  SCIENCE? 

year  ago,  the  science  community 

crying  into  its  petri  dishes.  Fed- 
.  spending  for  most  research  was 
ng  slower  than  inflation — with  the 
spect  of  crippling  cuts  ahead.  If 

wasn't  bad  enough,  science  poli- 
vas  paralyzed  by  congressional 
jhting  over  whether  taxpayers 
aid  foot  the  bill  for  research  that 
ht  benefit  industry  directly, 
low,  the  outlook  for  research  is 
ing  up.  In  the  Senate,  Phil  Gramm 
rex.)  and  Joseph  I.  Lieberman  (D- 
n.)  want  to  nearly  double  the  $35 
on  nondefense  research-and-devel- 
lent  budget  over  the  next  decade, 

colleagues  in  both  parties  are  em- 


bracing their  plan.  President  Clinton 
made  his  own  pitch  in  his  Jan.  27 
State  of  the  Union  Address.  He  called 
for  "the  largest  funding  increase  in 
history"  for  the  National  Institutes  of 
Health  and  the  National  Science 
Foundation.  "I'm  optimistic  for  the 
first  time  in  six  or  seven  years,"  says 
Charles  M.  Vest,  president  of  Massa- 
chusetts Institute  of  Technology. 

Why  the  changed  political  landscape? 
The  strong  U.  S.  economy  has  not  only 
wiped  out  the  budget  deficit  but  is  con- 
vincing lawmakers  that  government 
R&D  spending  spurs  economic  growth. 

Also,  the  proscience  camp  has  been 
bolstered  by  Chief  of  Staff  Erskine  B. 
Bowles  and  other  top  Presidential  ad- 
visers. Clinton's  former  chief  of  staff, 


Leon  E.  Panetta,  was  always  "willing 
to  trade  off  science  for  political  deals," 
says  one  White  House  official,  but  the 
new  team  has  pushed  for  more  R&D. 
On  Capitol  Hill,  partisan  gridlock  over 
science  policy  has  come  to  an  end  un- 
der House  Science  Committee  Chair- 
man F.  James  Sensenbrenner  (R-Wis.). 

Still,  that  doesn't  mean  that  Con- 
gress will  start  showering  money  on 
science.  It's  not  even  a  sure  thing  that 
r&d  proponents  will  win  major  budget 
increases  for  1999  and  beyond.  First, 
they'll  have  to  make  a  strong  case.  Oth- 
erwise, warns  Sensenbrenner,  proposals 
to  boost  spending  could  just  "get  the 
science  community  salivating — and  then 
get  thrown  in  the  wastebasket." 

By  John  Carey 
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JAPAN 


THE  OTHER 

JAPAN 

A  wave  of  failures  hits  the  small  fry 


Junichi  Hoshino.  43.  is  desperate. 
When  Japan's  economy  started  to 
tank  three  years  ago.  Hoshino  had 
to  close  one  of  his  two  small  fac- 
tories and  lay  off  some  40  workers. 
Now,  things  are  even  worse.  With  only 
10  workers  left,  there  is  little  room  for 
more  downsizing  at  82-year-old  Kanwa 
Corp.,  which  makes  parts  for  communi- 
cations systems  sold  by  Nippon  Tele- 
graph &  Telephone,  NEC,  and  Matsushi- 


ta Electric  Industrial.  Business  is  so 
slow  that  Hoshino  has  just  enough  or- 
ders to  keep  going  for  the  next  two 
months.  To  top  it  off,  his  own  supplier  of 
screws  recently  went  belly  up.  Hoshino 
is  defiant:  "We  will  not  go  bankrupt."  he 
says.  But  the  future  is  dark. 

Almost  half  of  Japan's  industrial  out- 
put still  comes  from  small  and  midsize 
manufacturers  such  as  Kanwa — some 
800,000  mom-and-pop  operations  where 


much  of  the  work  is  often  done  by  1 
in  small  workshops  that  line  subin 
backstreets.  It's  the  other  Japan, 
one  foreigners  dazzled  by  the  migl 
Toyota  Motor  Corp.  and  Sony  C 
rarely  see.  Yet  while  Japan's  mull 
tionals  are  raking  in  record  export 
ings,  many  of  these  small  suppliers 
battling  for  their  lives.  They  are  st 
gling  for  bank  credit,  trying  to  ( 
with  a  stagnant  domestic  economy, 
crumbling  under  demands  from  big 
porate  customers  to  cut  their  price 
the  pain  continues,  a  wave  of  bankr 
cies  could  force  Japan's  jobless  rat 
new  highs,  push  the  economy  de< 
into  recession,  and  put  further  press 
on  the  government  to  take  action. 

This  isn't  the  first  time  Japan's  s 
fry — which  make  everything  f 
screws  to  testing  equipment  for  c 
panies  like  Toyota  and  Matsusliita — 1 
taken  a  beating.  When  the  goliaths 
started  using  pails  from  cheaper  o 
seas  suppliers  in  the  1980s,  these  c 
panies  scrambled  to  adapt.  They 
had  to  spend  heavily  on  new  machir 
to  meet  the  rising  standards  of 
multinationals,  then-  main  customer 

But  for  many  companies  in  this 


52  BUSINESS  WEEK  /  FEBRUARY  9.  1998 


BIG  SQUEEZE 


TOUGHER  BANKS 


neet  new  capital  reserve 
nirements,  banks  are  getting 
*her  on  lending,  especially  to 
ill  and  midsize  companies.  Now, 
ly  can't  get  financing  to  fill 
srs  and  are  going  bankrupt. 


DEMANDING  CONSUMERS 


isumers  insist  on  paying  less  for 
rything  from  autos  to  PCs.  To 
ntain  their  margins,  big  compa- 
i  are  pressing  their  smaller  sup- 
rs  to  accept  smaller  payments 
parts. 


FOREIGN  COMPETITION 


pliers  from  low-cost  countries 
China  continue  to  make 
tads  against  small  Japanese 
Is.  Japanese  multinationals  are 
ouraging  their  domestic 
pliers  to  compete  on  price 
inst  their  foreign  suppliers. 

DATA  BUSINESS  WEEK 

IIOKA  AND  HIS  SON  CLOSED 
IR  FACTORY  AND  NOW  MAKE 
ETS  OF  METAL  IN  A  GARAGE 

;red  sector,  things  have  never  been 
iad.  First,  the  multinationals  are 
I  then-  demands  for  better  parts  at 
1  prices.  Worse,  there  is  a  new 
to  the  pain:  Japan's  banks  have 
ed  lending.  They  must  shore  up 
capital  reserves  to  meet  stiff  new 
itory  requirements  that  the  gov- 
mt  is  mandating  to  prevent  a  col- 

of  the  banking  system.  Hard- 
id,  many  banks  are  collecting  loans 

smaller  companies  instead  of 
I  them  over:  They  see  the  small 
wries  as  greater  credit  risks  than 
lultinationals. 

Y  FOR  HELP.  Yet  by  refusing  to 
more  loans,  the  banks  are  pushing 
of  these  workshops  over  the  edge, 
roughly  16%  of  Japan's  corporate 
uptcies  are  tiny  low-tech  suppliers, 
inks  continue  to  collect  on  loans, 
we  can  expect  more  bankruptcies," 
Yoshihiro  Matsumoto,  an  analyst 
;dit-research  agency  Teikoku  Data 

ny,  in  fact,  are  being  crushed, 
ler  supplier  Daiichi  Reito  filed  for 
•uptcy  last  December  after  Tokyo- 
bishi  Bank  reneged  on  a  promised 
of  $240,000  only  20  hours  before 


the  company  had  to  settle  some  bills.  "If 
they  had  made  the  loan  as  they 
promised,  we  would  not  have  to  go 
bankrupt,"  says  43-year-old  Yoshihito 
Kasai,  standing  outside  the  company's 
Tokyo  headquarters.  He  has  worked  at 
the  company  for  13  years.  "Now  I  have 
to  find  a  new  job." 

Of  course,  some  of  the  midsize  oper- 
ations are  doing  well.  Automotive  sup- 
pliers such  as  electronic-component  mak- 
er Denso,  air-conditioner  maker 
Calsonic,  and  suspension  maker  Yorozu 
continue  to  grow.  They  are  large  enough 
and  rich  enough  to  build  cheaper  plants 
abroad,  usually  in  alliance  with  the  big- 
carmakers  they  serve.  More  important, 
they  have  enough  financial  muscle  to 
keep  up  with  Japan's  rapidly  changing 
technologies.  Carmakers  are  now  de- 
manding new  and  improved  parts,  rang- 
ing from  transmission  gears  to  seat 
belts.  This  race  to  upgrade  is  separating 
the  well-positioned  players  from  their 
less  nimble  brethren.  "Assemblers  are 
demanding  that  suppliers  [make]  new 
kinds  of  parts,"  says  Kunihiko  Shiohara, 
automotive  parts  analyst  at  ing  Bar- 
ings in  Tokyo.  "Small  companies  have 
less  money  to  spend  to  do  that." 

The  bosses  of  these  companies  can 
find  themselves  in  dire  straits,  too.  Fu- 
niaki  Tomioka,  48,  closed  his  sheet-met- 
al factory  several  years  ago.  Today,  he 
makes  sheets  of  metal  with  his  70-year- 
old  father  in  a  garage  at  their  home. 
"We're  in  a  situation  where  we  cannot 
afford  more  people,  but  we  cannot  af- 
ford new  equipment  either,"  he  says. 
And  his  customers  keep  pressing  Mm  to 
slash  prices  more.  "They  tell  us  that 
they  can  get  the  same  parts  for  half 


the  price  in  China,"  says  Tomioka. 

No  wonder  many  small  manufacturers 
are  crying  for  help  from  the  govern- 
ment, which  is  desperately  trying  to  re- 
vive the  economy.  In  January,  it  decided 
to  ease  up  a  bit  on  the  tougher  capital 
requirements  for  banks.  And  Prime 
Minister  Ryutaro  Hashimoto  has 
pledged  to  make  $200  billion  available  to 
small  and  midsize  companies  through 
new  government  lending  programs. 
Meanwhile,  the  Ministry  of  Internation- 
al Trade  &  Industry  has  set  up  a  hotline 
for  companies  to  call  if  banks  threaten 
to  choke  their  credit. 
DESPERATE  banks.  Yet  most  suppliers 
doubt  these  steps  will  help  much.  For 
one  thing,  it's  probably  too  late  for 
many.  And  some  suspect  government 
funds  will  never  actually  reach  supplier's. 
The  funds  must  trickle  down  through 
desperate  banks,  which  will  be  tempted 
to  hold  them  as  long  as  possible.  And 
suppliers  say  that  even  government- 
controlled  financial  institutions  have  late- 
ly started  to  turn  them  away.  "We  don't 
trust  banks,"  says  Kanwa's  Hoshino. 

So  these  small  enterprises  are  try- 
ing new  ways  to  raise  capital.  "Compa- 
nies that  don't  have  land  or  a  building 
[as  collateral]  are  in  a  very  weak  posi- 
tion to  borrow,"  explains  Hitoshi  Ishida, 
managing  director  of  ddk,  a  union  of 
small  and  midsize  companies.  "The 
banks  will  not  lend  to  them,  so  even  if 
they  are  profitable,  many  companies  are 
going  bankrupt."  Ishida's  group  helps 
companies  get  around  this  problem  by 
convincing  banks  that  there  is  safety  in 
numbers.  They  take  out  loans  on 
behalf  of  the  entire  membership  so 
members  can  pay  bonuses  to  their  em- 
ployees and  buy 
new  equipment. 
As  a  result,  DDK's 
membership  has 
grown  steadily,  to 
about  850. 

Such  efforts 
will  probably  mul- 
tiply. There  are  no  signs  that  the 
major  corporations  will  come  to 
the  aid  of  their  smaller  suppliers. 
"Before,  companies  would  ask  for 
small  discounts  of  just  5%  to  10% 
on  our  parts  if  they  purchased 
many  of  them,"  says  Yo  Igari, 
president  of  a  32-year-old  supplier 
of  centrifuge  parts  called  Taiyo 
Kikai  Ltd.  "Now  they  are  asking 
for  20%  discounts  on  small  orders 
of  new  products."  Tough  terms. 
Yet  as  Japan's  economy  keeps 
misfiring,  they  may  be  the  best 
deals  small  suppliers  can  get. 
By  Emily  Thornton  hi  Tokyo 


KANWA, 
A  PARTS 
SUPPLIER  FOR 
NTT  AND  NEC, 
HAS  LAID  OFF 
SOME  40  OF 
ITS  50 
WORKERS 
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JAPAN 


WRONG  WAY  TO 
PRIME  THE  PUMP? 

Don't  go  by  the  Nikkei.  This 
stimulus  plan  may  not  work 

■  t's  a  familiar  scene  in  Tokyo:  prose- 

■  cutors  swooping  down,  making  ar- 

■  rests  and  carrying  away  boxes  of  pa- 
pers in  yet  another  financial  scandal. 
But  this  time  was  different.  The  Jan.  26 
raid  was  at  the  august  Ministry  of  Fi- 
nance, where  two  top  bureaucrats  were 
airested  on  charges  of  tipping  big  banks 
off  to  surprise  inspections  in  exchange 
for  $70,000  worth  of  entertainment.  The 
next  day,  Finance  Minister  Hiroshi  Mit- 
suzuka  announced  he  would  resign  to 
take  responsibility. 

You'd  think  such  turmoil  would  throw 
the  Japanese  stock  market  into  another 
tailspin.  Instead,  traders  shrugged  off 
the  news.  With  the  Nikkei  stock  average 
near  17,000,  up  15%  from  December's 
2^-year  low  (chart),  investors  are  sud- 
denly optimistic.  And  why  not?  The  res- 
ignation of  Mitsuzuka,  who  was  closely 
linked  to  Piime  Minister  Ryutaro  Hashi- 
moto's misguided  program  of  fiscal  aus- 
terity last  year,  immediately  paved  the 
way  for  Japan's  lower  house  to  pass  a 
$15.8  billion  tax  cut.  There  is  also  talk  of 
tax  breaks  for  corporations  and  individ- 
uals, more  public-works  spending,  and  a 
$240  billion  bailout  for  banks  and  depos- 
itors—all by  Feb.  20. 
BIG  TEMPTATION.  But 
Japan  has  launched 
many  unsuccessful 
stimulus  plans  in  re- 
cent years,  and  some 
investors  fear  this 
one — and  the  rally  it 
has  produced — may 
also  end  in  disap- 
pointment. The  gov- 
ernment's real  motive 
may  be  to  talk  the 
Nikkei  up  to  18,000  by  the  end  of  the 
fiscal  year  on  Mar.  31.  Doing  so  would 
bolster  beleaguered  banks,  boost  con- 
sumer confidence,  and  assure  Washing- 
ton and  Asian  allies  that  Hashimoto  isn't 
going  to  let  Japan  sink  into  depression. 

The  temptation  for  the  ruling  Liberal 
Democratic  Party  to  jawbone  the  mar- 
ket higher  has  never  been  greater.  If 
the  Nikkei  were  to  fall  below  15,000  by 
Mar.  31,  ailing  banks,  already  saddled 
with  $600  billion  in  dud  loans,  would 
face  more  losses  on  their  massive  stock 


THE  NIKKEI  TRIES 
FOR  A  COMEBACK 


20,00 


FLIMSY  RALLY:  Stocks  could  head  south  once  the  relief  effort  runs  out  of  sth 

holdings.  Some  lenders,  including  Fuji 
Bank,  Asahi  Bank,  and  Chuo  Trust  & 
Banking,  might  even  see  their  capital 
ratios  fall  below  the  internationally  man- 
dated level  of  8%  of  assets. 

Japan  is  also  under  pressure  from 
Washington  to  recharge  its  economy 
ahead  of  a  Group  of  Eight  meeting  of  fi- 
nance ministers  on  Feb.  21  in  Birming- 
ham, England.  With  U.  S.  Treasury  Sec- 
retary Robert  E.  Rubin  expected  to 
discuss  measures  to  stabilize  the  cur- 
rency meltdown  and  debt  crisis  in  East 
Asia,  the  Japanese  don't  want  to  show 
up  empty-handed. 

If  Hashimoto  has  his  way,  they  won't. 
The  government  will  make  a  $240  billion 
stability  fund  available  to  shore  up  the 
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DATA  BLOOMBERG  FINANCIAL  MARKETS 


HASHIMOTO: 

Just  delaying  a 
batik  shakeout? 


resources  of  Japan's 
Deposit  Insurance 
Corp.  That  will  help 
cover  depositors  of  ~ 
failed  banks,  buy  preferred  shares  in 
weaker  ones,  and  make  loans  to  banks 
in  need  of  capital.  A  $15  billion  income 
tax  cut  unveiled  in  1997  will  probably  be 
extended  another  year.  Corporate  tax 
rates  have  been  cut  by  $3  billion,  and 
$48  billion  in  accelerated  public-works 
spending  will  be  added  to  the  mix. 
The  package  could  gain  even  more 


oomph  if  the  Ministry  of  Finance  « 
to  allow  companies  more  freedom  t?r 
purchase  shares,  as  former  Prime 
ister  Kiichi  Miyazawa  has  prop 
Even  under  current  restrictions, 
pleted  and  announced  buybacks  by 
ota  Motor,  Mitsubishi  Chemical,  M 
shita  Electric  Works,  and  othe 
corporations  totaled  $8  billion  last 
ubs  Securities  Ltd.  equity  strat 
Neil  Rogers  thinks  that  figure 
double  over  the  next  year.  If  buj 
restrictions  were  lifted,  Rogers  tlii 
the  market  could  climb  as  high  as  2jjI 
over  the  next  year. 

Still,  there's  reason  for  skepti 
Hashimoto's  economic  plans  pro 
won't  do  much  for  consumer  spen 
which  represents  60%  of  Japan's 
put.  hsbc  James  Capel  equity  st 
gist  Jason  James  thinks  it  would  t; 
$40  billion  annual  tax  cut  frozen  in 
for  two  or  three  years  to  get  consul 
spending  again.  Asia's  economic  collln 
remains  a  problem  for  Japanese©: 
porters  and  lenders. 

Another  concern  is  that  the  to 
bailout  may  end  up  bolstering  wefe 
players  at  the  expense  of  stronger  ite 
Already  there  are  signs  that  banks  Si 
be  getting  off  easy  Not  only  will  pol 
money  help  prop  up  banks,  but  theSI 
is  weighing  additional  tax  breaks  to  a. 
the  credit  crunch.  Although  bank  slch 
recently  rose  on  the  possibility,  anaB 
say  unless  a  shakeout  of  Japan's  cjte 
crowded  banking  sector  happens  is 
any  gains  may  be  short-lived. 

Japan  has  the  financial  resourcefi 
get  its  economy  back  on  track.  Anjil 
lays,  however,  may  send  the  Nikkei  ai 
a  deep  freeze  not  long  after  Japan's  <e 
ry  blossoms  do  their  thing  this  sp: 
By  Bria  n  Bremner  in  T\ 
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The  Web  Power  Curve. 
You're  either  on  it. 
Or  you're  out  of  it. 


The  #1  Web  hosting  provider  for 
Fortune's  top  1000  companies 
will  show  you  the  way 
to  the  top. 


Internet  commerce. 
Transforms  the  process 
of  business:  buying,  selling, 
and  information  flow. 


internet 
commerce 


Virtual  organization. 
Intranet  and  Extranet  use  permits 
interactive  customer  service  and 
organizational  collaboration. 


virtual  organization 


Information  exchange. 

Your  Web  site  lets  the  world  access 

all  that  you  have  to  offer. 


information 
exchange 


I  n 


OMPAQ 


/w.compaq.com/isp 


For  unparalleled  e/pertise,  America's  most  suc- 
cessful companies  have^cnosen  GTE  INTERNETWORKING 
as  their  preferred  Web/nosting  provider.  GTE  has  chosen 
Compaq  ProLiant™  servers  to  deliver  outstanding  perfor- 
mance, reliability/arid  manageability  required  to  support 
its  customers'  t^T-based,  mission-critical  Web  sites. 

We  are  the  engineers  of  opportunity  at  the  heart  of 
Internet  commerce  projected  to  grow  from  $8  billion 
now  to.$327  billion  by  2002,  on  an  Internet  that  will  mul- 
tiply  by  100  times.  Our  commitment  is  to  help  get  you  on, 
>tay  on  and  move  up  the  Web  power  curve. 

GTE  INTERNETWORKING  serves  this  challenging 
future  with  proven  performance,  technological  finesse, 
and  a  gift  for  innovation.  Because  it  includes  BBN  (birth- 
place of  the  Internet),  Compaq  ProLiant  server  hardware, 
and  GTE's  global  communications  infrastructure.  This 
breadth  of  experience,  products,  and  flexibility  is  unique. 

ess  Value 

We  alone  have  the  full  capacity  to  guide  any  com- 
pany through  its  own  evolutionary  stages  of  doing  busi- 
ness -  from  simple  information  exchange  to  e-commerce 
transactions. 

In  fact, Forrester  Research 
gives  us  their  highest  perfor- 
mance "Best  Bet"  rating.  To  let 
us  help  you  shape  your  future, 
call  800  472-4565  or  visit  us  at 
www.internetworking.gte.com 
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COMMENTARY 


By  Michael  Shari 

SUHARTO'S  MASTER  PLAN:  SAVE  SUHARTO 


One  day  he  is  mandating  broad  fi- 
nancial reforms  to  help  busi- 
ness, the  next  he  is  cracking 
down  on  a  prominent  businessman. 
Sometimes  he  sounds  like  a  states- 
man: Then  he  terrifies  the  markets 
with  his  imprudent  choice  of  vice- 
president. 

So  it  goes  these  days  with  Presi- 
dent Suharto  of  Indonesia.  By  turns 
conciliatory  and  defiant,  he  is  baffling 
observers  who  wonder  if  he  knows 
what  he  is  doing.  Analysts  may  be 
asking  the  wrong  question,  though. 
Suharto  may  not 
have  a  coherent 
survival  plan  for  In- 
donesia. But  he 
may  have  a  canny 
survival  plan  for 
himself.  Put  simply, 
he  is  combining 
concessions  with 
hard-line  moves  to 
keep  his  opponents 
off  balance  and  de- 
lay any  efforts  to 
oust  him. 

VAGUE.  Seen  in  this 
light — that  Suharto 
is  playing  a  game  of 
survival — his  moves 
make  sense.  Take 
his  latest  economic 
strategies.  His  re- 
forms are  just 
enough  to  keep  for-   UNPOPULAR:  Hab 
eign  and  local  busi- 
nesses hoping  for  real  improvements, 
and  International  Monetary  Fund  aid 
flowing.  But  they  are  vague  enough 
to  prevent  anything  really  substan- 
tial from  happening  soon.  New  bank- 
ing reforms,  for  example,  allow  for- 
eigners to  buy  Indonesian  banks.  But 
the  reforms  skirt  the  legal  issue  of 
how  current  regulations  preventing 
it  will  be  changed. 

Likewise,  a  voluntary  moratorium 
on  debt  payments  by  Indonesian  com- 
panies is  supposed  to  bring  an  orga- 
nized and  rapid  solution  to  the  debt 
problem.  But  local  companies  know 
they  don't  have  to  pay  soon:  Liberal 
local  bankruptcy  laws  prohibit  credi- 
tors from  forcing  repayment  for  10 
years  anyway.  That  will  keep  foreign 
banks  from  readily  lending  to  Indone- 


sian companies  for  years  to  come. 

Meanwhile,  Suharto  is  trying  to 
keep  his  opponents  cornered.  Indone- 
sian military  intelligence  agents  on 
Jan.  26  summoned  Sofjan  Wanandi,  a 
well  established  ethnic  Chinese  busi- 
nessman, to  headquarters  for  ques- 
tioning. The  allegation  came  as  a 
shock  to  Wanandi:  that  he  had 
helped  finance  a  terrorist  bombing 
attack.  Wanandi  seems  an  unlikely 
troublemaker.  He's  chairman  of  the 
$1  billion  Gemala  Group,  the  joint- 
venture  partner  for  25  foreign  com- 


ibie  (right)  greets  Philippine  President  Ramos 


panies,  including  British  drug  giant 
Glaxo  Wellcome  PLC  and  Japan's  No- 
mura Securities  Co.  Like  many  In- 
donesian businessmen  feeling  the 
pinch,  Wanandi  has  been  openly  criti- 
cal of  Suharto's  management  of  the 
economy.  He  says  the  government  is 
making  a  "scapegoat"  of  him,  and  de- 
nies any  involvement  in  terrorism. 

In  another  masterly  move,  Suhar- 
to has  put  forward  unpopular  Re- 
search &  Technology  Minister  B.J. 
Habibie  as  his  choice  for  vice-presi- 
dent in  March,  when  Suharto's  term 
is  due  to  be  renewed.  Habibie  is  best 
known  for  squandering  $2.5  billion  in 
state  funds  on  a  money-losing  air- 
craft plant.  Investors  fear  Habibie 
could  never  return  the  economy  to 
health  if  he  were  President. 


Yet  many  Indonesians  say  Suhar 
may  be  using  Habibie  as  an  insur- 
ance policy  to  stay  in  power.  By 
making  the  unacceptable  Habibie  hi 
legal  successor,  Suharto  is  offering 
alternative  far  less  palatable  to  the 
business  community  than  his  own 
continued  hold  on  power.  "The 
thought  of  Habibie  in  Suharto's  offii 
is  more  frightening  than  anything  I 
can  think  of,"  says  one  U.  S.  banker 
It's  a  sly  move.  But  the  Habibie 
strategy  risks  alienating  the  militar 
Military  leaders  dislike  Habibie  be- 
cause he  bungled 
the  purchase  of  wa 
ships  and  forced 
them  to  buy  rifles 
and  missiles  from 
factories  he  runs. 
Appointing  Habibie 
would  also  shunt 
aside  current  Vice 
President  Try 
Sutrisno,  a  retired 
army  chief  and  a 
previous  pick  by  th 
army.  Says  Adam 
Schwarz,  an  Indo- 
nesia expert  at  the 
Council  on  Foreign 
Relations:  "It  dis 
pleases  more  peopl 
than  it  pleases,  an 
this  is  a  time  Suha 
to  needs  friends." 
For  now,  the  troop: 
are  kept  loyal  by  a 
steady  supply  of  rice  and  cooking  oil 
and  assurances  that  businesses  run 
by  generals  will  remain  untouched. 

Suharto's  real  test  will  come  in 
early  February  after  Ramadan,  the 
Islamic  month  of  fasting.  If  the  rupi 
ah  remains  depressed  and  interest 
rates  stay  high  enough  to  strangle 
business,  factory  gates  will  shut  on 
millions  of  workers  returning  to 
work  from  their  drought-stricken  vil 
lages.  Suharto's  32-year-old  regime 
may  be  proving  adept  at  shielding  it 
self  from  foreign  bankers  and  marke 
forces.  Hunger  and  joblessness,  how- 
ever, will  be  much  more  difficult 
tests  for  his  survival  strategy. 


Singapore  bureau  manager  Shan 
covers  Southeast  Asia's  economies. 
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UNLIMITED  PARTNERSHIP 

GERALD  WHITTINGTON  FROM  I  TON  COLLEGE  (CENTER)  with  NEIL  BROM1LOVV  AND  |EFF  GAZDA  FROM  ARAMARK 


ARAMARK  has  increased  the  number  of  students  on  meal  plans  by  a  record  number,  generating  over 

150,000  DOLLARS  FOR 

Elon  College  annually.  They've  even  opened  an  off-campus  cafe  where  the  students  can  go  for 

A  LATTE  AND  A  MUFFIN. 


"We  challenged  ARAMARK  to  change  students'  dining  experiences  from  a  negative  to  a  positive,"  recalls  Gerald 
Whittington  of  Elon  College.  "ARAMARK's  Jeff  Gazda  and  Neil  Bromilow  worked  closely  with  the  students  and 
administration  of  Elon  to  create  a  dining  program  that  has  a  retail  look  and  feel  yet  can  still  act  like  a  meal  plan.  And 
in  just  three  years,  the  students  of  Elon  College  have  five  new  dining  facilities  to  choose  from,  including  an 
off-campus  internet  cafe."  At  ARAMARK  we  take  challenges  seriously,  especially  when  it  comes  to  creating 
something  new  and  different  to  meet  our  partners'  needs.  And  with  Elon  College,  we  knew  the  only  way  to  meet 
the  school's  needs  was  to  meet  the  needs  of  its  3,500  students.  The  end  result?  Gerald  Whittington  has  this  to  say, 
"We  were  so  pleased  with  ARAMARK's  management  of  the  lood  service,  that  we've  now  brought  them  in  to  do 
facilities  management,  too.  That  leaves  us  with  more  time  to  focus  on  the  job  at  hand,  education." 

To  learn  more  about  Managed  Services  through  Unlimited  Partnership  call  1  -800-ARAMARK  or  \'isit  us  at  www. araniark.com 

ARAMARK 

Managed  Services,  Managed  Belter 
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EUROPE 


UP,  UP,  AND  AWAY 
AT  LAST  FOR  AIRBUS? 

Forgeard  may  be  the  boss  who  gets  the  consortium  into  shape 


The  truth  has  been  staring  European 
aerospace  executives  in  the  face  for 
years.  To  compete  in  a  global  mar- 
ket dominated  by  larger  U.  S.  rivals, 
European  aircraft  makers  need  to  con- 
solidate. But  every  time  the  French, 
British,  German,  and  Spanish  members 
of  marketing  consortium  Airbus  Indus- 
trie tried  to  negotiate  a  merger,  talks 
broke  down  in  a  cacophony  of  clashing 
national  interests. 

Now,  that  pattern  may  finally  be  bro- 
ken. On  Jan.  22,  Airbus  Industrie's  four 


ufactiuing  and  slashing  costs.  He  plans  to 
create  an  incorporated  company  by  Jan. 
1,  1999,  that  would  pool  each  partner's 
design,  engineering,  and  manufacturing 
assets.  Eventually,  the  partnership  could 
become  a  publicly  listed  company. 

If  incorporation  succeeds.  Airbus  part- 
ners may  take  the  alliance  a  step  further 
and  combine  their  defense  businesses. 
Such  an  aerospace-defense  behemoth 
would  probably  forge  alliances  with  some 
of  Boeing's  U.  S.  rivals,  shifting  the  bal- 
ance of  power  in  the  industiy.  "This  is  a 


A  WINDOW  OF  OPPORTUNITY 

►  Rival  Boeing  is  bogged  down  with  production  problems  and 
is  taking  a  $1.4  billion  write-off  to  absorb  McDonnell  Douglas 

►  Strapped  Asian  nations  are  canceling  Boeing  orders,  giving 
Airbus  an  opening  to  compete  on  price 


►  European  mon 
etary  union,  to  begin 
Jan.  1,  1999,  will  help 
lower  Airbus'  costs 

►  Airbus'  order  backlog  of  1,000  planes 
means  rationalizing  and  restructuring  will  be  less  painful 


industrial  partners  nominated  hard- 
charging  Frenchman  Noel  Forgeard  to 
transform  their  loose  alliance  into  an 
integrated,  $11.6  billion  aircraft  maker. 
Forgeard,  former  chief  executive  of  mis- 
sile and  satellite  maker  Matra  Hautes 
Technologies,  may  be  the  person  who 
makes  it  work — and  turns  Airbus  into 
an  even  more  aggressive  global  player. 
"He's  the  best  choice  for  Airbus  and 
the  worst  choice  for  [archrival]  Boeing," 
says  Brett  Lambert,  vice-president  at 
DFi  International  Inc.,  an  aerospace  con- 
sulting firm  in  Washington,  D.  C. 
POOLING  ASSETS.  Airbus  is  already  en- 
joying a  tailwind.  Thanks  to  a  cyclical 
upturn  in  airplane  orders  last  year,  its 
global  market  share  has  soared  to  44%. 
Forgeard's  goal  is  to  translate  rising  sales 
into  higher  profits  by  streamlining  man- 


historically  unprecedented  opportunity 
for  Ah-bus,"  says  Robbin  Laird,  a  Wash- 
ington-based defense  consultant. 

But  getting  there  from  here  will  take 
all  of  Forgeard's  expertise.  When  he 
steps  in  as  managing  director  on  Apr.  1, 
he  must  get  Airbus'  partners  to  agree 
on  the  value  of  the  assets  they  are  pool- 
ing, since  accounting  standards  vary 
from  country  to  country,  and  such  con- 
tributions as  design  teams  are  sure  to 
cause  dispute.  Forgeard  must  also  play 
ball  with  politicians.  Any  restructuring- 
efforts  that  threaten  jobs  are  likely  to 
meet  fierce  resistance.  Full-scale,  U.  S.- 
style  layoffs  are  unthinkable  with  un- 
employment running  at  12.4%  in  France 
and  11.9%  in  Germany. 

Dealing  with  France  will  be 
Forgeard's  biggest  challenge.  France's 


Aerospatiale,  the  consortium's  <l 
state-owned  partner,  with  a  37.9%  st 
has  stubbornly  blocked  past  effort 
create  a  single  corporate  entity  ou 
Airbus.  Its  management  still  balk: 
decisions  to  restructure  or  close  pla 
seek  cheaper  suppliers,  or  transfer 
nificant  production  outside  France. 

But  Forgeard,  52,  brings  impresj 
credentials  to  his  new  job.  As  hea 
Matra's  defense  and  space  business  s 
1987,  he  dramatically  boosted  pro< 
tivity  during  the  late  1980s,  then 
chestrated  Europe's  first  cross-boi 
defense  joint  ventures.  He  admits 
merging  corporate  cultures  isn't  e 
But  it's  not  impossible.  "At  Matra, 
got  the  right  formula . . .  It's  mutual 
spect  and  pragmatism,"  he  says. 
SLIM  MARGINS.  One  strong  incen 
for  Airbus  partners  to  pull  togetl 
They  need  outside  investment  for 
$9  billion  development  of  a  superjui 


BIG  CHALLENGE: 
FORGEARD  AIMS 
TO  CUT  COSTS 
AND  CONSOLIDATE 
AIRBUS  BY  JAN.  1 


aircraft,  the  A3 
designed  to  c<j 
pete  with  Boeiij 
747  series.  To 
investors,  Airl 
must  produce  a  credible  balance  sh{ 
At  present,  it  remains  murky.  All 
partners  claim  their  operations  are  pl| 
itable,  but  analysts  say  net  margins 
be  as  little  as  1%  of  sales. 

Experts  say  Forgeard  has  the  cnl 
bility  to  get  a  restructured  Airbus  I 
the  ground.  "He  could  help  the  Freii 
swallow  the  pill  [of  restracturing]  mk 
easily,"  says  Emmanuel  Dubois-Peleil 
analyst  at  Standard  &  Poor's  in  Pal 
That  alone  would  give  Airbus  a  big  t| 
By  Gail  Edmondson  in  Paris,  ut 
Seanna  Browder  in  Seattle  and  Am 
Reinhardt  in  San  Mateo,  Calif. 
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MOST  MEETINGS  ARE  SAVED  BY  SOMEBODY  PULLING  SOMETHING  FROM 
THEIR  BACK  POCKET.  LIKE  A  COLOR  PRESENTATION. 

With  its  640  x  240  pixel  color  screen,  the  new  HP  620LX  lets  you  do  everything  in  color: 
send  e-mail,  surf  the  net,  create  spreadsheets,  give  compelling  presentations.  Wherever, 
whenever,  www.hp.com/handheld 


THE  NEW  HP  620LX  COLOR  PALMTOP  PC 


:xtra-wide  256-color  display  Powered  by 

3ocket  PowerPoint*  with  SVGA  PC-card* 
16MB  memory 

Jo'ice  recorder  with  closed-case  recording 
VIonth-at-a-Glance  (exclusively  from  HP) 
E-mail  &  Internet  access  via  Type  II  PC  card  modem* 

SVGA  PC-card  and  modem  are  optional  Microsoft.  Windows  and  the  Windows  CE  logo  are 
lither  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or 
ither  countries  Screen  is  simulated  ©1998  Hewlett-Packard  Company  PPG489 
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How  if 
evaluate  tf 


IN  YOl 


"Are  my  mutual  funds  performing  in  a  way  that 
distinguishes  (Iu'di  /ro»i  other  funds  in  their  categories?' 

That's  a  question  many  investors  are  asking 
themselves.  After  all,  there's  no  better  way  to 
position  yourself  for  the  months  and  years  ahead  than 
by  reviewing  the  composition  of  your  mutual  fund 
portfolio  ti  iday. 

But  how  do  you  do  it?  One  sure  way  is  to  take 
advantage  of  the  tools  and  support  Charles  Schwab  offers  to 
help  you  do  the  job.  And  through  our  Mutual  Fund  OneSource® 
service,  more  than  800  no-load  funds  are  available  to  you 
if  and  when  you're  ready  to  make  portfolio  changes. 

Performance  is  only  part 
of  the  picture. 

Most  investors  assume  a  fund's  performance  is  the  best  way 
to  gauge  its  value.  But  performance  alone  doesn't  tell  the  whole  story. 

There  are  other  things  you  need  to  know  —  like  how  much  it 
costs  you  to  invest  in  it.  A  fund  with  lower  management  fees  will 
produce  a  better  return  than  one  whose  performance  is  identical 
but  whose  lees  are  higher. 

You  may  also  want  to  know  how  changes  in  a  fund's  holdings 
affect  its  investors.  For  example,  turnover  can  dramatically 
influence  the  amount  ol  capital  gains  taxes  you  have  to  pay, 
and  that  in  turn  can  lower  the  kinds  net  return  Charles  Schwab 


One  Source! 

[online]" 


Mutual  Fund  I )neSoun  <  ( In/ine 
makes  it  quick  and  easy  to  screen  for 
funds  that  meet  your  criteria 


offers  investors  a  variety  of  helpful  ways  to  a 
relative  value  of  specific  funds. 

Mutual  Fund  OneSoui 
Online  lets  you  maki 
side-by-side  comparisob 


Our  Web  site,  www.schwab.com,  has  been  frequei 
cited  as  one  of  the  best  and  most  advanced  in  the  fin 
services  industry.  You'll  understand  why  when  you  use 
access  Mutual  Fund  OneSource  Online,  a  state-of-the-ai 
to  quickly  sort  through  more  than  1,400  funds. 

OneSource  Online  allows  you  to  conduct  side-by-side  evs  ' 
of  mutual  funds  by  giving  you  access  to  independent,  third-p 
Look  for  funds  in  the  same  category  as  those  of  yours.  Even  tl 
performance  may  be  similar,  you  may  discover  that  other  fun  « 
lower  fees  and  expenses  and  additional  reasons  to  conside 

Our  Mutual  Fund  Report  1 
Card'm  service  gives  you  a 
comprehensive  overview. 

Through  our  new  Mutual  Fund  Report  Card  service 
provides  a  way  to  evaluate  virtually  any  mutual  fund  yoi 


Prospectuses  containing  more  complete  information  including  management  iocs,  charges  and  expenses  arc  available  from  Schwab.  Please  read  the  prospectuses  care 
investing.  Pas!  performance  is  no  indication  ol  future  results,  d  he  principal  value  and  investment  returns  will  fluctuate  with  changes  in  market  conditions  so  that  an  i 


tares  when  redeemed  may  be  worth  more 


less  than  then  original  est.  ©1998  Charles  Schwab  &  Co..  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0298-.1654) 


www.schwab.com 

'   ;  .  1   i   ■ 


yectively 

JTUAL FUNDS 
)RTFOLIO. 


j/  our  branches  and  meet  with  a  Schwab  M'/ncseaiativc  you'll  came  away 
»i  asset  allocation  plan  designed  to  support  yow  financial  objectives 

:  a  concise,  one-page  "snapshot"  that  includes  such 
aation  as  the  fund's  Morningstar  rating,  performance 
:ategory,  expenses  and  long-term  growth  record, 
r  go  a  step  further  and,  where  appropriate,  provide  a  list 
e  funds  m  the  same  category  you  may  wish  to  consider, 
tion,  we  offer  our  popular  Mutual  Fund  Select  List?  A 
'ence  source,  the  Select  List  is  a  quarterly  summary  of 
high-performing  funds  available  through  Schwab. 

Draw  on  the  advice  of 
trained  professionals. 

registered  representatives  in  our  more  than  270  branches 
are  available  to  help  you  develop  an  asset  allocation 


"Cap  Sim"  ftatoiton  Cm  Help 
fees  Your  Port**  Meal 


plan  designed  to  support  your  financial  objectives.  And  if  you  want 
to  get  access  to  research  reports  or  need  help  with  transactions, 
Schwab  representatives  are  available  by  telephone  24  hours  a  day. 

There's  never  been  a  better  time  to 
evaluate  your  portfolio. 

As  you  can  tell,  few  if  any  other 
companies  give  you  more  ways  to 
objectively  evaluate  your  mutual 
funds  than  Charles  Schwab. 

Why  not  take  us  up  on  our  offer 
to  provide  three  free  Mutual  Fund 
Report  Cards  for  the  funds  ot  your 
choice?  You'll  begin  to  get  a  sense 

of  how  much  Schwab  can  do  to  keep  you  well  informed  about 
investing.  In  our  opinion,  that  extra  effort  is  what  it  takes  to  succeed. 


Call  today  for 
your  free  mutual 
Fund  Report  Cards. 

You'll  receive  concise,  comprehensive 
evaluations  ol  up  lo  three  funds  you 
choose  There  are  no  obligations 


^  1-800-5-NOLOAD 


Schwabs  Mutual  Fund  V/o  (  List  is 
a  quarterly  listing  of  high-performing 
mutual  funds  available  through  St  hwab. 


CharlesSchwab 


International  Outlook 


EDITED  BY  JOHN  TEMPLEMAN 


IRAQ:  WOULD  THE  U.S. 

BE  BOMBING  ITSELF  IN  THE  FOOT? 


The  Clinton  Administration  is  rapidly  painting  itself  into  a 
corner  over  Iraq.  Daily,  U.  S.  officials  are  making  thinly 
veiled  threats  to  mount  massive  bombing  raids  to  force 
strongman  Saddam  Hussein  to  relent  and  allow  unimpeded 
access  to  U.  N.  weapons  inspectors.  Already,  Secretary  of 
State  Madeleine  K.  Albright  and  Defense  Secretary  William 
S.  Cohen  are  due  to  confer  with  foreign  leaders  as  though  air 
strikes  were  inevitable.  "[Saddam]  cannot  defy  the  will  of  the 
world,"  said  President  Clinton  in  his  Jan.  27  State  of  the 
Union  address. 

The  U.  S.  has  overwhelming  mili- 
tary superiority  compared  with  a 
weakened  Iraq.  But  diplomatically, 
President  Clinton  may  find  it  hard 
to  punch  this  full  weight.  The  gulf 
war  coalition,  already  sapped  by  the 
ineffective  verbal  face-off,  could  eas- 
ily snap.  So  far,  only  Britain  is 
ready  to  have  a  go  at  Saddam. 
France  and  Russia  have  flatly  re- 
jected the  use  of  force. 

Some  countries  in  the  region,  say 
analysts,  fear  internal  upheavals 
much  more  than  an  attack  by  Iraq. 
The  Saudis  and  Kuwait,  for  exam- 
ple, worry  that  a  strike  "would  get 
them  into  more  trouble  with  the  Is- 
lamic extremists,"  says  Sharif  Ghal- 
ib,  chief  economist  at  Kuwait's  Gulf 
Investment  Corp.  All  the  same,  Ad- 
ministration officials  insist  that  al- 
though they  won't  say  it  out  loud, 
many  U.  S.  allies  would  like  to  see 
Saddam  humiliated. 
IMPOSSIBLE  TASK?  The  trouble  is, 
anything  less  than  a  knockout  blow 
to  Saddam  could  leave  the  U.  S.  and 
its  friends  worse  off  than  before. 
The  situation  could  revert  back  to 
pre-gulf  war  days,  when  countries 
such  as  Saudi  Arabia  balked  at  al- 
lowing U.  S.  forces  onto  their  terri- 
tory. With  the  stakes  so  high,  says 
Richard  W.  Murphy,  a  senior  fellow 
at  the  Council  on  Foreign  Relations: 
"They  don't  want  to  see  another  feckless  pinprick  operation." 

Israeli  officials,  for  then-  part,  are  keeping  a  low  profile  but 
are  increasingly  concerned  about  delays  in  the  destruction  of 
Iraqi  weapons.  They  doubt,  however,  that  there's  a  big  risk 
that  Saddam  would  retaliate  for  an  American  raid  by  hitting 
Israel  with  chemical,  biological,  or  nuclear  weapons.  If  he 
were  to,  he'd  be  admitting  that  Iraq  still  has  hidden  arms 
caches  and  would  provide  justification  for  both  the  raids  and 
the  need  for  U.  N.  inspections. 

Even  if  the  Pentagon  goes  ahead  with  a  substantial  air 
campaign,  it's  far  from  clear  what  that  would  achieve  on  the 


BACKERS  IN  BAGHDAD 

Anything  less  than  Saddam's 
fall  may  leave  the  U.S.  and  its 
allies  worse  off 


ground.  Administration  officials  concede  that  even  he 
raids  wouldn't  eliminate  all  weapons  of  mass  destruct 
That  would  take  an  invasion  and  occupation,  which  the  AnJ" 
ican  public  wouldn't  stomach. 

Other  alternatives  look  just  as  flawed.  Some  policy 
perts  say  the  U.  S.  should  take  a  completely  different  di| 
matic  tack.  For  instance,  the  Council's  Murphy  argues  tj 
complete  elimination  of  Iraqi  chemical  and  biological  weara 
is  an  impossible  task.  Nor  is  it  necessary.  During  Des| 
Storm,  the  Bush  Administration 
terred  Saddam  from  using  che 
cal  and  biological  weapons 
threatening  massive  retaliation, 
sides,  the  world  is  living  with  si 
lar  arsenals  in  rogue  states  sucr 
Iran  and  Syria.  So,  Murphy  argi 
the  U.  S.  should  aim  to  slow  dc 
Saddam's  programs,  monitor  Ir; 
military  operations,  and  put  toi 
restraints  on  how  it  spends  its  m 
ey.  "Those  goals  are  clear 
achievable,"  he  says. 
OUT  OF  TIME.  But  the  Adminisl 
tion  has  rejected  this  approa 
Whatever  its  merits,  that  optioi 
now  out  of  time.  This  late  in 
fast-moving  crisis,  it  would  look 
capitulation  to  Saddam  by  the  U 
and  its  allies. 

In  trying  to  mobilize  the  all 
the  Administration  faces  a  mo 
tain  of  credibility  problems.  ] 
Clinton's  Presidency  is  besieged 
tawdry  scandals  that  are  still 
folding.  As  a  result  and  howe 
wrongly,  says  William  B.  Quand 
professor  at  the  University  of  ^ .? 
ginia,  even  U.  S.  allies  may  susp 
is  just  American  domestic  polii  ,,f 


that  "this 


playing  itself  out." 
The  use  of  force 


may  still  be  averted 


course.  Russian  Deputy  Foreign  Minister 
tor  Posuvalyuk  is  making  a  last-ditch  effort 
persuade  Saddam  to  comply  with  U.  N. 
mands.  Saddam  could  cave,  as  he  has  in 
past.  But  his  recent  demands  for  an  end  to  economic  sancti 
make  that  prospect  remote. 

The  White  House  insists  it  wants  mainly  to  diminish  In 
ability  to  make  weapons  and  threaten  its  neighbors.  Ei 
neering  Saddam's  downfall  would  be  a  plus.  But  if — when 
dust  settles  either  after  accentuated  diplomacy  or  a  shoot 
war — Saddam  and  some  fertilizer  plants  that  can  make  hon 
weapons  remain  intact,  the  U.  S.  and  its  allies  may  1< 
weaker  than  they  ever  dreamed  possible. 

By  Stan  Crock  in  Washington  with  Stanley  Reed  in  L 
don  and  Neat  Sandler  in  Jerusalem 
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Many 


don't  show  IT. 


To  be  fair: 

One  does  IT  all. 


E  MESSE  AG,  Hannover,  Germany 
Fairs  USA,  Inc. 
egie  Center 
,  NJ  08540 

J87-1202,  Fax:  609-987  0092 
ibit@hfusa.com 


http:/www.cebit.de 
www.hfusa.com 


Information  Technology    »'  The  major  players  of  the  IT  world 

Network  Computing    /  wil1  uni,e  al  CeBIT< ,he  indus,ry's 

«  largest  and  most  influential  trade  event. 
CAD/CAM/CIW/ADC    /  7  000  exhibitors  from  60  countries  will 
Software,  Consulting  and  Services       display  new  information  and  communica- 

_  .  .    .  •'  tions  advances  for  the  most  complete  show- 

Telecommunications      *      .  . 

.  case  tor  cutting-edge  technologies  -  anywhere. 

Office  Automation     /  A  potent  mix  of  business  opportunity  and  tech- 
Bank  Technology      /  no'°9y  ,rends  w'"  arm  y°u  w',n  tne  'ac,s  an^ 

'  ideas  you  need  to  shape  your  company's  direction. 
Security  Equipment/Card  Technology      ,\  .  ■ , .  u  i        ,  ,     i-  j  j  ,  i 

'  1  r  3'        bstablish  key  contacts ...  rind  answers ...  identity 

Research  and  Technology  Transfer      /  promising  solutions ...  all  at  CeBIT  98.  See  you  there. 


CeBIT98 


Hannover 

19th -25th  March  1998 

World  Business  Fair 
Office  Automation 
Information  Technology 
Telecommunications 


)  See  IT  first!  See  IT  all! 


SPONSORSHIP 


THE  RISKS  AND  REWARDS 
OF  GOING  FOR  THE  GOLD 

For  host  cities  and  corporate  sponsors,  the  Olympics  can  be  a  dicey  business 


Thanks  perhaps  to  fervent  prayers 
at  several  Shinto  shrines,  Nagano 
has  been  spared  its  greatest  night- 
mare— lack  of  snow.  In  fact,  it 
looks  as  if  there  will  be  plenty  of  white 
stuff  to  let  the  Games  begin  on  Feb.  7. 

But  the  worry  about  not  enough 
snow  at  the  southernmost  Winter 
Olympics  in  history  spotlights  the  risks 
to  cities  and  companies  that  host  or 
sponsor  the  Games.  Insufficient  snow 
would  have  besmirched  Nagano's  image 
for  years.  The  Munich  Olympics  in  1972 
is  remembered  mainly  for  the  slaughter 
of  Israeli  athletes  by  Arab  terrorists. 
The  Atlanta  Olympics  calls  to  mind 
tawdry  commercialism,  a  bombing,  and 
huge  snafus  in  the  reporting  of  scores 


and  other-  data.  Indeed,  IBM's  reputation 
took  a  hit,  since  its  role  as  font  of  infor- 
mation was  intended  to  showcase  a 
state-of-the-art  computer  system. 

What's  more,  some  critics  charge  that 
the  Games  are  actually  more  burden 
than  boon  to  local  economies.  And  now 
there's  a  growing  fear 
in  some  quarters  that 
an  outbreak  of  doping 
cases,  in  evidence 
among  Chinese  swimmers  at  Australia's 
recent  world  championships,  could  disil- 
lusion corporate  sponsors. 

So  is  the  glory  of  hosting  and  com- 
mercially linking  up  with  the  Olympics 
worth  the  potential  downside?  In  a  word, 
probably.  The  highly  successful  1964 


Special  Report 

THE  OLYMPICS 


Tokyo  and  1988  Seoul  Olympics  wj 
major  nation-building  exercises  that  j 
Japan  and  South  Korea  on  the  map 
world-class  countries.  With  no  public 
nancing,  the  1984  Los  Angeles  Olymj 
generated  a  surplus  of  $215  million  tat 
the  city  used  to  build  new  facilities  ;| 
fund  economic  devel| 
ment  programs  ;1 
youth  sports  leagd 
And  most  corpor 
sponsors  profess  great  satisfaction 
their  Olympic  connection. 

Now  it's  Nagano's  chance  to  grab 
Olympic  gold — or  provide  grist  for  c 
ics.  Before  it  won  the  right  to  tj 
year's  Winter  Games,  the  prefecture 
its  capital  city  of  340,000  residents  \ 
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GANO 

highways 
a  bullet  train 


a  backwater  little 
known  outside 
Japan  and  noted 
mainly  for  its  hot 
boost  the  springs,  noodles, 
lOmy.  But  311(1  Pristine  envi- 

i     „„.   ronment.  After 

also  mean      its  Games  end  on 

Of  debt  Feb.  22,  Nagano 

will  be  in  a  dif- 
it  class,  barring  a  major  mishap, 
not  only  in  terms  of  image, 
here's  a  can-do  philosophy  that  de- 
is  in  a  city,  that  when  people  come 
,her  they  can  accomplish  so  much," 
Peter  V.  Ueberroth,  chief  of  the 
Angeles  Olympics. 
ALLY  POOR."  Beyond  the  touchy- 
,  what  about  the  bottom  line?  "It's 
to  allocate  the  costs  and  returns, 
;hanks  to  the  Olympics  we  got  a 
bullet  train  to  Tokyo,  new  ex- 
sways,  and  more  sewers,"  says 
;kazu  Nakamura,  deputy  managing 
r  of  Shinano  Mainiehi  Shimbun, 
ino's  biggest  newspaper.  The  new 
portation  links  open  up  Nagano  to 
tourism  and  commercial  activity. 
>d,  the  train,  which  began  operating 
;tober,  cuts  the  three-hour  Tokyo- 
mo  trip  by  about  half, 
be  sure,  such  improvements  don't 
cheap.  The  cost  of  the  new  train 
expressways,  and  other  facilities 
adds  up  to  about  $12.1  billion.  Ac- 
cording to  Masao  Ezawa,  head  of 


the    figure  skating 
face-off  between  Michelle 
Kwan  and  Tara  Lipinski — the 
Ezawas  of  the  world  can  barely  be 
heard.  Corporate  sponsors  virtually 
all  exude  confidence  about  the  payoff 
from  the  impending  Games.  Even  the 
bad  press  IBM  got  in  Atlanta  hasn't  di- 
minished its  enthusiasm.  "We  have 
found  no  residual  [downside]  whatsoev- 
er," says  Eli  Primrose-Smith,  director 
of  worldwide  Olympic  and  sports 
sponsorship  for  IBM.  "Our  cus- 
tomers and  potential  customers 
understood  we  were  working  in  a 
high-risk  environment."  This  time, 
ibm  isn't  taking  any  chances:  500 
staffers  will  help  make  sure  every- 

THE  $40  MILLION  CLUB 
WITH  A  WAITING  LIST 

There  are  only  11  global  sponsors 
of  the  Olympics 
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thing  works. 
ibm  will  be  re- 
j^^^^^  sponsible  for  competi- 
tion  schedules  and  results, 
ithlete  information,  weather  data, 
an  E-mail  system,  and  the  Olympics' 
first  Web  site:  www.nagano.olympic.org. 

Eastman  Kodak  Co.,  which  has  an 
even  longer  history  of  sponsorship  than 
ibm,  also  believes  that  the  cash  it  shells 
out  to  be  one  of  11  "global  partners" — for 
a  minimum  of  $40  million — is  money  well 
spent.  "We've  always  seen  an  uptick  in 
revenues,  in  brand  awareness  [after  the 
Olympics],"  says  Carl  E.  Gustin  Jr.,  a 
senior  vice-president  at  Kodak. 

At  Nagano,  Kodak  will  run  the 
official  "imaging  center"  for  profes- 
sional photographers  and  expects  to 
process  some  75,000  rolls  of  film. 

BOUND  FOR  GLORY? 

The  expected  face-off 
,  between  Lipinski  and  Kwan 
(above)  should  pull  in 
plenty  of  viewers 


Kodak  figures  that 
winning  greater  loy- 
alty from  pros  will  spill 
over  to  the  mass  market. 
And    what    could  be 
sweeter  than  making  a 
splash  in  Fuji  territory? 
But,  Gustin  concedes, 
"There    are  inherent 
risks  in  anything  you  do 
Jr    from  a  marketing  perspec- 
tive,  let  alone  as  huge  as  the 
Olympics.  None  of  us  were  hap- 
py about  the  bombing  in  Atlanta. 
But  the  reaction  of  the  world  is 
not  one  of  criticism  of  the  Games 
or  sponsors.  It  has  been  seen  as 
an  assault  on  all  of  us." 

Still,  not  all  corporate  spon- 
sors, which  are  providing  40% 
of  funding  for  the  Nagano 
Olympics,  are  so  sanguine. 
Among  the  11  global  spon- 
jfk    sors,  U.  S.  insurer  John 
Hancock  Mutual  Life  In- 
surance  Co.  remains  cautious. 
Most  sponsors  were  left  with  a  sour 
feeling  from  Atlanta,  says  Hancock 
President  David  D'Alessandro.  He  says 
the  local  organizing  committee  was  com- 
bative and  many  sponsors  were  insulted 
by  the  naked  commercialism  on  the 
streets  of  the  city.  "Both  the  Japanese 
and  the  Australians  have  gone  out  of 
their  way  to  learn  the  lessons  of  At- 
lanta," says  D'Alessandro.  Sydney  will 
host  the  Summer  Games  in  2000. 

Despite  the  risks,  the  number  of  spon- 
sors-in-waiting and  communities  eager  to 
play  host  is  growing.  "Our  program  is 
full,"  says  International  Olympic  Com- 
mittee Marketing  Director  Michael 
Payne.  "We  capped  the  number  of  global 
partnerships  at  12  to  avoid  diluting  the 
brand.  Other  global  marketeers  who 
want  in  either  faced  a  potential  conflict 
with  an  incumbent  or  might  have  clashed 
with  the  local  city's  sponsorship  agenda." 
Meanwhile,  three  cities  are  already  bid- 
ding for  the  2006  Winter  Olympics,  and 
three  more  are  expected,  says  the  ioc. 

Why  the  queue  of  corporate  sponsors 
and  host  cities  when  the  outcome  is  of- 
ten dicey?  Simple.  A  stumble  with  the 
world  watching  can  be  agonizing.  But  a 
flawless  performance  can  be  glorious — 
and  well  remembered. 

By  Robert  Neff  in  Tokyo,  with 
William  Echikson  in  Lausanne,  Mark 
Flyman  in  Baltimore,  David  Greisinq  in 
Atlanta,  and  bureau  reports 
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GOVERNANCE 


MAKING  THE  GAMES 
RUN  ON  TIME 


The  IOC  has  turned  the 
Olympics  into  a  money 
machine.  But  have  ideals 
been  sacrificed? 

It  promises  to  be  an  even  more  strik- 
ing corporate  headquarters.  Below 
shimmers  azure  Lake  Geneva.  Above 
tower  the  snowcapped  Alps.  In  1986,  a 
glass-and-steel  annex  was  added  to  the 
original  quaint  19th  century  manor 
house.  Now,  finishing  touches  are 
being  put  on  a  modern,  marble- 
filled  wing  scheduled  to  open  in 
June.  But  this  is  home  to  no  ordi- 
nary multinational.  It's  the  head- 
quarters of  the  nonprofit  Inter- 
national Olympic  Committee  in 
Lausanne,  Switzerland. 

The   new   building  is  a 
metaphor  for  how  the  ioc  has 
transformed  the  Olympics 
from  an  old-fashioned  opera- 
tion— bankrupt  and  amateur- 
ishly run — into  a  global  mar- 
keting machine.  Cities  that 
once  had  misgivings  about 
hosting  the  games  now  bat- 
tle for  the  opportunity.  And 
over  the  past  decade  and  a 
half,  the  Olympic  movement's 
revenues    have  multiplied 
fortyfold,  to  an  average  of 
about  $1  billion  annually. 
"NEW  REALITY."  For  some,  the 
raw  pursuit  of  money  repre- 
sents a  betrayal  of  the  Olympic 
ideal  of  athletics  for  athletics' 
sake.  But  for  IOC  marketers,  the 
newly  powerful  Olympic  "brand" 
has  saved  the  Games.  "Society 
changes.  So  does  sport  and  the 
Olympic  movement,"  says  IOC 
President  Juan  Antonio  Sama- 
ranch. "We  have  adapted  our  or- 
ganization to  a  new  reality." 

The  controversial  Samaranch 
spent  more  than  three  decades 
as  a  faithful  supporter  of  Spanish 
dictator  Francisco  Franco,  rising 
to  chief  of  Catalonia's  regional 
government.  When  he  became 
IOC  president  16  years  ago,  po- 
litical boycotts,  battles  over  the 
amateur  status  of  athletes,  and 
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weak  financing  plagued  the  Olympics. 
Host  cities  marketed  the  games  poorly. 
In  1980,  more  than  90%  of  IOC  revenues 
came  from  television, 
and  of  that  figure,  more 
than  90%  came  from 
American  broadcast 
rights.  Today,  TV  accounts  for  only  50%  of 
revenues,  sponsorship  36%,  tickets  11%, 
licensing  2%,  and  miscellaneous  items 
like  programs 
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1 

1%.  The  ioc  takes  a  7%  cut  for  its<fJ 
the  rest  goes  to  the  host  organizing  co(-l 
mittee  and  national  Olympic  committe|.| 
Samaranch's  attention  to  detail  is  1(11 
endary.  After  watching  a  video  of  a  M 
al  bobsled  run  at  Nagano,  he  orderH 
the  five  Olympic  rings  painted  on  tfl 
ice.  "The  technicians  said:  'It's  not  piH 
sible,' "  recalls  Michael  Payne,  the  ion 
marketing  director.  "He  said:  'Do  it  jl 
The  rings  will  be  clearly  visible. 

But  such  micromanagement  has  p 
off.  Global  sponsors  line  up  to  fork  ove 
minimum  of  $40  million — some  mi 
more — for  a  four-year  cycle  of  Sumr 
and  Winter  Olymp 
Before  the  Games 
gin,  future  host  cit: 
are  guaranteed  m 
keting  revenues  of  $1  billion.  "The 
nancing  of  the  games  is  now  guar 
teed,"  says  Richard  W.  Pound, 
Canadian  lawyer,  former  Olympic  swij 
mer,  and  ioc  vice-president. 

In  return  for  such  large  I 
hosts  must  accept  ever  m( 
stringent  IOC  oversight.  The  o 
tract  for  the  Moscow  Olymp  \ 
in  1980  was  a  single  page, 
contract  for  Nagano  runs  hi|*. 
dreds  of  pages.  After  Atla: 
allowed  street  vendors  to 
Olympic  memorabilia,  the 
pressed  Nagano  to  ban 
practice.  "We  don't  want 
souk,"  Pound  says. 
Some  see  authoritarian 
pulses  at  work  in  the  unrelentijj 
push  for  ever  greater  control 
ever  more  bucks.  Right  after  taki 
office,  Samaranch  persuaded  the  Sv 
government  to  award  nonprofit 
extraterritorial  status  to  his  orga 
zation,  and  the  ioc  still  releases  no 
ficial  financial  statements.  The  pre 
dent  hand-picked  the  majority  of  t 
aging  112  ioc  members,  and  most  £ 
named  for  life.  Many  East  Europe 
delegates  are  longtime  communis 
while  many  Asian  members  are  d 
tinguished  by  their  close  links  to  c 
posed  or  still-inling  dictators.  Sa 
Andrew  Jennings,  author  of  7 
New  Lords  of  the  Ring,  a  1996  bo 
highly  critical  of  Samaranch  and  t 
ioc:  "It's  an  authoritarian  club  r 
by  an  old  Francoist  who  doesn't  \ 
lieve  democracy  works."  Und 
Samaranch's  prodding,  Jennin 
charges,  host  cities  have  lobbi 
ioc  members  by  offering  th( 

SAMARANCH 

As  IOC  president,  he  has 
ransformed  a  bankrupt 
sports  organization  into 
a  gold-plated  brand  name 
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gifts.  The  ioc,  he  alleges,  has  even  cov- 
ered up  duping  abuses. 

Samaranch  allies  reject  these  charges. 
"I  wish  the  media  would  stop  printing 
all  the  stories  about  fur  coats,"  says 
one  ioc  member.  "When  I  go  home,  my 
wife  asks  me  why  I  don't  have  a  gift  for 
her."  The  IOC  claims  it  cracks  down  on 
doping  much  harder  than  other  sports 
organizations.  "There  are  numerous 
others  who  do  little,  and  nobody 
passes   comment,"  complains 
Marketing  Director  Payne. 

The  ioc  is  equally  defensive 
about  its  committee  members.  Sama- 
ranch  says  he  must  deal  with  officials 
named  by  governments  even  if  their  pol- 
itics are  distasteful  to  him.  After  years 
when  the  Games  served  as  communist- 
capitalist  battleground,  he  is  proud  that 
more  countries  will  take  part  in  the 
Nagano  Games  than  in  any  other  Winter 
Olympics.  "The  unity  which  we  have 
managed  to  achieve  is  essential,"  he  says. 
But  IOC  officials  concede  that  some  ac- 
countability, some  reforms,  and  perhaps 
some  humility  are  in  order. 
five-star  SUITE.  Director  General 
Francois  Carrard  says  the  ioc  intends 
to  open  its  books  in  the  near  future, 
though  he  won't  say  exactly  when.  And 
in  the  selection  process,  host  city  candi- 
dates are  being  advised  to  spend  less  on 
promotion.  "We  tell  the  cities:  'Please 
don't  be  so  lavish,' "  says  Carrard. 

Samaranch  himself  certainly  likes  the 
good  life.  Like  all  ioc  members,  his  po- 
sition is  unpaid.  Samaranch,  who  is  in- 
dependently wealthy  thanks  to  a  family 
textile  business,  lives  in  a  suite  in  Lau- 
sanne's five-star  Palace  Hotel.  But  more 
than  money,  it's  power  that  seems  to 
fuel  what  even  ioc  insiders  call  an  "out- 
sized  ego."  He  revels,  these  sources  say, 
in  being  on  a  first-name  basis  with 
world  leaders  such  as  South  Africa's 
Nelson  Mandela. 

Who  will  succeed  such  a  larger-than- 
life  figure?  Rumored  front-runners  in- 
clude Vice-President  Pound  and  ex-South 
Korean  intelligence  chief  Un  Yong  Kim,  a 
member  of  the  IOC.  But  the  77-year-old 
Samaranch  has  succeeded  in  getting  the 
IOC  to  push  back  the 
mandatory  retirement 
age  from  75  to  SO.  And 
he  won  reelection  last 
September  through  the  year  2001.  He 
could  even  stay  on  after  that  date.  "He 
does  40  minutes  of  gymnastics  eveiy  day. 
His  health  is  remarkable,"  says  Carrard. 

Whoever  eventually  takes  the  torch 
from  Samaranch  will  head  an  increas- 
ingly powerful  multinational  with  a  solid- 
gold  brand  name.  But  the  ioc  also  re- 
mains a  world  body  accountable  only 
unto  itself.  That  makes  it  like  no  other 
multinational  on  the  planet. 

By  William  Echikson  in  Lausanne 


STAR  STICKS:  (left  to  right)  Brett  Hull  of  the  St.  Louis  Blues,  Chris 
Chelios  of  the  Chicago  Blackhawks,  Mike  Richter  of  the  New  York 
Rangers,  and  John  LeClair  of  the  Philadelphia  Flyers 
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ANOTHER 
DREAM  TEAM? 

The  NHL  is  out  to  raise  its 
profile.  That  could  be  tough 

Will  Nagano  make  Jaromir  Jagr  a 
household  name?  The  National 
Hockey  League  certainly  thinks 
so,  and  it's  shutting  down  for  16  days  to 
see  if  it's  right. 

For  the  first  time,  the  NHL  is  sus- 
pending its  season  from  Feb.  8  to  Feb. 
24  so  that  its  players  can  compete  in  the 
Olympics.  The  nhl,  puniest  of  the  four 
major  sports  leagues,  sees  Nagano  as  a 
chance  for  much-needed  exposure.  "The 
Olympics  give  us  an  unprecedented  op- 
portunity to  expand  our  fan  base  and  to 
further  stimulate  our  existing  fans," 
says  Commissioner  Gary  Bettman.  "The 
hockey  will  be  'the  best  on  best'  at  the 
highest  competitive  level." 

Clearly,  the  appearance  of  such  mar- 
quee players  as  the  Pittsburgh  Pen- 
guins' Jagr  and  the  Philadelphia  Fly- 
ers' Erie  Lindros  will  elevate  the  game 
at  Nagano.  But  don't 
call  the  nhl's  plan 
"Dream  Team  2" — a 
repeat  of  the  team  of 
nba  superstars  in  the  Barcelona  Games 
that  got  the  world  wild  about  basketball. 
Unlike  the  mostly  American  players  in 
the  National  Basketball  Assn.,  hockey's 
stars  will  scatter  to  nine  different  teams. 
The  countries  getting  most  of  the  pros 
are  favorite  Canada,  the  U.  S.,  Russia, 
Finland,  Sweden,  and  the  Czech  Re- 
public. That  dispersion  of  talent  should 
make  for  better  matchups  than  the  total 
domination  of  basketball  by  the  U.  S. 
But  the  nhl's  move  is  not  without 


risks,  the  biggest  being  the  human 
cadian  cycle.  Most  games  will  not  si 
in  the  U.  S.  until  after  The  Late  SI 
with  David  Letterman,  so  it's  a  quesi 
of  whether  viewers  who  don't  kno\ 
hat  trick  from  a  hatcheck  will  stay 
But  Bettman  points  out  that  "no  ot 
[Olympic]  sport  will  be  shown  in  its 
tirety."  Moreover,  cbs  will  air  15-min 
prime-time  clips  of  the  previous  nig 
games.  And  tnt  will  replay  the  gai 
on  the  following  afternoons. 

cbs  will  also  profile  the  nhl  plaj 
in  prime  time.  That  exposure  could  gi\ 
financial  lift  to  rink  stars  who  perenni 
trail  other  pro  athletes  in  the  endo: 
ment  competition.  "No  one  is  blind,"  i 
player  agent  Tom 

Reich.  "The  op-    ALL  OVER 
poitunities  are  go-    T  H  E  M  A  P 

ing  to  be  aggres-  Professional 

sively    explored      ,  , 
once 'the  competi-    Payers  Will  be 

tion  is  over."        scattered  amoi 
While  the  nhl  nine  different 

is  cautious  about    nationaj  teamj 

hockey  s  ratings 
potential,  even  a 
mild  success  could  give  the  leaj 
more  leverage  during  renegotiatior 
its  two  U.  S.  tv  contracts,  which 
each  in  the  fourth  year  of  a  five-y 
term  and  are  together  worth  just  $ 
million.  Bettman  says  the  nhl  is  ha] 
with  its  relationship  with  Fox 
espn,  but  he  wouldn't  mind  if  abc 
cms  "showed  interest"  at  entering 
TV  talks. 

Those  talks  probably  won't  start  u 
well  after  June,  when  the  Stanley  ( 
has  a  new  team  name  etched  on  it. 
now,  the  nhl's  main  concern  is  whet 
enough  Americans  will  find  face-offs 
penalty  shots  so  compelling  that  the 
be  willing  to  forgo  sleep.  If  they  do 
"dream  team"  could  take  on  a  very 
ferent  meaning  for  the  NHL. 

By  Kathleen  Madigan  in  New  Y 
and  Mark  Hyman  in  Baltimore 


CO    DIICIMCCC    \MC  C  W    I   CCDDI  I  A  D  V   Cl      1  CiCiO 


Everything  you  expect  in  a  luxury  car. 


 milium       u   1 


Well,  not  everything.  Its  just  $18,995.* 
The  1998  Chrysler  Cirrus. 

There  are  cars  that  are  built  to  appeal  to  your  passionate  side— and  to  your  practical  side.  The  1998  Chrysler  Cirrus. 
For  the  passionate  side:  ■  fully  independent  suspension  ■  multi-valve  V6  engine  ■  speed-sensitive  steering  ■  air  condi- 
tioning with  rear-seat  vents  ■  premium  six-speaker  sound  system  ■  power  windows,  mirrors  and  door  locks  ■  cab- 
forward  design  with  room  for  you  and  four  friends  ■  and,  at  no  extra  charge,  a  new,  luxurious,  glove-soft  leather-trimmed 
interior  ■  and  eight-way  power  driver's  seat.  Now  for  the  practical 
side.  The  new  1998  Chrysler  Cirrus  LXi,  with  all  this,  is  just  $18,995.' 
Now  that's  unexpected.  Call  1.800. CHRYSLER  for  details. 

1  after  $  1.000  cash  back  includes  destination  Excludes  tax  www  chryslercars  com. 


NO  SHOW 

Terje  Haakonsen, 
master  of  the 
half-pipe,  is 
boycotting  the 
Winter  Games 


Special  Report 

THE  OLYMPICS 


SNOWBOARDING 


A  COLD  SHOULDER 
ON  THE  SLOPES 

Why  so  many  snowboarders  are  steamed  at  the  Olympics 


■  f  you  want  to  see  the  raddest  dude 

■  mi  a  snowboard,  check  out  a  23-year- 
I  old  Norwegian  named  Terje  Haakon- 
sen. He  was  World  Champion  for  the 
past  two  years  and  is  undefeated  so  far 
this  season  in  the  half-pipe,  an  event 
that  consists  of  looping  back  and  forth 
between  two  steep  snow  banks,  with  a 
double  back-flip  or  some  other  heart- 
stopping  trick  thrown  in.  You  can  catch 
him  on  espn's  X-treme  Games  or  watch 
the  video  Subjekt:  Haakonsen — Life  and 
Times  of  a  Sprocking  Cat. 

But  don't  look  for  Haakonsen  in 
Nagano,  where  snowboarding  debuts  as 
a  medal  event.  Haakonsen  announced 
in  early  January  that  he  is  boycotting 
the  Olympics  because  of  the  "Mafia-like" 
International  Olympic  Committee  (IOC). 

Haakonsen's  defection  is  just  the  lat- 


est blow  in  a  skirmish  between  the  ioc 
and  the  iconoclastic  snowboarding  com- 
munity. Usually  a  sport's  governing 
body  must  petition  the  IOC  to  be  in- 
cluded in  the  Games.  But  the  IOC  de- 
cided on  its  own  in  1996  to  include  TV- 
friendly  snowboarding,  despite  concerns 
among  the  athletes  that  snowboard  com- 
petition is  still  evolving  and  shouldn't  be 
locked  into  formal,  Olympic-style  rules. 

But  what  really  has  snowboarders 
steamed  is  the  ioc  designation  of  the 
Federation  Internationale  de  Ski  (FIS), 
the  overseer  of  ski  racing,  as  the  sport's 
governing  body,  instead  of  the  Interna- 
tional Snowboarding  Federation.  "The 
fis  doesn't  know  the  first  thing  about 
how  to  run  a  snowboard  race,"  says 
Jake  Burton,  founder  of  Burton  Snow- 
boards in  Burlington,  Vt.  "Ski  racing  is 


all  about  tearf, 
not  individuals." 

The  two  cam  s  i 
have  been  warri; 
ever  since.  A  ta 
force,  led  by  Bii- 
ton,  hammered  cp 
an  agreement  1 
1996  with  the  U.. 
Ski  &  Snowboarding  Team  (usst)  th 
would  open  Olympic  qualifying  events  i 
all  comers,  instead  of  using  the  co  t 
plex  ranking  system  used  to  choose  :l 
racers.  But  last  summer,  the  task  foi  I 
filed  a  lawsuit  against  the  ski  team,  s  f 
pending,  accusing  it  of  not  living  up  I 
the  pact,  usst  spokesman  Tom  Kelh 
says  the  two  sides  never  had  an  offic  l\ 
agreement,  but  the  usst  did  go  back  i 
an  open  qualifying  system  last  fall.  St , 
the  usst  requires  Olympic  hopefuls  i 
travel,  train,  and  dress  as  a  team — a| 
that  has  boarders  chafing.  "I'm  not  irl 
the  team  thing  at  af 
says  Cara-Beth  Bui- 
side,  a  contender  ix 
the  U.  S.  half-pi » 
team.  "This  gives  a  lot  of  us  mixed  fe 
ings.  It's  all  serious  all  of  a  sudden." 

The  ill  will  got  worse  when  the  US 
chose  as  its  snowboard  mascot  a  wi 
eyed  Jim  Henson  puppet  named  Aninttj 
that  harkens  back  to  the  early  image  p 
snowboarders  as  undisciplined  "knu 
ledraggers" — an  image  the  industry 
worked  hard  to  overcome.  Perhaps 
most  laughable  insult,  though,  is  t 
the  Olympic  boarding  event  is  bei 
held  at  a  ski  resort  in  Nagano  that 
dinarily  bans  snowboarders. 
shaggy  fans.  Plenty  of  boarders  d| 
dain  the  whole  idea  of  the  Olympic 
"I  don't  think  we  belong  there,"  writ 
top  competitor  Circe  Wallace  in  an  < 
say  posted  on  a  snowboard  Web  si  . 
"The  Olympic  Committee  wants  | 
squash  everything  that's  special  aboi 
the  sport." 

Snowboarding's  anti-Establishme',j 
image  did  help  sell  the  sport.  In  its  e;;l 
ly  days  20  years  ago,  it  drew  the  saia 
sort  of  enthusiasts  as  skateboarding - 
shaggy  teenage  boys  in  baggy  cloth: 
But  as  women  and  older  skiers  got  ts| 
bug,  growth  has  been  phenomenal, 
dustry  stats  show  the  number  of  U 
boarders  has  soared  270%  since  19: 
to  3.7  million.  Alpine  skiing  grew  o: 
2c/<  over  the  period,  to  10.5  million. 

The  Olympic  showcase  is  certain 
increase  boarding's  popularity.  "Wh 
you  think  of  the  mass  audience,  the? 
remember  the  event,  not  who  was: 
there,"  says  the  USST's  Kelley.  Which 
fine  with  some  boarders.  "To  my  frier 
and  peers  at  Nagano,  I'll  truly  be  roi 
ing  for  you,"  writes  Wallace.  "[But] 
choose  to  be  on  top  of  a  mountain." 
By  Catherine  Arnst  in  Stowe, 
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Special  Report 


N1ERPRISE 

Timely  Insights 
For  Small  Business 


ft  BOX  page  2 
p  Sheet 

K  breaks,  hiring  help,  Web  hunts 
port  audits,  and  more 

he  Internet  page  4 

it  Up  and  Go-Between 

w  strategies  can  help 
ddlemen  survive  as  more  and  more 
yers  and  sellers  meet  directly  on  the  Net 


Buyer's  Guide  page  18 

Pass  the  Payroll  Buck 

Outsourcing  paycheck 
processing  can  save  time 
as  well  as  tax  anxiety,  and 
may  even  turn  out  to  be  a 
break-even  proposition  for 
many  small  companies 


Companies 


page  8 


Playing  the  Web 

The  Internet  games  company, 
Yoyodyne,  is  just  Seth  Godin's 
latest  brainchild 


My  Company 


page  20 


larketing  page  14 

sibility  Unlimited 

th  competition  heating  up, 
talogers  are  more  eager  than 
3r  to  add  goods  produced  by 
lall  operators  to  their  pages 


Getting  Good  Help 

A  growing  business  in  a  tough  labor 
market  discovers  that  sending  internal 
candidates  back  to  school  has  improved 
quality,  decreased  waste,  and  boosted  morale 

Downtime  page  zz 

Fun  and  War  Games 

Managers  and  employees  are 
letting  off  steam  these  days 
at  paint  ball  fields  and  laser 
tag  arenas-and  improving 
business  skills  in  the  process 


nore  on  small  business,  visit  BW  Plus!  at  wwwJiusinessweek.com  or  America  Online  at  keyword:  BWEnterprise 
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EDITED  BY  EDITH  HILL  UPDIKE 


CREDjTS  WHEN  CREDITS  ARE  DDE 

The  Taxpayer  "Relief  Act?  Ha!  Congress'  329-page  attempt  to 
improve  the  tax  code  last  year  gave  small  businesses  a  host  of 
breaks,  but  with  a  confusing  array  of  start  and  end  dates.  Business 
owners  must  act  soon  to  take  advantage  of  credits  expiring  this  summer. 
Some  tips:  Frontload  research  spending  before  June  30,  and  the 
Research  Credit  lets  you  subtract  20%  of  what  you  spend  from  your 

final  tax  bill.  Also,  hire  from  a  covered  group  of  workers 
before  July  1  to  take  advantage  of  the  Work  Opportu- 
nity Credit.  Senior  citizens  and  other  recipients  of 
supplemental  security  income  have  joined  ex-cons 
and  welfare  recipients  among  those  who  qualify. 
Employers  can  subtract  from  their  tax  bill  40% 
of  first-year  wages  (up  from  35%),  to  a  maximum 
of  $2,400.  The  new  Welfare-to-Work  Credit  is 
more  generous:  up  to  $3,500  in  the  employee's 
first  year  and  $5,000  in  the  second.  Plus,  it 
doesn't  expire  until  Apr.  30,  1999. 

More  information  about  this  story  can  be  found  at  BW  Plus! 
at  www.businessweek.com  or  on  America  Online  at  keyword: 
BWEnterprise. 


NEW  DDTIES 
AT  CUSTOMS 


S 


FAVORITE  PARTY  GU 

Which  famous  moguls  did  small 
ers  want  to  party  with  on  New 
Eve?  Bill  Gates  38%,  Ted  Turner  I 
Steven  Spielberg  16%,  Ben  Cohen: 
ry  Greenfield  13%,  and  Mary  Kayl 


!mall  importers  may  soon 
begin  to  feel  the  heat  from 
'new  U.  S.  Customs  Service 
rules.  The  government  aims  to 
ensure  that  95%-  of  duties  are 
properly  paid,  up  from  an  esti- 
mated 80%  in  1995,  partly  to 
recoup  revenue  lost  from 
shrinking  duties  under  nafta,  gatt,  and  other  agreements. 
Since  1996,  Customs  has  initiated  some  300  "assessments"  of 
companies'  compliance.  The  largest  20%  of  importers  account  for 
80%  of  imports,  so  megacorps  such  as  Wal-Mart  Stores  Inc.  were 
first  hit.  But  in  the  next  few  years,  Customs  will  start  looking  at 
smaller  companies,  too.  In  the  past,  small  businesses  hired 
import  specialists  to  take  care  of  complex  paperwork,  but  new 
rules  of  "informed  compliance"  and  "shared  responsibility"  mean 
no  buck-passing.  Customs  is  trying  to  help  importers  wade 
through  the  vast  minutiae  of  import  classifications.  There's  a 
wealth  of  info  at  www.customs.ustreas.gov,  including  customs- 
assessment-team  documents  that  importers  need. 


HIRING  MADE  CHEAPER 

T 

■  c 


MBA 


S — 1 

FreeAg" ', 


America  V 

1j  UtlA 

wo  money-saving  recruitment  tc 
America's  Talent  Bank  is  a  free ; 
opportunity/resume-posting  site 
funded  by  the  govern- 
ment (www.atb.org). 
Some  7,500  companies 
and  25,000  job-seekers 
have  registered  so  far. 

mba  FreeAgents  is  a  startup-friendl 
site  that  matches  mbas — many  with 
extensive  experience — wi 
companies  looking  for  pro, 
workers  or  high-end  temp] 
(www.mbafreeagents.com 
Find  candidates  who'll  wo] 
for  startups,  invest,  or  traj 
a  pay  cut  for  equity.  Variable  subsc^ 
tion  fees  starting  at  $495 


AN  ANDERSEN  CONSULTING  POLL  FINDS  34%  OF  SMALL  TO  MIDSIZE  B 
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SMALL  BUSINESS  CROSSINGS 

These  events  focus  on  effective  use  of  technology  for  small 
business.  Seminars  and  corporate  exhibitors  specialize  in 
small-biz  software.  January  through  June  at  locations 
nationwide.  Organized  by  the  Small  Business  Administration 
800-8ASK-SBA  www.sbaonline.sba.gov 


SUPERC0MM98  Everything 
telecom.  Register  early  and 
entrance  to  floor  exhibits  and 
some  seminars  and  panels  is 
free.  Additional  sponsors  offer 
paid  events.  Organized  by 
Telecommunications  Industry 
Assn.  June  7-11  in  Atlanta, 
Ga.  800-278-7372 
www.supercomm98.com 


SO  THEY  SAY 


LET'S  HAVE  A 
CONFERENCE 


BUILD  BRAND  VALUE  CONFERENCE 

Essentially  one  day  of  speeches  and 
panels  featuring  entrepreneurial 
and  corporate  brand  builders  from 
Intel,  Starbucks,  and  Joe  Boxer, 
along  with  housewares  marketer 
Francis  Ford  Coppola  and  others. 
March  23-24  in  San  Francisco, 
Calif.  Venture  Strategy  Group  415- 
558-8600 

www.venturestrategy.com 


E  MODELS 


i  Sprint  Business  poll.  But  a 
study  found  their  real  role 
;re  others  who  succeeded  in  a 
siness  33%  or  family  mem- 
One-fifth  had  no  role  model. 


•  DUCTS  FOR 
IDUCTIVITY 


t  Business  asked 
-business  owners 
tool,  product,  or 
:e  was  most 
ul  in  making 
companies  more 
jctive  in  1997. 


"Mostly,  the  job 
seekers  we  see  are  a 
sorry  lot.  Few  are 
older  than  20  and 
many  look  like  they 
haven  't  changed 
clothes  in  a  week. " 

—Kevin  Kelly  of  Emerald 
Packaging  on  the  prob- 
lems of  finding  qualified 
workers  (page  20) 


FAX 

38% 


AMERICAN  BUSINESS  WOMEN'S  ASSOCIATION  CONFERENCES 

Eight  three-day  business-skill,  development  conferences  address 
such  issues  as  networking,  technology,  diversity,  and  leadership. 
March  27-June  7  at  locations  nationwide.  National  convention: 
Sept.  16-20  in  Phoenix,  Ariz.  816-361-6621  www.abwahq.org 


THE  REFERENCE  SHELF 

Two  comprehensive,  up-to-date  refer 
ence  works:  The  1998  U.S.  Master 
Tax  Guide,  a  dense  640  pages  of 
fine  print,  includes  rate  schedules,  tax  tables, 
and  checklists  ($37.95).  Larger  type  and 
8     looser  prose  make  the  1998  U.  S.  Master 
Employee  Benefits  Guide's  660  pages  easi 
er  to  read.  It  covers  everything  from 
child  care  to  wellness  programs  ($49). 
Both  from  cch  Inc.  (800-248-3248). 


IN  SEARCH  OF  THE  ELUSIVE 

ost  small  businesspeople  use  the  Web  for  research,  but 
finding  what  you  want  can  be  time-consuming.  And 
on-site  search  engines,  it  turns  out,  are  little  help. 
Studies  by  User  Interface  Engineering  (uie),  an  Internet 
consulting  firm,  reveal  that  using  a  site's  highlighted  links  is 
50%  more  effective  than  using  its  internal  search  func- 
tions. Net  savvy  doesn't  speed  your  search, 
either.  In  the  studies,  subjects  took 
timed  scavenger-hunt  tests 
that  gauged  their  ability  to 
find  facts  on  sites  such  as 
Disney  and  Travelocity. 
uie's  chief  researcher 
says  your  best  bet  is  of- 
ten to  find  a  phone 
number  on  the  Web  site 
and  call.  The  full  report, 
Web     Site  Usability 
($39.95),  is  aimed  at 
site  designers,  but  of- 
fers insights  for  anyone 
interested  in  how  the 
Web  is  developing. 
(508-975-4343)  www.uie.com 


>ED  CREDIT-CARD  FINANCING  IN  1997,  UP  FROM  24%  IN  1996 
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ENTERPRISE 


The  Internet 


HOW  MIDDLEMEN 
CAN  COME  OUT  ON  TOP 

Nimble  businesses  can  change  the  Internet  from  a  threat  into  an  ally 


Bruce  Yoxsimer  owned  a  travel 
agency  for  13  years  before  events 
forced  him  into  a  bold,  new  strat- 
egy. The  seven-employee  company 
in  Palo  Alto,  Calif.,  was  doing  nicely. 
Annual  bookings  came  to  nearly  $4  mil- 
lion. But  when  the  airlines  capped  com- 
missions on  ticket  sales  in  1994,  the 
agency's  largest  source  of  revenue  was 
suddenly  under  siege.  Many  competi- 
tors launched  a  protracted  fight  against 
the  carriers — which  amounted  to  tilting 
at  windmills,  as  it  turned  out.  Yoxsimer 
took  a  more  farsighted  ap- 
proach: He  set  up  shop  all 
over  again — this  time  on  the  World 
Wide  Web. 

Using  credit  cards  and  home-equity 
loans  to  bootstrap  his  new  company 
(which  swallowed  the  old  one),  Yoxsimer 
teamed  up  with  a  pair  of  software  ex- 
perts to  launch  the  Internet  Travel  Net- 
work (www.itn.net).  In  1995,  it  became 
one  of  the  first  companies  to  book  trips 
over  the  Web.  Despite  the  far  greater 
sales  volume  of  competing  airline  Web 
sites,  the  company  has  secured  a  place 
in  the  Web  ticketing  business  by  being 


STRATEGIES 


there  early  and  building  a  name.  With 
just  50  employees,  it  is  processing  up  to 
1,000  reservations  a  day,  a  rate  that  is 
growing  by  about  W'c  a  month,  thanks 
to  word-of-mouth  referrals,  advertising, 
and  Internet  search  engines — not  to 
mention  businesses  that  have  signed  ITN 
as  their  exclusive  online  agent. 

itn  is  a  sterling  example  of  how  rapid- 
ly the  Web  is  forcing  change  on  a  huge 
sector  of  small  business — the  middleman. 
From  real  estate,  travel,  and  insurance 
agents  to  car  dealers  and  recruitment 
funis,  virtually  no  middleman 
is  immune  to  the  upheaval 
caused  when  buyer's  and  sellers  meet  di- 
rectly on  the  Internet.  For  some,  ex- 
tinction is  almost  certain.  But  many  busi- 
nesses are  finding  fresh  opportunities  on 
the  Web.  Virtually  all,  though,  will  have 
to  change  how  they  do  business.  That 
may  mean  providing  a  level  of  customer 
service  that  a  computer  cannot  deliver. 
Or  teaming  up  with  an  Internet  part- 
ner. Or  converting  the  business  to  a  Web 
site. 

"In  almost  every  industry,  you'll  find 
these  new  online  middlemen,"  savs  Matt 


Ericksen,  a  vice-president  at  Bos'j 
Consulting  Group  Inc.  "The  risks  til 
present  should  be  making  historij 
middlemen  very  nervous."  As  the 
digital  brokers  gobble  up  market  sh; 
giving  customers  more  options  tlj 
ever,  middlemen  of  all  stripes  nee< 
develop  survival  strategies. 
VALUE  ADDED.  Who's  threatened  m 
Those  who  broker  products  and  i: 
mation  without  adding  value.  If  y 
business  merely  sells  access  to  a  d 
base — such  as  airline  schedules,  real 
tate  listings,  insurance  rates,  and  sto 
exchanges — watch  out.  Realistically, } 
won't  be  able  to  beat  the  Web  at  * 
own  game:  offering  fast  access  to  da 
bases  and  interactive  information  1 
lored  to  individual  consumers 

Even  businesses  that  do  add  so 
value  will  have  to  rethink  their  bi 
ness  models,  says  Jeffrey  F.  Raypt 
an  assistant  professor  at  the  Harvj 
business  school.  "It's  a  wholesale  c 
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"Steady  growth, 
low  unemployment,  strong  dollar  overseas. 
Should  be  a  great  year'' 


READY   FOR   A   HOTEL  THAT'S   ALL  BUSINESS? 


¥  I 

SELECT 

I 

eeting  Facilities 

Room  Service       Fitness  Center  Busi 

Ness  Class  Is  Standard- 

all.  1-800-HOLIDAY 

FOR  RESERVATIONS. 


iTATES 


k 

MA 

Id 
ills 


Pleasanton 
San  Diego 
San  Francisco 
(2  locations) 

CONNECTICUT 

Stamford 

DISTRICT  OF 
COLUMBIA 

Alexandria.  VA 


FLORIDA 

Clearwater 
Fort  Myers 
Miami 
Orlando 

(2  locations) 
Panama  City 
Tampa 

GEORGIA 

Atlanta 
(3  locations) 


II I  INOIS 

Chicago-Naperville 
Decatur 

INDIANA 

Indianapolis 
|2  locations) 

I  OUISIANA 

New  Orleans 
(2  locations) 

MARYLAND 

Baltimore 
Solomons 

MASSACHUSETTS 

Boston 


MICHIGAN 

Auburn  Hills 

MINNESOTA 

Minneapolis 
(2  locations) 

MISSOURI 

Columbia 
St.  Louis 
St.  Peters/ 
St.  Charles 

NEW  JERSEY 

Clark 
Clinton 

NORTH  CAROLINA 

Hickory 

Winston-Salem 


C  NIC 


PENNSYLVANIA 

Philadelphia  Area 

(3  locations! 
Pittsburgh 

SOUTH  CAROLINA 

Greenville 

TENNESSEE 

Knoxville 

(2  locations) 
Memphis 
Nashville 

(2  locations) 


TEXAS 

Dallas 

(6  locations) 
Houston 

i2  locations! 
San  Antonio 

VIRGINIA 

Lynchburg 
Richmond 

WASHINGTON 

Olympia 
Seattle 

WISCONSIN 

Appleton 


NOVA  SCOTIA 

Halifax 

ONTARIO 

Toronto 
Windsor 

QUI  BEC 

Montreal 

MEXICO 

Guadalajara 

SOUTH  AMERICA 

COLOMBIA 

Santa  Fe  de  Bogota 


liday  Hospitality  Corporation.  All  rights  resenyed  Most  hotels  are  independently  owned  and'or  operated. 
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The  Internet 


EVOLUTION:  Adapting  to  the  Web  might  mean  lowerins 
fees  or  selling  services  piecemeal.  But  in  time,  persom| 
service  and  customized  advice  could  yield  profits 


version  to  a  better,  faster,  cheaper,  more 
flexible  way  of  doing  business,"  he  says. 

While  some  experts  predicted  the 
Web  would  cause  "disintermediation" — 
the  demise  of  the  intermediary  alto- 
gether— Rayport  thinks  the  Web  is 
bringing  about  "re-intermediation,"  in 
which  new  online  businesses  perform 
at  least  some  of  the  functions  of  tradi- 
tional middlemen. 

Take  real  estate.  Agents  may 
know  a  community,  leam  a  buyer's 
quirks,  and  understand  how  to  close  a 
deal.  But,  pre-Intemet,  their  lock  on 
home  sales  sprang  from  the  fact  that 
only  commissioned  agents  had  access 
to  the  Multiple  Listing  Service,  the 
database  containing  most  homes  on 
the  market.  Who  could  compete?  No 
one,  until  the  advent  of  digital  mid- 
dlemen such  as  Cyberhomes.com, 
which  puts  abridged  MLS  listings  on 
the  Web  in  markets  where  it  is  li- 
censed to  do  so. 

NEW  SITES.  Or  consider  San  Francis- 
co-based Abele  Information  Systems 
Inc.,  which  runs  the  10-employee 
Web  service  Abele  Owners'  Network 
(www.owners.com).  Begun  in  the 
spring  of  1996,  the  site  is  still  a  pip- 
squeak, over  the  course  of  the  year 
listing  140,000  homes  in  45  states, 
compared  with  more  than  4  million 
listings  on  the  MLS.  But  its  potential 
and  fast  growth  have  already  in- 
spired traditional  brokers  to  create 
their  own  sites,  making  some  listing 
data  freely  available  to  everyone  for 
the  first  time.  "The  industry  feels 
threatened  by  the  release  of  online 
listing  information,"  says  Becky 
Swann,  a  former  agent  in  Grapevine, 
Tex.,  whose  International  Real  Es- 
tate Digest  (www.ired.com)  rates 
hundreds  of  real  estate  Web  sites  run 
by  agencies  and  entrepreneurs.  "They 
got  canned  away  with  controlling  the  in- 
formation. The  ones  that  think  their  job 
is  providing  access  to  the  MLS,  those  are 
the  folks  who  will  be  out  of  business." 

At  owners.com,  sellers  can  enter  basic 
price  and  property  data  and  add  such 
extras  as  pictures  for  a  small  fee.  The 
attraction,  clearly,  is  that  if  a  buyer  and 
seller  meet  up,  the  price  for  both  sides 
will  reflect  the  savings  on  commission. 


Founder  Hans  Koch,  a  former  commer- 
cial property  manager,  says  that  nearly  a 
third  of  customers  who  list  their  homes 
on  his  site  are  first-time  do-it-yourselfers. 
Koch  projects  sites  such  as  his  eventu- 
ally will  double  the  long-standing  20% 
of  homes  sold  without  an  agent  to  40% 
of  the  total  and  "change  the  economics  of 
the  deals  for  the  other  60%." 


HOW  TO 
SURVIVE  THE  DIGITAL  AGE 

If  you're  a  middleman-a  go-between  for 
buyers  and  sellers-the  Internet  is  bringing 
big  changes.  Here  are  some  alternative 
strategies  for  staying  alive. 

LEAD  YOUR  MARKET 

►  Set  up  your  business  on  the  Web  now; 
those  who  get  there  first  have  the  best  shot 
at  succeeding 

►  Initiate  change  in  the  marketplace;  don't 
just  respond  to  it 

CHANGE  YOUR  BUSINESS  MODEL 

►  Lessen  your  dependence  on  processing 
transactions  (i.e.,  airline  reservations) 

►  Affiliate  with  a  digital  middleman,  if  you 
don't  become  one  yourself,  to  generate 
sales  leads 

►  Focus  on  the  human  touch:  Beef  up  per- 
sonal service,  professional  expertise,  and 
consulting  that  a  computer  database  can't 
provide 

GET  OUT  OF  THE  WAY 

►  Find  something  else  to  do,  because  your 
business  may  not  be  here  in  a  few  years 

►  Benefit  from  rapidly  consolidating  mar- 
kets; sell  your  business  before  it's  too  late 


Will  this  mean  the  end  of  the  agent 
middleman?  No,  argues  Regina  Taylor, 
vice-president  of  marketing  for  Cold- 
well  Banker  Corp.,  whose  Web  site  lists 
150,000  properties  and  generates 
100,000  user  sessions  per  week:  "We 
see  it  as  a  tool  for  generating  sales 
leads  for  our  brokers."  But  this  kind 
of  easy  access  to  listings  will  force 
change  on  the  business,  argues  Swann. 
While  she  thinks  Koch's  projections  are 
exaggerated,  she's  sure  the  Web  will 


gradually  boost  the  number  of  ho 
sold  by  their  owners.  And  with 
tomers  doing  much  of  the  prelimii 
legwork  online  through  growing  d 
bases,  they  may  start  to  balk  at 
standard  5%-to-7%  commissions.  To 
in  business,  agents  might  have  to  lc 
their  fees  or  charge  a  la  carte  rates 
such  tasks  as  preparing  documents, 
gotiating  prices,  marketing,  or  \ 
ing  open  houses.  Exemplary 
sonal  service  and  customized  ad 
could  become  the  keys  to  ma 
money — not  the  sale  itself. 
online  tickets.  Such  adaptatio 
already  under  way  in  several  fit 
For  instance,  as  Yoxsimer's  sue 
shows,  the  Web  is  a  superbly 
cient  way  to  sell  airline  tick 
About  1%  of  domestic  tickets 
now  sold  online,  according  to 
American  Society  of  Travel  Ag 
and  Forrester  Research  Inc.  f 
casts  that  volume  will  quadrupl 
nearly  $5  billion  in  sales  by  2 
That's  why  Phil  Davidoff,  57*,  ow 
and  co-founder  of  28-year-old 
air/Empress  Travel,  a  small  age 
in  Bowie,  Md.,  has  deemphasi 
airline  ticket  sales.  He  says  t 
commission  caps  may  have  stai 
the  free-fall,  but  online  comp 
tion — which  emboldened  the  airt 
to  slash  commissions — accelerE 
the  plunge.  In  the  past  three  yel 
airline  ticket  commissions  drop! 
from  62%  of  his  revenues  to  :  I 
than  30%.  In  response,  Davidoi 
now  doing  what  computers  can 
getting  to  know  customers  so  \ 
that  he  can  advise  them  on  cru 
that  he  books.  Other  agencies  I 
focusing  on  specialties  such  as  I 
venture  trips,  senior  citizen  tral 
or  eco-tourism. 

The  alternative  approach  is  to 
brace  the  new  technology  one  way 
another.  "I  didn't  even  know  how 
turn  a  computer  on,"  says  Julian  £ 
graves,  58,  the  general  manager  of  R| 
Long,  a  Framingham  (Mass.)  auto  d 
er  that  has  been  in  the  same  local] 
since  1927.  But  Hargraves  realized! 
customers  were  changing  fast.  First.| 
watched  his  own  daughter  buy  a 
online,  then  his  son  found  Ms  new  ho 
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NEW  REALITY:  Real  estate  brokers, 
surance  agents,  car  dealers-all 
nore  the  Web  at  their  peril 


he  Web.  He  became  so  intrigued 
he  potential  for  the  popular  Auto- 
"el  (www.autobytel.com),  which  pro- 
3  free  car  research  and  price  quotes 
the  Web,  that's  he's  now  spending 
)00  annually  to  be  part  of  its  2,000- 
iv  network. 

'eople  don't  want  to  deal  with  a  car 
iman,  and  they  want  to  save  time," 
craves  says.  With  Auto-By-Tel,  cus- 
srs  receive  a  low,  no-haggle  price 
mt.  Then  thev  come  in  to  the  deal- 


rSTRAPPING:  Yoxsimer  now  books  travel  online 


ip  and  complete  the  paperwork  in 
than  an  hour.  After  joining  the  net- 
i  in  September,  Hargraves  says,  he 
n  receiving  an  average  of  one  pur- 
e  request  per  day,  leading  to  a 
Iful  of  sales  that  he  would  never 
landed  otherwise.  He  predicts  that 
)-By-Tel  leads  will  soon  account  for 
of  his  dealership's  business. 
:rlots.  In  fact,  Boston  Consulting's 
ksen  predicts  the  number  of  auto 
5rships  nationwide  will  drop  from 
30  today  to  perhaps  10,000,  and 
;  of  those  will  be  superlots.  This 
3-By-Tel  phenomenon  will  sweep 
3S  "industry  after  industry,"  he  says. 
;he  meantime,  you'll  find  those  who 
totally  ignoring  the  Internet  sitting 
e  wondering  why  their  sales  are 
ping  off." 

ven  the  life  insurance  agent,  who 


has  traditionally  relied  on  face-to-face 
sales,  faces  competition  from  the  Web. 
LifeQuote  of  America  Inc.,  a  life  insur- 
ance agency  in  Miami,  says  the  company 
invested  less  than  $50,000  to  develop 
its  Web  site  (www.lifequote.com).  Soon 
after  its  launch  in  1995,  it  started  bring- 
ing in  60%  of  the  11-year-old  company's 
overall  business.  According  to  LifeQuote, 
of  the  300  people  per  month  who  use 
the  site  to  request  quotes,  17%  become 
paying  customers,  surpassing  the  con- 
version ratios  for  both 
direct  mail  (1%  to  2%) 
and  cold  calling  (5%). 
LifeQuote  still  acts  as 
the  insurance  agent, 
representing  more  than 
50  insurance  companies. 
And  for  each  policy  it 
sells  online,  it  collects 
50%  of  the  first  year's 
premium  as  its  fee. 

Then  there's  the  re- 
cruitment  business.  On- 
line job-posting  sites 
are  booming.  Framing- 
ham-based  Monster 
Board  (www.monster. 
com)  lists  more  than 
50,000  jobs  from  over 
4,000  companies,  in- 
cluding Intel,  Fidelity 
Investments,  Nike,  MCI 
"  Communications,  and 
Arthur  Andersen.  Started  by  recruit- 
ment and  advertising  firm  TMP  World- 
wide Inc.,  the  site  offers  savings  to 
clients  who  might  otherwise  use  re- 
cruitment firms  or  want  ads.  It  also  of- 
fers value-added  services,  such  as  cus- 
tomized E-mail  updates  for  job-seekers. 

It  appears  there's  no  hiding  from 
digital  middlemen.  They  will  surface 
wherever  there's  a  demand  for  conve- 
nient— and  often  more  efficient — ser- 
vices. But  if  you  don't  want  to  go  the 
way  of  the  milkman  or  become  an  on- 
line broker  yourself,  what  choice  re- 
mains? It's  a  safe  bet  that  personal 
service  will  still  give  you  an  edge,  that 
is,  until  PCs  learn  to  smile  and  data- 
bases act  on  intuition. 

By  Evan  I.  Schwartz,  a  former 
BUSINESS  WEEK  staff  editor  and  the  au- 
thor o/Webonomics  (Broadway  Books) 


Get  Online 
and  get 

In  Touch! 

Business  Week  Online's 
Small  Business  Center 
on  America  Online  is  a 
place  where  small-business 
owners  and  entrepreneurs 
can  find  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 


ATTEND 


specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions 


COMMUNICATE 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  small 
business  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  business  and  other  subjects. 


INTERACT 


with  Business  Week  editors. 


BE  IMAGINATIVE 


Use  the  Small  Business  Center  in  the  way 
that  works  best  for  you  and  your  business. 


From  the  Business  Week  Online  main  screen,  click  the 
BW  Plus!  button,  then  select  BW  Online's  Small 
Business  Center  from  the  list  of  BW  Plus!  choices. 


£       For  a  free  trial  diskette  including  50  free 
fS£      hours  on  AOL,  call  1-800-641-4848  and 
(rnlfati    mention  Business  Week. 
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II 


YOYODYNE'S  GAME 


THE  COMPANY 


Yoyodyne,  a  34-person  online  mar- 
keting firm  based  in  Irvington, 
N.Y.  Founded  in  1995.  Revenues 
last  year  were  $3  million,  double 
the  previous  year. 


THE  FOUNDER  AND  CEO 


Seth  Godin  (shown  at  left),  37, 
author,  book  packager,  online 
game  pioneer.  Has  been  exploring 
the  Internet  since  1976. 


THE  BUSINESS 


Designing  and  managing  online 
games  to  promote  brand-name 
products. 


THE  PROBLEM 


Convincing  clients  that  online 
games  can  be  a  cheaper  and  more 
effective  way  to  promote  products 
than  traditional  direct-marketing 
techniques. 


POINT,  CLICK-AND 
HERE'S  THE  PITCH 

Yoyodyne  uses  prizes  to  get  you  to  read  those  online  ads 


Seth  Godin  may  be  the  ultimate 
entrepreneur  for  the  Information 
Age.  Instead  of  widgets  or  car 
parts,  he  specializes  in  ideas — 
usually,  but  not  always,  his  own.  Can't 
remember  the  call  letters  ENTREPRENEURS 
of  Mary  Richards'  TV  sta-   


Now,  the  37-year-old  graduate  of 
Stanford  University's  business  school  is 
taking  his  ideas  to  the  Internet,  where 
the  stakes  are  higher  and  the  competi- 
tion a  lot  more  brutal.  Godin's  three- 
year-old  online  venture, 
Yovodvne  Inc.,  is  one  of 


tion  on  The  Mary  Tyler  Moore  Shawl 
Take  a  look  at  his  The  Encyclopedia  of 
Fictional  People.  Want  to  send  a  quick 
message  to  Newt  Gingrich?  Consult 
Godin's  E-Mail  Addresses  of  the  Rich  & 
Fatuous. 

Those  books,  and  dozens  of  others 
that  Godin  either  wrote  or  dreamed  up, 
were  produced  by  his  book-packaging 
firm,  Seth  Godin  Productions  Inc.  The 
company,  which  has  grown  into  a  mod- 
est success,  is  best  known  for  develop- 
ing the  Beardstown  Ladies  investment 
guides,  which  Godin  helped  launch. 


many  direct  marketers  working  on  the 
same  problem:  how  to  get  consumers 
to  read  ads  on  their  computer  screens. 
Someday,  when  E -commerce  has  devel- 
oped and  consumers'  online  habits  are 
better  understood,  there  undoubtedly 
will  be  a  few  standard  methods  for  do- 
ing this.  Right  now,  players  from  es- 
tablished ad  agencies  to  yesterday's 
startups  are  trying  everything  from  sim- 
ply paying  people  to  read  ads  over  the 
Internet  to  luring  them  with  whiz-bang 
Web  sites. 

"I  really  believe  that  we're  making  a 


fundamental  difference  in  how  producj§ 
get  marketed,"  Godin  says,  leaning 
tently  across  a  conference  table 
Yoyodyne's  spacious  loft  offices  on  t 
Hudson  River  in  Irvington,  N.  Y., 
miles  from  Manhattan.  Rather  than  bo: 
bard  consumers  with  yet  another 
wanted  commercial,  Yoyodyne  mark 
only  to  people  who  have  agreed  to 
ceive  and  respond  to  online  produ 
pitches.  How?  By  offering  them  tl 
chance  to  win  big  jackpots.  Yoyodyne 
named  for  the  mysterious  toymake 
turned-defense-contractor  in  Thomi 
Pynchon's  novel  The  Crying  of  Lot  1^9- 
uses  E-mail  trivia  games,  scavengi 
hunts,  and  instant-win  sweepstakes 
sugarcoat  old-fashioned  product  pitche 
MAKING  taxes  FUN.  So  far,  more  than 
million  Net  surfers  have  tried  Yoyodyr 
games,  vying  for  prizes  ranging  from 
trip  to  the  Caribbean  to  a  bag  of  gol 
Along  the  way,  hundreds  of  thousanc 
n]'  potential  customers  have  voluntari 
visited  Web  sites  and  waded  throug 
product  information  from  concerns  th; 
include  Sprint,  Reader's  Digest,  and  M; 
jor  League  Baseball.  "We  basicall 
wanted  to  combine  taxes  and  fun,  whic 
is  pretty  hard  to  do,"  says  Fred  Hal 
pap,  director  of  online  marketing  fc 
H&R  Block  Inc.  He  says  their  contes 
last  spring,  in  which  Block  paid  $20,001 
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In  this  age  of  high  tech- 
nology, Sauder  makes  furniture 
hat  stands  for  high  value. 

This  desk  and  hutch 
ombination  from  our  Forest 
Hills  Collection, 
for  instance, 
gives  you  a 
smart  place 
o  solve  the  world's  problems 
or  figure  out  your  tax  return, 
whichever  comes  first). 

In  the  storage  area 
ehind  the  locking  left  door, 
here's  room  for  a  CPU  tower, 
'he  large  lower  drawer  can 
e  used  to  either  hold  your 
winter,  or  to  store  letter  or 
Bgal-size  hanging  file  folders, 
^nd  metal  runners  ensure 
hat  the  desk  drawers  and 
:eyboard  shelf  will  glide 


Computer  Desk  $ 
with  Hutch 


349Z 


From  our  Forest  Hills  Collection.  Woodland  Oak 
finish.  Large  drawer  can  hold  a  printer  or  files 
of  all  sizes.  Locking  cabinet  accommodates  CPU 
tower.  Model  #2b38.  Also  available  in  Cherry 
(#2738)  or  Washed  Pine  (#2538). 


ONE    THING    YOU  WON'T 

HAVE   TO  COMPUTE 

IS    HOW    IN    THE    WORLD    YOU'RE  GOING 
TO    AFFORD   THE  FURNITURE. 


back  and  forth  smoothly. 

The  complete  line  of 
sensible  Sauder  furniture  is 
made  in  Archbold,  Ohio  (pop. 
3,500),  piece  by  exacting  piece 
and  ready  for  you  to  assemble. 
And  of  course,  priced  so  the 
decision  to  buy  is  a  no-brainer. 


Sauder  furniture 
is  available  at 
retailers  every- 

, .        lit  il  s 

where.  For  store  ; 

jjjty  |  i  j 

locations  and  a    i-^v-  ' 
brochure,  call  1-800-4  SAUDER 

(1-800-472-8337).  Or  visit  us  on 
the  Internet  at  www.sauder.com. 


GOOD    FURNITURE    MADE  POSSIBLE 


SAUDER 


i® 


!  1497  Sauder  Woodworking  Co. 
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toward  the  winner's  federal  income  tax 
bill,  increased  traffic  to  the  Block  Web 
site  and  usage  of  its  tax  services. 

Yoyodyne's  financial  performance  so 
far  has  been  respectable,  though  not 
spectacular.  The  staff  has  grown  to  34, 
and  revenues  doubled  last  year,  to  $3 
million.  The  company  expects  to  turn 
its  first  monthly  profit  by  the  end  of 
this  year.  But  with  competitors  scram- 
bling to  sew  up  the  Internet,  re- 
spectable just  isn't  good  enough.  "We 
discovered  that  getting  consumers  to 
do  what  we  want  isn't  a  problem," 
Godin  says.  "Getting  advertisers  is." 

To  build  the  business  faster,  Godin 
has  come  up  with  a  new  strategy.  In- 
stead of  designing  and  running  custom 
games  for  one  client  at  a  time,  as  it 
has  in  the  past,  Yoyodyne  is  creating 
branded,  multisponsor  game  sites  for 
specific  product  categories.  Now,  when 
consumers  get  E-mail  from  Yoyodyne,  it 
will  urge  them  to  visit  the  new  sites 
to  shop,  get  detailed  product  informa- 
tion, and,  of  course,  rack  up  entries  in  a 
Yoyodyne  sweepstakes.  That's  a  major 
conceptual  shift:  It  makes  Yoyodyne 
more  like  a  tv  game  show  and  less  like 
Publishers  Clearing  House  sweepstakes. 
CORNER  OFFICE.  While  the  old  custom 
games  had  an  eight-week  lifespan,  Godin 
plans  to  run  the  new  multisponsor 
games  at  regular  intervals,  with  new 
sponsors  cycling  in  and  out.  EzSpree,  a 
shopping  site  currently  sponsored  by 
American  Express  Co.,  went  live  in  Oc- 
tober and  offers  a  gateway  to  200  online 
merchants,  offering  discounts  and  spe- 
cials for  AmEx  cardholders.  By  using 
AmEx  cards,  they  earn  chances  in  a 
drawing  for  a  $100,000  shopping  spree. 

Adapting  to  circumstances  is  some- 
thing Godin  is  good  at.  Other  than  a 
short  hitch  as  a  brand  manager  for 
Spinnaker  Software  Corp.  in  Boston,  he 
has  supported  himself  by  his  ability  to 
turn  his  ideas  into  cash.  In  1986,  when 
his  fiancee  wanted  to  live  in  New  York, 
he  chucked  his  job  in  Boston, 
moved  to  Manhattan,  and 
used  his  $20,000  in  savings 
to  start  Productions  in  a  cor- 
ner of  his  studio  apartment. 

Although  Productions  dealt 
mainly  in  books,  Godin  never 
felt  limited  to  print.  Draw- 
ing on  his  software  back- 
ground, in  1090  he  created  a 
game  for  the  fledgling  Prodi- 
gy Inc.  that  ran  for  almost 
eight  years.  That  convinced 
him  that  games  were  a  pow- 
erful online  tool.  "So  I  did 
what  I  always  do  when  I 


Companies 


want  to  leam  about  something,"  Godin 
says.  "I  got  a  publisher  to  advance  me 
money  so  I  could  research  it."  The  re- 
sulting book,  eMarketing:  Reaping  Prof- 
its on  the  Information  Highway,  led 
him  to  form  Yoyodyne. 

Godin's  most  important  selling  job 
may  be  to  investors  rather  than  clients. 
With  online  sales  slow  to  materialize 
and  profits  rarer  than  a  million-dollar 
jackpot,  the  ardor  for  Internet  startups 
has  cooled  in  recent  years.  Just  a  few 
months  ago,  investors  pulled  the  plug  on 
a  would-be  com- 
petitor to  Yoyo- 
dyne called  Power- 
Agent  Inc.  in 
Menlu  Park,  Calif. 


by  the  company's  suburban  location, 
a  45-minute  train  ride  from  Manhatti, 
home  to  most  of  the  Net-savvy  editci 
writers,  and  marketing  execs  thf 
Yoyodyne  needs.  "It  hurts  us  for  sinf 
says  Godin.  But  it  also  cuts  his  ob 
commute  to  a  matter  of  minutes,  allc- 
ing  him  more  time  with  his  wife  ajl 
two  school-age  sons.  Like  his  count! 
parts  in  Silicon  Valley,  Godin  sweeta 
the  pot  with  stock,  granting  eve/ 
Yoyodyne  employee  stock  options  tH 
vest  over  three  years.  "There  area 
bunch  of  people  here  who  will  maka 
ton  of  money  someday,"  he  boasts. 

That  is,  if  Yoyodyne  turns  out  1 
have  a  winning  formula.  Right  no, 
there's  no  industry  consensus  as  i 


After  a  brief  hitch  with  a  software 
firm,  Godin  has  made  a  career  of  improvising. 
"Getting  consumers  to  do  what  we  want  isn't 
a  problem, "  he  says.  "Getting  advertisers  is" 


Yoyodyne  has  been  a  lot  more  fortu- 
nate. In  August,  1996,  venture-capital 
firm  Flatiron  Partners  invested  $4  mil- 
lion in  Yoyodyne  in  return  for  a  20% 
stake.  Although  Yoyodyne's  growth  has 
been  slower  than  he  expected,  managing 
partner  Fred  Wilson  continues  to  be  a 
fan  of  Godin's.  "He  has  a  vision  of  what 
the  Net  can  do,"  says  Wilson.  "The  com- 
pany's finally  figuring  out  how  to  take 
Seth's  vision  and  build  a  business 
around  it." 

Next  to  building  the  business,  Godin's 
hardest  job  is  finding  qualified  employ- 
ees who  will  mesh  with  the  freewheel- 
ing Yoyodyne  culture.  New  job  open- 
ings are  posted  on  the  Yoyodyne  Web 
site,  and  Godin  personally  interviews 
hundreds  of  people,  mostly  by  phone  or 
E-mail,  for  each  job. 

The  recruitment  effort  isn't  helped 


GAMES  PEOPLE  PLAY 


What's  up  at  Yoyodyne's  new  game  sites  (www.yoyo.com) 


NAME 

CATEGORY 

SPONSOR 

PRIZE 

EZSpree 

General 

American 

$100,000  shopping 

Merchandise 

Express 

spree 

EZWheels 1 

Cars 

Volvo 

$20,000  toward 

dream  car 

EZVenture 

Small 

Inc.  Magazine 

$100,000  to 

Business 

invest  in  business 

EZEdge 

Computers 

AT&T 
WorldNet 

High-end  laptop 
and  desktop 
computers 

whether  people  who  play  a  sponso:! 
online  game  will  also  buy  its  produj 
"You're  getting  people  who  don't  val 
their  time  as  much  as  they  value  ente 
ing  a  sweepstakes,"  says  Bill  Bass,  i 
analyst  at  Forrester  Research  Inc., 
technology  research  firm  in  Cambrid^ 
Mass.  P>ass  armies  that  it's  more  effe 
tive  to  link  products  directly  to  co 
tent-heavy  Web  sites,  much  as  Barn 
&  Noble  Inc.  has  links  on  the  book  paj 
of  The  New  York  Times  Web  site. 

Others  see  incentives  and  discount 
including  contests,  as  the  best  way 
attract  Net  surfers.  David  Scott  Ca 
lick,  a  senior  adviser  at  VantagePoii 
Venture  Partners,  which  invests  in  N> 
startups,  considers  Yoyodyne  "one 
the  smarter  companies  pioneering  t 
concept  of  incentivization  on  the  Net. 
Godin's  backers  seem  to  agree, 
least  for  now.  In  Decembe 
Flatiron  and  Robert  H.  Lessin, 
vice-chairman  at  Salomon  Smil 
Barney  and  a  well-known  Inte 
net  investor,  anted  up  an  add 
tional  $1  million.  It  was  an  in 
portant  vote  of  confidence  ft 
Yoyodyne.  Now  if  Godin  can  ju: 
come  through  with  the  jackpo 
By  Ma  ry  Kun 
in  Irvington,  N. 


Scheduled  launch:    1  end  of  February    1  Mar.  15    :  2nd  quarter 


More  information  on  this  story  can  b( 
found  at  BW  Plus!  at  www.business 
week.com  or  on  America  Online  at 
keyword:  BWEnterprise. 
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Which  pV 


PER 


4 


DO  YOU 


choose 


Aft 


MORE  CAREFULLY? 


You  probably  spend  more  time  choosing  paper  for      get  brighter  colors  from  an  inkjet  printer.  And 
'our  bathroom  than  your  office.  But  the  fact  is,  paper      Hammermill  Laser  Print  is  specially  made  to  give  you 
nakes  a  big  difference  in  the  quality  of  what  yon  print.      sharper  results  from  a  laser  printer. 
k>  it's  worth  taking  a  moment  to  consider  the  ^^^HHLJ^H^^I     You'll  gel  ihc  best  oui  >  >l  vom  printei  with 
>aper  von  choose.  ■SuMWVlPl'sXI  Hammermill  paper.  Vnd  you  don't  even  have 

Hammermill  Jet  Print  is  engineered  to  H^wi^HI^^IH  to  squeeze  it  to  choose.  (  hoos<  Hammermill 

For  free  samples  and  information,  call  1-800-242-2 148,  <h  visit  ova  Web  file  at  www.hammetTOiIlpaper.cotn  international^) paper 


To  find  the  best  Internet  server  for  j 


,  .1.,  r  .i    '        ;  i  j  r-  '  i  i      n    mx'    ■   '  : 

mil  business,  |  think  inside  the  box. 


*W0    W  l^'ii  >oii'rc  buying  an 


[NVESTMEN1   PROTEC  I  ion: 

With  a  powerful  Intel  processor  m  your 
server,  you  have  the  power  to  handle 
today's  and  tomorrow's  applications. 


Si  i  i  ing  On  The  Net.  The  Intel  Pentium  II  processor- 
based  server  can  help  you  attract  new  customers,  stand  apart 
from  the  competition,  and  expand  into  new  markets  with  a 
virtual  storefront  open  24  hours  a  day. 


Internet  server,  make  Mire 
it  has  the  Pentium  II 
jb-—  processor  inside. 

With  a  Pentium  II  processor-based  serv  er, 
you  have  access  to  a  wealth  of  software 
available  for  both  desktops  and  servers. 
Which  means  you  hav  e  the  capability  to 
manage  your  dav  -to-dav  business  and  host 
a  rich,  interactive  storefront  on  the  Web. 
So  you  can  attract  the  millions  of  customers 
already  searching  the  Web  for  products 
and  services.  The  result'.'  You  do  more 
business,  and  your  business  grows. 

The  Pentium  II  processor  is  at  the 
heart  of  powerful  one-  and  tw  o-processor 
servers,  giving  you  the  performance  head- 
room to  protect  your  server  investment 
longer.  And  because  it's  from  Intel,  you're 
assured  you're  getting  the  highest  quality 
microprocessor  available. 

So  look  for  the  Intel  Inside  logo  on  your 
next  server  and  v  isit  us  on  the  Web  to  find 
out  more.    ►  www.intel.com/business/small  ] 


intel 

The  Computer  Inside. 


:  IW  lmel  t'nrpot  Jin  hi  Bunnv  Pciipk1"  Jurjuer  iradk.-m.uk  jikI 
cupvnght  I**1*7  Iiiu-I  Coip»>r;ilKin  All  rights  rtsencd 


ENTERPRISE 


Marketing 


HAVE  I  GOT 

A  CATALOG  FOR  YOU 

Business  is  booming-and  publishers  welcome  small  companies'  wares 


After  taking  a  retire- 
ment buyout  from 
Polaroid  Corp.  in 
1993,  sales  executive 
Mary  A.  Zellem  thought 
she  had  come  up  with  the 
perfect  products  to  launch 
herself  as  an  entrepreneur: 
dinosaur-emblazoned  charts 
for  recording  children's 
growth  and  Pillow  Play- 
mates in  the  shape  of  pup- 
pies, polar  bears,  and  other 
cuddly  creatures.  But  while 
merchants  and  marketers 

MAIL  ORDER 


ZELLEM  LAUNCHED 
PILLOW  PLAYMATES 
WITH  NO  CATALOG 
EXPERIENCE 


admired  the  samples  she 
shopped  around,  no  one 
placed  any  orders.  After 
"hundreds"  of  rebuffs, 
Zellem  says,  she  turned  to 
her  last  resort:  a  catalog 
publisher.  "I  had  real 
mixed  feelings,"  recalls  the 
former  national  accounts 
manager.  "I  didn't  know 
anything  about  catalogs." 

She  liked  what  she 
learned.  For  a  fee  of  about 
$3,000,  Good  Catalog  Co. 
photographed  her  samples, 
wrote  ad  copy,  and  show- 
cased her  wares  in  its 
Westbury  Collection,  a  gift  catalog  with 
a  circulation  of  300,000.  The  dino  charts 
bombed,  but  the  pillows  boomed:  Zellem 
sold  $16,000  worth  that  first  year, 
$180,000  in  1995,  and  $120,000  in  1996. 
Now,  her  products  appear 
in  bigger  books — the  Sears 
Roebuck  and  Touchstone 
catalogs— and  sell  at  toy- 
store  chain  Zany  Brainy. 
Her  company,  Executive 
Accents  in  Walnut  Creek, 
Calif.,  has  added  tapestry 
pillows,  footstools,  and  an 
executive  toy  box  to  its 
line — all  to  be  hawked  by 
catalog.  "Catalogs  give  you 
high  visibility  in  a  place 
where  you  know  people  are 


SALES  BY  MAIL 


looking  for  the  kinds  of  thing  we  sell," 
says  Zellem. 

As  anyone  with  a  mailbox  can  attest, 
catalogs  are  sizzling.  Sales  hit  an  all- 
time  high  of  $78.6  billion  in  1997,  ac- 
cording to  Direct 
Marketing  Assn.  in 
New  York,  which 
projects  that  they'll 
top  $95  billion  by 
2000  (chart).  With 
more  than  8,000  ti- 
tles devoted  to 
everything  from  gar- 
dening to  gargoyles, 
a  fair  amount  of  that 
expansion  has  been 
fed  by  small  busi- 
nesses seeking  na- 


92  '94  '96  |  '98  2000 
BILLIONS  OF  DOLLARS 

DATA:  DIRECT  MARKETING  ASSN 


EST.  • 


tional  exposure  and  distribution  for  ni 
products.  And  with  competition  heati 
up,  catalogers  are  more  eager  than  e\ 
to  welcome  small  operators.  "At  lei 
half  of  our  200  offerings  per  catal 
come  from  small  vendors,"  says  Jo 
R.  Ollmann,  general  merchandise  ms 
ager  for  Signals  and  Circa,  two  hi£ 
brow  gift  catalogs  that  grew  out  of  t 
Prairie  Home  Companion  radio  sho 
"Part  of  the  catalog's  uniqueness  com 
from  finding  people  like  that." 
WIDER  ARRAY.  Navigating  the  catal 
bazaar  is  far  from  simple.  The  possib: 
ties  range  from  behemoth  retailers  su 
as  J.  C.  Penney  through  yupscale  dm 
books  such  as  Sharper  Image  to  g 
assortments  such  as  Lillian  Verne 
Then  there's  the  ever  wider  array 
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Choose  your  company's 
domain  name  soon, 
or  it  could  be 


1  -888-642-967! 
■www.worIdnic.Ci 


NETWORK 
SOLUTIONS 


Make  a  name  for  yourself. 


ENTERPRISE 


J5 


specialties — Baths  From  the  Past,  for 
instance,  a  purveyor  of  reproduction 
vintage  plumbing.  The  DMA  says  there's 
no  comprehensive  catalog  of  catalogs 
and  admits  its  lists  are  incomplete:  Only 
members  are  covered.  Still,  the  DMA  is 
not  a  bad  starting  point.  For  $3,  it  of- 
fers a  "Great  Catalog  Guide"  that  lists 
270  titles  in  32  product  categories. 

But  the  easiest  way  to  meet  your 
catalog  match  may  be  to  let  it  find 
you — at  a  trade  show.  Consultants  say 
that  about  75%  of  catalog  merchandise 
comes  from  these  industry  get-togeth- 
ers. "Catalogers  are  always  looking  for 
what's  hot,  what's  new.  [They  want]  to 
be  first  on  the  block  with  a  new  prod- 
uct," says  Robin  Glat,  director  of  mar- 
keting services  at  aga  Catalog  Market- 
ing &  Design,  a  New  York  consulting 
firm.  That's  why  James  A.  Nolen,  pres- 
ident of  BioSensory  Insect  Control 
Corp.,  was  happy  to  spend  $12,000  last 
year  to  show  his  two  products — a  S250 
industrial  mosquito  zapper  and  a  $30 
device  that  masks  the  human  scent  that 
attracts  mosquitoes — at  a  hardware 
trade  show  in  Chicago.  Nolen,  who  also 
did  a  follow-up  mailing,  has  landed  the 
lower-priced  product.  Mosquito  Cognito, 
in  three  catalogs — two  tiny  ones  and 
the  powerhouse  Amway.  He  is  now 
dickering  with  Shai-per  Image  over  his 
higher-priced  Dragonfly  device. 

The  best  bets  for  catalog  exposure, 
experts  say,  are  new  products  that  pho- 
tograph well  and  stand  out  amid  the 
clutter.  Since  this  is  a  visual  medium, 
says  consultant  Glat,  sometimes  a  cata- 
log carries  something  "just  because  it 


Marketing 


looks  so  cool."  (After  all,  Neiman  Mar- 
cus Group  didn't  expect  to  make  a 
killing  from  the  special-edition  bmw  Z3s 
in  its  pages.)  To  apply  to  publishers, 
producers  should  send  a  sample — not  a 
prototype,  since  it  may  not  be  returned. 
Those  who  can't  afford  to  send  a  sample 
should  sink  what  they  can  into  hiring  a 
photographer  who  can  take  a  great  shot. 
Attach  a  cover  letter  describing  your 
production  airangements  and  suggested 
price,  but  don't  call — buyers  find  phone 
calls  annoying  until  they  have  all  this  in- 


log.  When  the  company  tries  to  reor 
though,  "they  say  to  us:  'We're  los 
money.' "  Often,  she  finds,  producl 
"only  had  a  five-dollar  markup  in  thi 
We  probably  still  could  have  sold  hi 
dreds  at  $39.95."  Todd,  whose  compj 
publishes  10  catalogs,  recommend 
markup  of  about  60%  over  manufactl 
ing  costs.  Prices  should  also  be  apg 
priate  for  the  target  catalog.  "I  woul 
go  to  a  Lillian  Vernon  with  a  $200  ii 
but  I  might  go  to  Horchow,"  says  J 
Burden  Litle,  a  catalog  consultan 


THE  NOW  FACTOR:  Catalogers 
are  always  looking  for  what's  hot, 
what's  new.  [They  want]  to  be  first 
on  the  block  with  a  new  product" 


WHEN  CATALOGS  MAKE  SENSE 

Here  are  some  things  to  consider  before  trying 
to  get  your  product  in  a  catalog: 

YOU  LOOK  MARVELOUS  Catalogs  are  visually 
driven;  does  your  product  look  good  in  a  small 
picture? 

YOU'RE  ONE  OF  A  KIND  Catalogs  like  new, 
unique  products  best,  although  variations  on  a 
proven  hit  can  sell,  too 

THE  PRICE  IS  RIGHT  Can  you  and  the  catalog 
make  money  at  a  price  that  customers  are  willin 
to  pay? 

YOU'RE  A  PRODUCER  You  need  to  be  able  to 
turn  product  around  fast  and  to  meet  unpre- 
dictable consumer  demand 

YOU  CAN  PAY  FOR  DISPLAY  If  you  can  help 
pay  to  produce  your  entry,  it  opens  doors  with 
catalogers 


formation  in  hand.  Also,  cite  any  special 
credentials.  "If  someone  retired  from 
the  software  industry  after  30  years 
and  has  a  software  product,  I'd  listen  to 
them,"  says  Leila  Griffith,  an  Atlanta 
freelance  buyer  for  a  number  of 
catalogs. 

Proper  timing  is  crucial,  since  cata- 
logs buy  six  to  nine  months  prior  to  a 
season.  "People  try  to  sell  us  Christ- 
mas items  in  June,  when  we  are  already 
done  with  Christmas  months  before," 
says  merchandise  manager  Oilmann. 
Neophytes  should  also  guard  against 
production  snafus.  Catalogers  will  usu- 
ally buy  10%  to  20%  of  the  number  of 
units  they  think  will  sell, 
then  count  on  fast  deliv- 
ery of  future  orders, 
sometimes  within  a  week. 
The  ability  to  fill  orders  is 
even  more  essential  than 
it  is  when  dealing  with 
retail  establishments,  says 
David  Hochberg,  a  vice- 
president  of  Lillian  Ver- 
non Corp.  If  retailers  run 
out  of  an  item,  customers 
aren't  continually  tempted 
to  buy  it.  he  notes — but 
"we  mail  175  million  cata- 
logs a  year,  and  once  that 
picture's  in  there  you 
can't  take  it  back." 

Underpricing  is  anoth- 
er mistake  novices  make. 
"They'll  come  to  us  with 
a  product  and  sell  it  for 
$25,  and  we'll  sell  hun- 
dreds," says  Barbara  A. 
Todd,  ceo  of  Good  Cata- 


Lowell,  Mass.,  who  has  advised  Av 
Products,  Hallmark  Cards,  and  Wan  g 
Bros. 

There  are  other  pitfalls.  Cataloge  : 
circulation  claims,  for  example,  should  ■ 
questioned  carefully.  The  numbers  (  : 
be  deceptive  because  one  household  n  » 
get  several  editions  of  the  same  cata 
during  the  year.  Unfortunately,  there  m 
no  independent  source  on  the  figur  • 
About  the  best  you  can  do  is  call  vj 
dors  who  have  a  track  record  with  t 
catalog  for  a  reference. 
GOOD  TERMS?  The  ileal  you  strike  w  M 
a  cataloger  can  vary  widely,  too.  Wh  . 
many  buy  products  outright,  some  s  ; 
on  consignment,  and  some  "drop  shi 
meaning  they  forward  the  orders  to  t , 
vendors,  who  handle  shipping  the  ; 
selves.  Some  list  for  free;  others  char : 
a  10%  advertising  fee  to  defray  the  a 
of  production.  Still  others  charge  it 
fees  up  front,  plus  20%  of  each  sale, 
cover  processing  and  customer  servij ; 
Other  companies  charge  as  much  as  5( . 
of  sales.  In  almost  all  cases,  thou£ 
arrangements  are  negotiable.  u 

In  return  for  the  expense,  entrepn 
neurs  can  hope  to  win  attention  from  l . 
tailers  looking  for  new  products  in  3r 
dition  to  making  sales.  They  may  ev « 
get  some  market  research  out  of  ;■ 
"Let's  say  you  have  three  blender;  - 
says  Todd.  "You  can  put  all  three  i| 
one  page  and  find  out  which  blend  ■-_ 
people  want,  and  put  that  one  out  i 
the  retail  market.  It's  like  a  foe 
group." 

A  focus  group?  Amazing  what  y< 
can  find  in  a  catalog. 

By  Roy  Furchgott  in  Baltimo 
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THIS  COLLAR  GOES 
TO  FILEMAKER  PRO. 

he  Town  of  Poughkeepsie  Police  Department  uses  FileMaker  Pro  to 
organize  their  entire  operation.  So  they  can  nab  more  bad  guys. 


Town  of  Poughkeepsie  Police 
artment  once  used  two 
?pads  and  a  ballpoint  pen  to 
k  cases.  Though  this  is  a 
imon  system,  it  leaves  a  lot 
oles.  So  with  no  formal 
ware  training  at  all, 
sctive  David  Lundgren 
tered  a  new  and  better 
.  He  rounded  up  some  drug- 
ure  money,  picked  up  a  copy 
ileMaker£  Pro  software,  and 
;tly  revolutionized  his 
artment's  operations. 

LIONS  OF  FANATIC  USERS 

if  you  think  the  Town  of 
ghkeepsie  PD  is  an  isolated 
your  evidence  must  have 
n  tampered  with, 
th  is,  millions  of  ?3S 
ous  users  in  "III 
anizations  of  all 

Windows  NT 

Des  and  sizes  wmaw'95 
lage  their  data  with 
Maker  Pro.  It  brings 
1  information  to  light 
can  customize  it  to 
way  you  work,  and  it's  easy 
ise  Importing  spreadsheet 
i  is  as  simple  as  dragging 
dropping. 


PAGING  INFORMATION 
i  SNAP 

ask  Detective  Lundgren:  "Yesterday  we 
Light  in  a  suspect  for  a  string  of  residential 
glaries  The  detective  did  a  quick  find  on  his 
op:  'Burglaries  in  Zone  2  since  August ' 

suspect  confessed  to  five  of  them  And 
■e's  no  way  he  would  have  if  we  hadn't 

FileMaker  Pro." 


Mac' OS 


CLARIS' 


Simply  powerful  software. 
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USE  INFORMATION  IN  WAYS  YOU 
NEVER  THOUGHT  POSSIBLE 

FileMaker  Pro  can  show  you 
information  you  didn't  even 
know  you  had.  And  its  extensive 
sorting  and  reporting  capabilities 
let  you  view  that  data  however 
you  like,  creating  everything 
from  simple  mailing  labels  to  a 
complex  inventory  system. 
Spreadsheets  just  can't  do  that. 
What's  more,  anyone  can  use  it. 
"I  have  guys  working  for  me  who 
can  erase  a  hard  drive  just  by 
looking  at  it,"  said  Lundgren,  "but 
every  one  of  them  gets  the  job 
done  with  FileMaker  Pro." 

To  get  the  full  story  on  how 
FileMaker  Pro  has  simplified 
life  for  the  Town  of 
Poughkeepsie  PD  and  other 
organizations,  visit  us  at 
www.filemaker.com/bwe.  Or 
visit  your  local  reseller  so  you 
can  start  using  FileMaker  Pro 
right  now. 
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i  Clans  Corporation  All  Rights  Reserved  Claris  and  FileMaker  are  registered  trademarks  and  Simply  powerful  software  is  a  trademark  o(  Clans  Corporation  Mac  and  the  Mac  OS  logo  are  registered  trademarks  of 
Apple  Computer,  Inc  Microsoft,  Windows  NT.  Windows  and  the  Windows  Logo  are  registered  trademarks  of  Microsoft  Corporation  All  other  trademarks  are  the  property  of  their  respective  owners 
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Buyer's  Guide 


HOW  TO  MAKE  PAYDAY 
LESS  PAINFUL 


Outsourcing  can  take  the  angst  out  of  paycheck  processing 


Payroll  is  one  of  those  no-win 
tasks.  Your  staff  expects  you  to 
dole  out  checks  dutifully  on 
time.  The  Internal  Revenue 
Service  feels  the  same  way  about 
the  accompanying  paperwork. 
Do  it  right,  and  no  one  will 
thank  you.  Make  a  mistake, 
and  you  may  never  hear  the 
end  of  it. 

Take  Marine  &  Restaurant 
Fabricators,    a  29-person 
sheet-metal  manufacturer  in 
San  Diego,  which  found  it- 
self at  the  wrong  end  of  an 
irs  notice  in  1995.  The  irs 
told  the  company  that  its  W-2 
reports  from  the  previous  year 
did  not  match  its  quarterly 
returns  and  demanded  an  ex- 
haustive accounting.  "It's  still 
vivid  in  my  mind,"  says  Office  Man- 
ager Leah  M.  Dredge.  "My  book- 
keeper took  one  look  at  the  paperwork 
and  said:  'Leah,  just  pray'  It  was  a 
nightmare."  It  took  nearly  a  year  to 
resolve,  and  the  irs  price  tag,  including 
interest  on  the  overdue  taxes,  was 
about  $1,000. 

At  Dredge's  insistence,  the  company 
finally  outsourced  its  payroll  to  Paychex 
Inc.  the  following  year.  "I  couldn't  be 
happier,"  she  says  now.  "There's  securi- 
ty in  knowing  that  it's  being  done 
right — they  know  all  the  rules.  Now,  if 
you  have  a  tax  issue,  you  just  say,  'Hey, 
deal  with  this,  guys.'  " 
FINES  COVERED.  And  they  do  deal  with 
it.  Payroll  services  stake  their  busi- 
ness on  keeping  up  with  every  new 
tax  form  and  law,  and  they  will  cover 
any  penalties  levied  because  of  their 
error.  The  $4  billion  industry  is  grow- 
ing by  10%  to  12%  per  year  and  han- 
dles checks  for  more  than  29  million 
employees  at  thousands  of     OUT  SO 

companies,  says  analyst   

Gregory  M.  Gould  of  Goldman,  Sachs  & 
Co.  in  New  York. 

Granted,  this  service  isn't  for  every- 
one. An  inexpensive  payroll  software 
package  might  keep  a  lid  on  errors,  too — 
provided  you  have  time  in  between  all 


PEACE  OF  MIND:  Payroll  services 
keep  up  with  every  new  tax  form 
and  law-and  cover  penalties  levied 
because  of  their  error 


your  other  tasks,  keep  the  state  and  local 
tax  tables  up  to  date,  and  don't  make 
any  typing  mistakes.  And  you'll  still  need 
to  remember  how  much  in  payroll  taxes 
you  need  to  deposit,  and  when.  Appar- 
ently, that's  easier  said  than  done.  In 
1990  alone,  the  IRS  assessed 
more  than  $5.4  billion  in 
payroll-tax  penalties. 

So  how  much  does  a  payroll  service 
cost?  A  10-person  firm  that  issues  pay- 
roll every  two  weeks  can  expect  to  pay 
about  $750  over  the  course  of  a  year 
for  such  basics  as  checks,  routine  re- 


URCING 


ports  on  payments  and  taxes,  ; 
yearend  W-2  reports.  Tax  filing  and 
rect  deposit  of  employee  checks  can  a 
a  further  $300,  for  a  total  of  $100  am 
ally  per  employee,  but  the  total  drc 
rapidly  for  larger  clients.  The  fee  foi 
50-person  company  can  be  as  little 
$30  per  head. 

In  the  end,  the  cost  is  about  the  sai 
as  doing  it  internally.  Let's  say  tl 
you've  got  a  payroll  with  10  empk 
ees,  and  the  person  handling  the  j 
now  earns  at  least  $30,000,  or  abc 
$14.50  an  hour.  The  average  compa 
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s  55  to  60  hours  per  year  pro- 

g  payroll,  including  state  tax  filing. 

e  math,  and  you  will  find  that  us- 
payroll  service  is  probably  a 

-even  proposition,  and  some  films 

give  you  an  even  better  deal  if 

;  a  good  negotiator. 

en  if  you  don't  tend  to  make  mis- 
allowing  a  service  to  handle  your 

ill  can  save  considerable  time. 

i  B.  Hectus,  benefits  administrator 

^eesal,  Young  &  Logan  in  Long 

i,  Calif.,  discovered  this  when  the 

rm  switched  to  a  payroll  service. 

paying  155  employees  at  five  loca- 

Dn  a  weekly  basis  takes  only  six  to 

hours  per  payroll.  "Spending  less 

>ne  day  per  payroll  period  is  great, 

lering  that  we  used 

/e  someone  doing  it 

me,"  Hectus  says. 

ng  a  payroll  service 

i't  mean  that  you 

elegate  all  of  your 

itions.  For  instance, 
have  hourly  work- 

ir  employees  who 
to  be  reimbursed 

leir  expenses,  you 

till  need  to  report 

?levant  numbers  to 

ervice  with  every 

11  period.  If  there's  a 

rror,  your  service 

d  pay  the  penalty, 

rou're  still  on  the 

for  the  actual  pay- 
and  any  interest 

ed  by  the  irs. 

d  while  outsourcers 

to  make  the  process 

ly  as  possible,  glitch- 

3  inevitable,  as  Hi- 

\IL.  Lazar  found  out 

)ecember  phone  call 

eridian  Employer 

;es.  "Earlier  today, 

are  on  the  phone  an 

ind  a  half  before  we 

rough  to  somebody," 

jazar,  vice-president 

lance  at  Lebenthal 

,  a  New  York  municipal-bond  deal- 
it  uses  Ceridian.  (Ceridian  calls  the 
a  rare  exception.  Henry  Edgar, 

ayroll  firm's  director  of  client  ser- 

blamed  a  rush  of  companies  trying 

>ve  paydays  because  of  the  two 

[ay  weekends  created  by  Christ- 

,nd  New  Year's  Day.) 

MEENY.  So  which  should  you  pick? 

y,  the  service  should  have  a  near- 

fice  to  facilitate  easy  delivery  of 

s  and  to  ensure  the  firm  is  familiar 

local  tax  laws.  So  we  focused  on 
with  offices  in  at  least  10  states 

ompared  some  of  the  basics,  with 

sist  from  their  own  customers.  We 

ioned  20  clients  of  each  service  to 


gauge  their  satisfaction,  asking  how  easy 
it  was  to  send  data,  how  flexible  the 
service  was  with  changes,  whether  the 
reports  were  useful  and  clearly  format- 
ted, and  whether  the  price  seemed  fair. 

Your  first  impulse  might  be  to  go 
with  Automatic  Data  Processing  Inc., 
the  biggest  name  in  the  business.  This 
company  has  the  ability  to  handle  com- 
plex payrolls  and  allows  you  to  tap  into 
the  more  sophisticated  services  de- 
manded by  some  of  adp's  huge  corpo- 
rate clients.  Unfortunately,  it's  also  the 
most  expensive  one  in  our  survey, 
charging  $906  a  year  for  basic  process- 
ing of  a  10-person  payroll.  Some  clients 
said  adp  could  stand  to  be  more  flexible 
about  customizing  reports  and  customer 


Check,  Please 


What  some  leading  payroll  services  charge 
to  process  checks  for  a  company  with  10  employees: 


AVERAGE  CLIENT  SIZE 


COMPANY 

BASIC 

BI-WEEKLY  1 

FULL 

BI-WEEKLY  1 

EMPLOYEES 

OFFICES 

PHONE 

ADVANTAGE  PAYROLL 
SERVICES 

$773 

$773 

14 

38 

800  876-0178 

AUTOMATIC  OATA 
PROCESSING 

906 

1,192 

193 

142 

800  225-5237 

CERIDIAN  EMPLOYER 
SERVICES  4 

701 

1,091 

15 

38 

800  729-7655 

COMPREHENSIVE 
BUSINESS  SERVICES 

650 

1,170 

8 

302 

800  323-9009 

DIAL-A-CHECK  PAYROLL 
SERVICE 

520 

806 

17 

40 

210  366-9511 

INTERPAY 

660 

806 

14 

22 

800  448-9847 

PAYCHEX 

876 

1,135 

14 

121 

800  322-7292 

PAYROLL  1 

738 

998 

18 

22 

888  999-7291 

PRIMEPAY 

810 

1,174 

17 

18 

888  779-6729 

1.  Includes  the  cost  of  checks,  standard  reports,  and  yearend  W-2  forms 

2.  Includes  the  cost  of  checks,  standard  reports,  tax  filing,  direct  deposit,  and  yearend  W-2  forms 

3.  ADP  average  client  size  for  the  Emerging  Business  Services  division 

4.  Accounts  handled  by  Ceridian  Employer  Services  MiniData  Business  Solutions 


DATA:  BEACON  RESEARCH  INC.,  BUSINESS  WEEK 


service.  ("We  are  as  flexible  as  any  oth- 
er service  provider,"  says  Raul  Villar, 
marketing  director  for  adp's  small-busi- 
ness division.) 

By  contrast,  Dial-a-Check's  basic  pay- 
roll processing  rates  were  the  lowest, 
running  $520  a  year  for  a  10-person 
company.  However,  neither  Dial-a-Check 
nor  PrimePay  ($810)  provided  data  in 
time  for  us  to  interview  their  clients. 

Midprice  firms  such  as  Advantage 
Payroll  ($773),  Interpay  ($660),  and  Pay- 
roll 1  ($738)  got  some  of  the  highest 
praise.  Advantage  and  Payroll  1  won 
plaudits  for  their  willingness  to  accom- 
modate changes,  while  Interpay  was  cit- 
ed for  its  easy-to-read  reports  and  its 


"personal  touch"  that  allows  it  to  ad- 
just its  processing  schedule  if,  say,  your 
payroll  manager  is  planning  to  be  off 
on  the  usual  payday. 
NO  FRILLS.  Among  these  three,  Interpay 
and  Payroll  1  will  do  the  job — and  save 
a  few  dollars — if  your  needs  don't  ex- 
tend beyond  standard  paycheck  pro- 
cessing and  a  heads-up  when  a  tax 
deadline  looms.  Moreover,  you  may  pre- 
fer their  practice  of  setting  up  service 
teams  for  each  account,  vs.  a  single  ded- 
icated rep  at  Advantage  who  may  not 
always  be  available.  But  if  you  need 
more  comprehensive  service,  including 
tax  filing,  automatic  signatures,  enve- 
lope stuffing,  and  employee  favorites 
such  as  direct  deposit,  then  Advantage 
has  the  edge:  Those  ser- 
vices are  included  in  its 
basic  price. 

If  these  three  aren't  in 
your  area,  consider  Pay- 
chex,  one  of  the  three 
largest  payroll  providers 
along  with  adp  and 
Ceridian.  Price  is  a  draw- 
back: Paychex  charges  a 
10-person  company  $876 
for  basic  service,  the  sec- 
ond-highest fee  in  our 
survey.  But  Paychex  built 
its  hugely  successful  net- 
work of  121  offices  in  36 
states  by  catering  to 
small  businesses,  which 
could  explain  the  praise 
it  received  in  our  cus- 
tomer sampling.  Paychex 
is  comfortable  with  pay- 
rolls of  up  to  200  people, 
and  claims  a  roster  of 
270,000  companies  that 
employ  more  than  3.5 
million  workers.  In  fact, 
the  service  recently  ex- 
panded its  reach  nation- 
wide when  Merrill  Lynch 
&  Co.  tapped  Paychex  to 
offer  payroll  processing 
nationwide  as  part  of  the 
brokerage's  cash-manage- 
ment service  for  small  businesses. 

Despite  the  cost,  the  money  is  usual- 
ly well  spent.  "There  is  so  much  risk 
that  it  is  just  easier  to  outsource  it," 
says  William  A.  Wong,  a  tax  manager  at 
Ernst  &  Young  in  Milwaukee.  "And 
they  are  relatively  inexpensive  if  you 
can  cut  a  good  deal."  In  this  case,  at 
least,  passing  the  buck  seems  like  the 
right  idea. 

By  Mie-Yun  Lee,  editorial  director  of 
BuyersZone  (www.buyerszone.com),  in 
Boston 

More  information  on  this  story  can  be  found  at 
BW  Plus!  at  www.busmessweek.com  or  on 
America  Online  at  keyword:  BWEnterprise. 
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My  Company 


BY  KEVIN  KELLY 


HIRING  THE 

RIGHT  STUFF 


Good  people  can  come  from  out-of-the-way  agencies 
Keeping  them  can  require  a  lot  of  in-house  training 


The  problem  isn't  numbers — we  see  an  endless  stream 
of  job  applicants  at  my  family-owned  factory.  It's  qual- 
ity that's  hard  to  find.  Mostly,  the  job  seekers  we  get 
are  a  sorry  lot.  Few  are  older  than  20,  and  many  look  like 
they  haven't  changed  clothes  in  a  week.  Chances  are  only 
one  of  the  five  folks  who  show  up  in  a  giv- 
en week  will  pass  our  reading  and  tech- 
nical-skills tests.  Of  those  who  suc- 
ceed, about  half  will  fail  the  ding 
screen.  If  a  person  manages  to  get 
hired  at  Emerald  Packaging  Inc., 
our  plastic-package  manufacturing 
company,  he  or  she  has  only  a  30% 
chance  of  lasting  a  year. 

We  have  lived  with  this  for  a  long  time. 
When  we  were  just  looking  for  people  to  do 
production  work,  packing  plastic  bags  in 
boxes,  the  relatively  limited  abilities  of 
those  we  hired  didn't  matter.  No  longer. 
Our  printing  presses  are  getting  too  so- 
phisticated, and  the  quality  demanded 
by  customers  is  now  too  exacting  to  put 
up  with  ragtag  reciiiits.  We  have  to  find 
people  who  can  think  and  care  about 
quality,  or  we  won't  make  the  grade. 
Hiring  off  the  street,  in  other  words, 
just  won't  cut  it. 

TUITION  PAYMENTS.  So  how's  a  compa- 
ny like  ours  to  find  the  skills  it 
needs?  For  entry-level  employees, 
we're  teaming  up  with  agencies 
that  vet  applicants  for  us,  ap- 
proving only  those  who  pass 
muster.  Many  of  these  groups 
are  nontraditional  employment 
agencies  such  as  refugee  sup- 
port groups,  churches,  or  welfare 
to-work  transition  programs.  But 
for  our  highly  skilled  jobs  such  as  me- 
chanics, bookkeepers,  and  machine  operators, 
more  and  more,  we're  training  internal  candidates  and 
paying  tuition  so  people  can  go  to  school  and  pick  up  new 
skills.  Sniffs  one  longtime  manager:  "It  seems  like  we're 
becoming  an  educational  institution." 

He's  not  far  off.  Since  last  June,  we  have  put  half  of 
our  85  plant  employees  through  40  hours  or  more  of  train 
ing.  Thanks  to  $25,000  supplied  by  the  state  of  California 
Employment  Training  Panel,  we  have  paid  employees  to 


teach  production  skills  to  their  junior 
counteiparts.  We  also  offered  a  weeklong 
course  on  printing  for  our  newer  press  or. 
erators,  a  60-hour  course  on  quality  con- 
trol for  our  more  senior  press  operators, 
and  another  weeklong  course  for  our  em 
ployees  who  make  bags.  This  is  the  first 
time  most  of  our  employees  have  receivec 
any  formal  training  beyond  what  they  go' 
when  they  first  arrived — in  some  cases, 
more  than  20  years  ago. 

The  payoff  has  been  immediate.  Simply 
by  teaching  our  press  operators  some  ba- 
sic troubleshooting  skills  and  making  our 
quality  standards  clear,  we  have  improvec 
our  print  quality  markedly.  Spot  inspections  by  managers 
have  turned  up  far  fewer  flawed  print  jobs;  complaints  by 
customers  are  down  by  50%.  In  our  bag-making  unit, 
waste  has  fallen  about  25%  since  the  course — a  potential 
savings  of  over  $100,000  for  the  year.  Also  important, 
morale  on  the  shop  floor  has  improved  because  the  work 
ers  see  they  may  get  a  chance  to  move  into  better  jobs. 

Recruiting  outside  to  fill  the  highly 
skilled  top  jobs  is  a  lot  harder, 
though.  Silicon  Valley,  only  a  short 
chive  from  our  factory,  has  swept 
up  most  of  the  engineers  and  me- 
chanics who  might  consider  work- 
ing for  us.  But  even  if  we  did  find 
a  willing  engineer,  we'd  still  be 
stuck  with  the  training. 
COLLEGE  MATERIAL.  So  instead,  we  hav 
decided  to  upgrade  the  skills  of  some  of 
our  best  white-collar  and  more  senior 
hourly  employees  by  sending  them  back 
to  school.  We  have  already  sent  one  of 
our  younger  office  employees  to  school 
to  leam  accounting,  expecting  that  she'll 
succeed  our  current  controller,  who  is 
about  to  retire.  Recently,  we  agreed  to 
pay  the  tuition  of  our  top  maintenance 
man  so  he  can  earn  an  engineering  de- 
gree going  to  a  local  college  after 
work.  He  agreed,  in  return,  to  remainjjs 
with  us  for  five  years  after  he  fmishe:] 
his  degree. 

Despite  our1  recent  successes, 
I  suspect  we'll  always  strug- 
gle to  find  good  new  employ- 
ees. We're  a  growing  compa- 
ny in  a  tough  labor  market. 
Worse  yet,  factory  work  is  not 
most  people's  idea  of  a  good  job, 
even  if  the  pay  and  benefits  are  de- 
cent. My  aim  is  to  balance  the  fight  for 
quality  hires  by  upgrading  the  skills  of  those  who  already 
work  for  us.  Our  early  success  with  training- — both  inter- 
nal and  external — gives  me  some  optimism.  Which  is  more 
than  I  feel  most  days  while  I  watch  the  latest  job  candi 
date  shuffle  past  my  office  door. 

Kelly,  a  business  week  writer  for  nine  years,  is  an 
officer  at  Emerald  Packaging  in  Union  City,  Calif. 
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PEOPLE 
WORKING 

TOGETHER 
AS  A 
TEAM. 


WHAT 


A  CONCEPT. 


Ve  spent  a  great  deal  of  time  and  money  getting  all  your  people  networked  and  on  an  Intranet. 
1  the  intention  of  making  them  more  productive  and  more  like,  well,  a  team.  At  least  that's  the  concept. 
w  there  are  basically  two  ways  you  can  turn  that  concept  into  reality.  Ordinary  groupware. 
usually  requires  an  army  of  programmers,  consultants,  trainers,  tons  of  time  and  big  bags  of  money. 
TeamWARE11"  from  Fujitsu.  It's  a  complete  set  of  server-based  collaborative  computing  applications  that 
ms  share  infonnation  and  resources.  It's  easy  to  install,  use  and  administer.  It's  modular  (install  only  as 
as  you  can  digest  right  now).  Its  cost  of  ownership  is  low  and,  best  of  all,  it's  very  effective  at  turning 
into  teams.  TeamWARE.  Worldwide,  over  2  million  people  in  small,  medium  and  large  businesses 
'  use  it  to  work  together  better.  Perhaps  you  should  too. 

a  TeamWARE  Infonnation  Kit,  call  1-888-2 4T- WARE.  Or  see  us  at  www.teamware-us.com. 

J  we'll  show  you  how  TeamWARE  can  help  turn  your  group  into  a  team. 


EAMWARE.  EVERYTHING  ELSE  IS  JUST  GROUPWARE. 


amWARE  is  a  registered  trademark  of  TeamWARE  Group,  a  Fujitsu  Group  company.  Other  trade»u.irks 

01998  Fujitsu  All  rights  reserved. 


_.fr--*^ 

TeamWARE  includes 
PMaW     advanced  wireless 
messaging, 
resource  scheduling, 
active  information  sharing,  document 
management  and  workflow/  process 
management  TeamWARE  supports 
Windows*  NT.  UNIX'  and  standard 
internet/  Intranet 
protocols, 
scalable  from  one 
sewer  and  a  few  men 
to  many  sewers  and 
thousands  of  users, 

FUJITSU 


t  the  property  of  their  respective  holder: 
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Why  just  daydream 
about  demolishing 
your  competitors? 
You  may  find  more 
satisfaction  in  nibbing  out  ri- 
vals for  sport — at  one  of  the 
increasingly  popular  places 
where  you  can  wage  war 
games  for  a  modest  fee. 

More  and  more  business 
managers  and  employees  are 
acting  out  their  aggression 
these  days  at  the  country's 
500  laser-tag  arenas,  where 
opponents  in  sci-fi-style  gear 
shoot  at  each  other  with 
laser  guns.  Or  at  the  1.000 
or  so  paintball  fields,  where 
combatants  do  battle  with 
air  pistols  that  fire  paint  pel- 
lets. (When  you're  daubed 
you're  dead.)  While  the  regu- 
lars still  run  largely  to  ram- 
bunctious teenagers  and  out- 
doorsy  types,  proprietors 
estimate  that  business  folk 
now  make  up  about  15%  of 
the  clientele — and  they  say 
it's  growing.  It's  a  way  "to 
get  employees  away  from 
work,  but  with  the  people 
they  work  with,"  says  Gary 
Harshfield,  owner  of  the  11- 
employee  Siler  Printing  in 
Denver. 

SKILLS  TRAINING.  Not  that 
most  of  these  payroll  pal- 
adins are  just  out  there  en- 
joying themselves,  of  course. 
They  insist  they're  not  only 
reducing  their  stress  levels 


DOWNTIME 


Zap!  Pow! 
Splat! 

AG  AND  PAINTBALL  CAN  ENHANCE 
I  COMMUNICATIONS,  AND  PLANNING 


but  also  improving  skills  in 
communication,  teamwork, 
and  strategic  planning.  "We 
decided  that  it  would  be  bet- 
ter to  have  battles  on  the 
court  than  in  the  board- 
room," says  Deborah  Iafrate, 
client-services  director  at  the 
Eagle  Group  USA  Inc..  an 
eight-person  automotive-con- 
sulting firm  in  Troy,  Mich., 
which  recently  topped  off  a 
grueling,  daylong  planning 
meeting  with  an  hour  of 
fierce  laser  tag. 

Each  form  of  mock  war- 
fare has  its  own  appeal.  Be- 
sides toting  laser  guns,  laser- 
tag  warriors  get  to  wear 
high-tech  body  sensors  and 
helmets  that  produce  video- 
game noises  whenever  an 
opponent  gets  hit.  Players 


wander  a  dimly  lit,  multi- 
level maze,  trying  to  deacti- 
vate their  foes  and  knock  out 
their  base  camp — a  small, 
heavily  guarded,  electronic 
target.  According  to  S.  Erik 
Guthrie,  executive  director 
of  the  International  Laser 
Tag  Assn.,  participants  learn 
to  "get  your  base  points  ear- 
ly and  then  defend  your  own 
base."  This  message,  he 
swears,  has  commercial  sig- 
nificance, too:  "For  a  small 
business,  this  is  the  same  as 
learning  you  should  guaran- 
tee your  market  share  and 
then  go  after  your  competi- 
tor's lunch." 

Paintball  tends  to  be  more 
down  and  dirty.  These  mili- 
tarized  versions  of  capture- 
the-flag  are  staged  outdoors. 


HARSHFIELD  a  ud  friends 
away  from  their  office 

Players  suit  up  in  camou 
flage  jumpsuits,  goggles, 
face  masks,  plot  elaborate 
tactics,  and  race  around  s 
ulating  raids  and  retreats 
"At  work  we're  real  relas 
but  you  could  see  how  th 
got  everyone  motivated  a 
pumped  up,"  says  Ian 
Barnes,  who  visited  a  Sar 
Diego  paintball  park  with 
colleagues  from  Berwick 
Productions  Inc.,  a  compa 
that  trains  exotic  birds  fo 
films,  tv  commercials,  anc 
wildlife  parks. 
SPOTTING  LEADERS.  Some 
bosses  keep  serious  score 
quietly  noting  how  staffe: 
perform  to  gauge  leaders! 
potential.  At  day's  end,  si 
Vera  Wallace,  who  runs 
Paintball  Adventures  in  T 
sa,  "they'll  ask  why  empk 
ees  gravitated  to  a  cert  ah 
person  or  why  someone 
didn't  command  authority 
Not  everyone  thrills  to 
the  make-believe  battle,  t 
be  sure.  Some  employees 
may  find  the  exercises  toe 
violent,  macho,  or  slightly 
ridiculous.  When  his  team 
took  to  the  field,  Barnes 
counts,  "At  first,  only  the 
guys  were  up  to  it,  and  tl 
women  were  leery.  But  th 
ended  up  playing,  and  we  £ 
still  talk  about  it  to  this 
day." 

The  cost  of  all  this  cam: 
raderie?  For  paintball.  figi 
on  spending  $35  to  $50  pe. 
person,  depending  on  how 
much  ammunition  you'll  n< 
(always  more  than  you  ex 
pect),  and  $5  to  $7  a  head 
for  10  to  12  minutes  of  las 
tag.  You  can  save  money, 
however,  by  renting  a  wh( 
laser  arena,  which  usually 
goes  for  $300  to  $400  per 
hour,  and  corporate  discou 
are  widely  available. 

At  those  prices,  don't  e: 
pect  to  produce  fully-train 
soldiers  or  keep  the  cool 
clothes.  But  by  the  time  y 
get  back  to  the  office,  you 
team  should  be  ready  to 
take  on  the  world — or  at 
least  your  competition. 

By  Dennis  Bern 
i»  Xi  ir  1( 
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Sparky's  Pet  Store 


11:06 


Care  to  see 
that  again? 

Considering  how 
time-consuming 
cross-media  publishing 
can  be,  you  may  not 
believe  the  speed  of 
Adobe  PageMaker'" 6.5 
Software.  Fast.  Easy. 
Intuitive.  From  paper  to 
HTML.  To  Acrobat  PDF. 
To  CD.  It  runs  across 
media  like  a  puppy 
across  a  playground. 
End  result,  you  fetch 
more  results. 
Contracts.  Profits. 
So  blow  your  dog 
whistle  and  call  us. 


1-800-422-3623  or 


www.  adobe.com. 


Adobe 


|*J  1998  Adobe  Systems  Incorporated  All 
rights  reserved  Adobe,  Ihe  Adobe  logo,  Adobe 
P  v  [.'M.iK'i  and  Adobe  Acrobat  aie  registered 
trademarks  ol  Adobe  Systems  Incorporated 


Introducing  a  new  concept  to  doing  business:  Doing  business. 


Our  best  time  saving 

software  for 
your  small  business. 

You  didn't  start  a  small  business 
to  have  your  time  eaten  up  organizing 


you  with  your  contacts'  names, 
addresses,  phone  numbers,  the 
last  orders  placed,  your  clients' 
style  of  stationery  and  favorite 
venue  for  a  quick  power  lunch. 


just  a  click  of  a  button,  you  can  send 
single  or  multiple  faxes  to  colleagues, 
customers  or  prospects.  No  more 
hours  printing,  wasting  time  at  the  fax 
machine  or  wrestling  with  paper  jams. 


- 


■ 


"We  give  you  time  to  do  more  business." 


and  performing  senseless  office 
chores.  You  need  time  to  actually 
do  more  business.  And  here  are 
the  tools  that  will  help  you. 

ACT!  now. 
ACT'  helps  you  make  better  use 
of  your  time  by  putting  key  pieces 
of  customer  information  in  your 
hands  at  all  times.  ACT1  provides 


WinFax  PRO. 

After  you  have  obtained  this 
information  from  ACT!  and  created  a 
brilliant  proposal 
you  can  save 
even  more 


— 1 


We  an/e  you  the  time  to  do  more  eosiretjs 


time  by  faxing 
directly  from 


# 


your  computer  with  WinFax  PRO "'.  With 


A  great  combination. 

ACT1  and  WinFax  work  together 
seamlessly  as  your  business  grows 
and  increasing  demands  are  made 
on  your  time.  Test  them  out  now 
on  our  free  CD-ROM  in  your  own 
working  environment  for  30  days. 
Call  for  your  copy  at  1  -800-835-6222, 
ext.  9NA19.  It's  about  time. 


SYMANTEC. 


www.symantec.com 


CD  available  in  PC  format  only.  Symantec  and  the  Symantec  logo  are  registered  trademarks  and  ACT'  and  WinFax  PRO  are  trademarks  of  Symantec  Corporation. 
In  Canada,  call  1-800-365-8641.  In  Australia,  call  02-9850-1000  In  Europe,  call  31-71-535-3111.  ©1997  Symantec  Corporation.  All  rights  reserved. 


velopments  to  Watch 


■D  BY  OTIS  PORT 


L  ZIP  CODES 

E-MAIL 

EXT? 

rRONIC  TRAFFIC  COPS 

"routers"  ideally  can  zip 

ges  around  the  Internet 

nind-boggling  1  billion 

sr  second.  But  in  heavy 

|  even  the  fastest 

"s  can  bog 
Routers 

to  study 

iddress 

ih  mes- 
and 
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»n  per- 

ng  to 

:xt  leg 
jour- 
route  infor- 

i  in  giant  data- 
That  can  take  upwards 

)  nanoseconds — -speedy 

h  in  human  terms,  but 

rnity  in  network  time. 

;  problem  will  get  even 
in  a  few  years,  says 

iter  scientist  George 

tiese  at  Washington 


University  in  St.  Louis.  To- 
day, each  destination  address 
is  a  fairly  short  string  of  32 
bits  (4  bytes  of  zeros  and 
ones).  Within  five  years,  as 
Internet  traffic  surges,  these 
will  all  be  replaced  by  128- 
bit  addresses. 

Preparing  for  that  day, 
Varghese  and  his  colleagues 
have  patented  a  mathematical 
trick  to  speed  up  router 
performance — a  solu- 
tion Varghese  com- 
pares to  playing 
a  game  of  20 
questions.  The 
router  begins 
by  dividing  ad- 
dresses in  half 
and  comparing 
one  half  to  a 
database.  It  will 
keep  it  or  discard  it 
in  favor  of  the  other  half, 
and  then  repeat  the  process. 
With  this  method,  the  router 
will  find  the  needed  info  in 
no  more  than  seven  steps. 
Several  large  router  makers 
are  now  negotiating  licens- 
ing deals  with  Washington 
University.  Neil  Gross 


W  AMMO  AGAINST  ARTHRITIS  

RE'S  NEW  HOPE  FOR  THE  40  MILLION  AMERICANS  WHO 

er  from  arthritis.  Surgery  and  gene  therapy — inject- 
an  anti-inflammatory  gene  from  a  patient's  own 
; — may  halt  the  condition.  Researchers  at  the  Uni- 
iity  of  Pittsburgh  Medical  Center  (upmc)  are  midway 
litial  tests  on  nine  patients.  So  far,  there  have  been 
legative  side  effects. 

.pproval  for  this  new  therapy  will  probably  take 
rs.  But  upmc  is  also  making  headway  with  more 
ventional  drugs,  including  a  new  anti-inflammatory 
for  arthritis.  This  drug — a  cloned  and  bioengi- 
red  protein  called  tumor  necrosis  factor  receptor  fu- 
:  protein — is  being  tested  on  600  patients.  One  goal 
)  compare  its  effectiveness  with  methotrexate 
x),  which  treats  the  symptoms  of  rheumatoid 
iritis  but  does  little  to  arrest  the  crippling  disease, 
•eover,  mtx  can  cause  severe  side  effects,  including 
hosis  of  the  liver. 

a  earlier  but  smaller  trials  of  the  fusion  protein,  pa- 
ts with  advanced  arthritis  showed  marked  improve- 
it  and  only  minor  side  effects.  It  reduced  morning 
hess  and  swelling  at  tender  joints.  Immunex  Corp. 
ss  to  market  the  drug  by  1999.     Johanna  Knapschaefer 


NOW  THAT'S  CRUISE  CONTROL 


INTERNET  MOGUL  JAMES  H. 

Clark  caught  the  sailing 
bug  after  founding  Silicon 
Graphics  Inc.  in  1982. 
Since  then,  his  yachts 
have  been  growing  almost 
as  rapidly  as  his  fortune, 
from  a  55-footer  to  cele- 
brate sgi's  public  offering 
in  1986  to  a  92-footer  just 
before  Clark  co-founded 
Netscape  Communications 
Corp.  in  1994.  This  fall, 
Clark's  newest  baby  will 
be  launched  by  Holland's 
Royal  Huisman  Shipyard. 

Called  Hyperion,  she's  a 
sleek,  155-foot  yacht  with 
a  187-foot-tall  spar  that 
will  clear  the  Golden  Gate 
Bridge  with  just  30  feet  to 
spare.  As  might  be  expect- 
ed, Hyperion  is  crammed 
with  high-tech  hardware: 
25  high-power  Sili- 
con Graphics  com- 
puters, 500  giga- 
bytes of  storage  to 
log  everything  that 
happens  30  times  a 
second,  and  37 
miles  of  network  ca- 
bles to  control  all 
essential  operations, 
from  trimming  the 
sails  to  setting  the 
rudder. 


Streams  of  data  feed 
five  20-in.  flat-panei  dis- 
plays on  the  bridge.  They 
show  charts,  radar  scans, 
and  readouts  from  a  bevy 
of  instruments — or  movies 
from  an  onboard  digital- 
video  library. 

And  even  when  he's  not 
aboard,  Clark  can  still 
take  the  helm  remotely — 
through  a  satellite  link 
that  would  allow  him  to 
call  up  clones  of  the 
bridge  displays. 

Creating  this  floating 
Internet  has  occupied  six 
electrical  engineers  for  al- 
most three  years.  Hyperi- 
on brings  so  much  novel 
technology  to  sailing,  says 
Clark,  that  the  yacht  just 
might  be  the  jump-off  for 
his  next  startup. 


CABLE  READY:  Netting  Hyperion 


INNOVATIONS 


■  Mimicking  enzymes  found 
in  nature  has  been  a  goal  for 
scientists  for  decades.  Natur- 
al enzymes  speed  up,  or  cat- 
alyze, many  of  the  key  chem- 
ical reactions — and  typically 
do  so  with  the  added  benefit 
of  producing  fewer  unwant- 
ed byproducts  than  existing 
artificial  versions.  Now, 
chemists  at  Stanford  Univer- 
sity, led  by  T.  D.  P.  "Dan" 
Stack,  have  created  a  near- 
perfect  mime  for  galactose 
oxidase,  an  enzyme  used  for 
processing  alcohols.  Re- 
searchers believe  this  break- 


through, reported  in  the  Jan. 
23  issue  of  Science,  will  point 
the  way  to  creating  new  com- 
pounds that  mimic  other  nat- 
ural enzymes. 

■  Color  it  fast:  The  new  opti- 
cal network  developed  by  Lu- 
cent Technologies  Inc.  can 
transmit  400  billion  bits  a  sec- 
ond. That's  five  times  faster 
than  the  previous  record.  The 
trick  is  called  wave-division 
multiplexing,  wdm  sends  mul- 
tiple streams  of  data  through 
an  optical  fiber,  each  stream 
in  a  different  color.  In  Lu- 
cent's new  optical  network, 
80  different  colors  stream 
through  each  fiber. 


FOR  FURTHER  INFORMATION:  Go  to  Business  Week  Online  at  America  Online  or  E-mail  dtwfeb@businessweek.com 
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Athletes  Aren't  The  Only  Ones 
Motivated  By  Olympic  Glory 


At  Panasonic,  we're  inspired  by  the  Olympic  ideals  of  world  peace  and  friendship, 
and  challenged  to  reach  ever  higher  levels  of  performance.  For  the  last  decade,  we  have 
steadily  increased  our  commitment  to  the  Games,  expanding  our  support  through 
sponsorship  and  the  provision  of  cutting-edge  audio/video  products  and  technology. 

At  the  1998  Olympic  Winter  Games  in  Nagano,  we  are  participating 
not  only  as  an  Official  Worldwide  Olympic  Partner,  but  also  as  the  Official        4f  ^ 


NAGANO 

9      9  8 


Supplier  and  prime  contractor  for  the  International  Broadcast  Center  OQ<p 


(IBC)  and  other  venues — coordinating  the  real-time  acquisition,  editing 


Official  Partner 


and  transmission  of  all  the  fast-paced  action  for  a  global  audience  of  millions.  And 
our  amazingly  compact,  high  quality  DVCPRO  system,  along  with  other  Panasonic 
professional-use  broadcast  equipment,  is  playing  a  central  role  in  this  ambitious  undertaking, 
digitizing  the  entire  TV  production  process  for  dramatically  real  images  and  sound. 

We're  proud  to  help  advance  international  athletic  competition  and  determined  to 
continue  developing  record-breaking  digital  broadcasting  technology. 

Panasonic — part  of  the  team. 


Official  Worldwide  Olympic  Partner 


Panasonic 


http:// www.  pa  na  sonic,  co.  jp 


Science  &  Technology 


MEDICINE 


INHALE, 
DON'T  INJECT 

A  new  delivery  system  for  drugs  holds  huge  promise 


Brandy  M.  Hacker,  a  25-year-old 
medical  worker  in  Converse,  Tex., 
was  diagnosed  with  diabetes 
when  she  was  7.  A  year  ago,  she 
had  to  give  herself  four  shots  of  insulin 
a  day  to  keep  the  disease  at  bay.  But 
for  the  past  12  months,  she  has  been 
part  of  a  clinical  trial  of  a  device  made 
by  Inhale  Therapeutic  Systems  that  lets 
her  breathe  in  the  insulin  she  needs  be- 
fore each  meal — cutting  down  her  nee- 
dle time  to  once  a  day,  light  before  bed. 
"I  love  it,"  she  says  of  the  inhaler.  "I 
can  feel  the  insulin  reacting  a  lot  faster-, 
anil  it's  a  lot  easier  to  take  out  before 
meals  than  a  needle."  Other  diabetics 
are  "amazed,  completely  amazed"  when 
she  tells  them  about  it,  and  Hacker  says 
she  regularly  hands  out  information  on 
how  to  get  in  on  the  trial. 

Such  enthusiasm  is  music  to  the  ears 
of  Inhale  Therapeutic  Systems,  a  San 
Carlos  (Calif.)  company  started  eight 
years  ago  to  focus  on  the  unglamorous 
world  of  drug  delivery.  Inhale  is  at- 
tracting a  lot  of  buzz  for  its  unique  de- 
vice for  getting  medicine  down  to  the 
deep  lung,  where  it  can  be  easily  ab- 
sorbed into  the  blood  stream  through 
a  single  layer  of  tiny  air  sacs  called  the 
alveoli.  Its  product  is  in  human  trials  for 
use  with  six  drugs,  and  Inhale  has  part- 
nerships with  such  big  names  as  Baxter 
International,  Pfizer,  and  Eli  Lilly. 

The  device  has  also  attracted  the  at- 
tention of  Wall  Street.  Inhale  has  yet  to 
report  a  profit — it  lost  $9.98  million  in 
1997  on  revenues  of  $16.2  million — but  its 
market  could  be  huge.  Worldwide  rev- 
enues for  insulin,  including  needles  and 
supplies,  are  about  $•'!  billion,  while  the 
market  for-  all  peptide  and  protein-based 
drugs,  for  treating  diseases  as  diverse 
as  female  infertility  and  blood-clot  pre- 
vention, is  $10  billion.  At  least  six  ana- 
lysts are  recommending  the  stock,  which 
climbed  from  20'A  last  August  to  more 
than  30  in  late  January.  "It's  a  good  way 
to  play  the  biotech  sector  with  lower 
risk,"  says  Prudential  Securities  Inc.  an- 
alyst Caroline  Copithome.  "I  like  their 
strategy  of  developing  delivery  technol- 


ogy for-  drugs  that  are  already  available." 

The  strategy  grew  out  of  a  realization 
by  Inhale  founder  John  S.  Patton  while 
at  Genentech  Inc.  in  the  mid-1980s:  It's 
one  thing  to  develop  an  amazing  bio- 
engineered  drug  and  quite  another  to 
get  it  into  the  body.  Most  bioengineered 
compounds  are  made  of  peptide  or  pro- 
tein-based molecules,  as  is  insulin.  These 
molecules  are  too  large  to  pass  through 
the  gut  in  pill  form — the  stomach  di- 
gests them  before  they  reach  the  blood- 
stream. Skin  patches  or  nasal  inhalers 
won't  work,  either,  without  the  help  of 


Drug  companies  have  been  trying 
decades  to  come  up  with  an  alternav 
to  the  needle.  But  for  biotech  con 
nies,  whose  main  focus  is  proteins, 
quest  has  added  urgency.  Patton, 
vice-president  for  research  at  Inh^ 
says  that  while  at  Genentech  he  and 
er  scientists  "looked  at  every  orifice" 
an  entryway  to  the  bloodstream.  "W3 
we  put  [human  growth  factor]  into 
deep  lung,  I  couldn't  believe  the  bl| 
levels  that  came  back,"  says  PattonI 
scratched  a  big  star*  on  the  data  and  sjt 
'I'm  going  to  start  a  company.'"  Th 
years  later,  Patton  went  out  on  his  oji 
SINGLE  ENTRY.  Patton  staked  his  futji 
on  the  idea  that  "the  deep  lung  is  rl 
ly  the  one  door-  that  Mother  Nature 
open."  But  getting  through  it  is 
easy.  The  airway  pipes  are  covered 
a  mucus  meant  to  filter  out  large  m< 
cules,  while  very  small  molecules 
exhaled  before  they  can  be  absorb! 
To  reach  the  deep  lung,  a  drug  mfi 
be  delivered  in  particles  one  to  thl 
microns  in  size  with  slow  inhalation.^ 

The  metered-dose  inhalers  used 
asthma  drugs  are  not  a  good  optil 


WAYS  TO  HELP  THE  MEDICINE  GO  DOWN 


PILLS  Easy  to  carry,  easy  to  take,  but  j 
^  won't  work  for  large-molecule  medi- 
1  cines  such  as  insulin  or  interferon, 
which  the  stomach  can't  absorb. 

NEEDLES  The  most  effective,  but 
needle-phobia  leads  to  low  compliance. 
Studies  show  that  72%  to  82%  of 
consumers  think  injections  are  incon- 
venient, complicated,  and  frightening. 

_^r-„  ATOMIZERS  Convenient  but  hard  to 

coordinate  breathing  with  pump  action 
leading  to  irregular  dosages.  Up  to 
J I    90%  of  the  drug  lodges  in  the  back  of 
the  throat,  never  making  it  to  the  lung. 

<  DEEP-LUNG  INHALERS  Bulky  but  reliable. 
The  deep  lung  can  easily  absorb  large  molecules 
avoiding  the  sensitive  stomach,  and  the  dose  is 
consistent  with  each  application. 


undesirable  enhancers  such  as  deter- 
gents or  electrical  impulses.  The  skin 
and  nasal  membranes  were  designed  to 
keep  large  molecules  out  of  the  body. 

That  leaves  needles  as  the  most  ef- 
fective delivery  method — and  the  most 
hated.  Study  after  study  shows  that 
72%  to  82%  of  consumers  find  needles 
inconvenient,  complicated,  and  frighten- 
ing. "There  is  no  question  that  needle 
phobia  is  a  major  problem  with  insulin 
compliance,"  says  Dr.  Nancy  Y.  Bohan- 
non,  a  medical  professor  at  the  Univer- 
sity of  California  at  San  Francisco. 


t 


They  use  high-pressure  propellantsj 
blast  the  drug  into  the  back  of 
throat,  where  it  becomes  lodged.  0 
5%  to  10%  makes  it  to  the  lung — o 
for  asthma  treatments,  but  a  bad  ra] 
for  more  costly  biotech  drugs.  Plus, 
hard  to  coordinate  breath  intake  w] 
the  pumping  action,  leading  to  varyi] 
doses.  Liquefying  the  drug  won't  w( 
because  liquid  peptides  and  proteJ 
soon  degrade  at  room  temperature. 

After  three  years  of  work,  Inh 
came  up  with  a  way  to  turn  large  m 
ecules  into  a  fine  powder  without 
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grading  them.  The  powder  is  packaged 
into  blister  packs  inserted  into  an  in- 
haler about  six  inches  long.  Pumping 
the  device  forces  air  into  the  chamber, 
breaking  open  the  blister  pack  and  cre- 
ating a  cloud  of  powder.  The  patient  in- 
hales in  one  deep  breath,  receiving  the 
medicine  first  and  then  a  volume  of  air 
that  forces  the  drug  deep  into  the  lung. 
freebie?  Inhale's  biggest  success  is  con- 
sistency: Several  studies  have  found 
that  the  device  regularly  delivers  from 
20%  to  50%  of  a  drug  to  the  blood- 
stream. "The  classic  problem  with  in- 
halants is  that  the  results  were  not  re- 
producible," says  Robert  S.  Langer, 
professor-  of  chemical  engineering  at  the 
Massachusetts  Institute  of  Technology. 
"This  Inhale  device  is  really  pretty 
neat."  The  downside:  Inhaling  is  not  as 
efficient  as  injecting.  "This  method  is 
likely  to  increase  the  cost  because  you 
need  to  use  more  of  the  ding,"  warns 
Richard  D.  DiMarchi,  vice-president  for 
research  technologies  at  Eli  Lilly  &  Co. 
Inhale  President  Robert  B.  Chess  sug- 
gests that  the  extra  drug  cost  could  be 
offset  by  eliminating  needles,  which  can 
only  be  used  once.  Chess  notes  that  di- 
abetics spend  an  average  of  $260  a  year 
on  insulin  and  $160  on  needles.  "A  drug 
company  may  decide  to  give  away  our 
device,  sort  of  like  giving  away  the  ra- 
zor to  sell  the  blades,"  says  Chess. 

Lots  of  companies  are  interested  in 
the  razor.  Inhale's  development  agree- 
ments for  10  drugs  include  two  for 
osteoporosis  and  one  for  genetic  em- 
physema. But  analysts  say  the  first  com- 
pound likely  to  reach  the  market  using 
Inhale's  device  is  insulin,  possibly  in 
two  to  three  years.  Pfizer  is  already  in 
the  second  phase  of  trials  of  inhaled  in- 
sulin with  240  patients.  "It  really  is  go- 
ing to  be  a  major  breakthrough,"  pre- 
dicts Dr.  Sherwyn  Schwartz,  director  of 
the  Diabetes  &  Glandular  Disease  Clin- 
ic in  San  Antonio,  a  participant  in  the 
trial.  "I  don't  see  any  downside.  Every- 
body loves  it."  Perhaps  love  means  nev- 
er having  to  use  a  needle. 

By  Catherine  Artist  in  New  York 


EXECUTIVE  SUITE 


AN  EFFICIENCY  NUT 
AT  THE  WHEEL 

Stallkamp,  Chrysler's  No.  2,  takes  on  tough  quality  issue!. 


Chrysler  Corp.  President  Thomas 
T  Stallkamp  knows  all  about 
pressure.  A  month  after  joining 
Chrysler  as  a  purchasing  agent 
in  1980,  he  found  himself  working  for  a 
company  on  the  verge  of  bankruptcy, 
with  just  $3  million  on  hand.  One  of 
Stallkamp's  first  assignments  was  to 
field  an  onslaught  of  phone  calls  from 
irate  creditors  demanding  their  money, 
including  Goodyear  Tire  &  Rubber  Co., 
which  was  owed  $100  million.  "They  had 
a  treasurer  who  was  just  apoplectic," 
recalls  Stallkamp. 

Those  dark  days  are  long  gone.  But 
Stallkamp's  baptism  by  fire  served  him 
well  during  his  long,  steady  rise  to  the 
No.  2  job  at  Chrysler.  Named  president 
of  the  auto  giant  in  January,  Stallkamp, 
51,  needs  all  the  grit  he  can  muster  to 
deal  with  a  slew  of  tough  new  prob- 
lems facing  Chrysler.  Even  though 
the  company  recently  posted  better 
than  expected  fourth-quarter  results, 
earnings  for  all  of  last  year  slid  20%, 
to  $2.8  billion.  That's  in  sharp  contrast 


TALL  ORDER 


to  General  Motors 
Corp.   and  Ford 

Motor  Co.,  which  Stallkamp  vo 

both      reported  to  Wring 

record  sales  and  an  additional 

profits  for  1997. 
Says  auto  analyst  M.ODllUOnin 
John  Casesa  of  savings  this 
Schroder  Wertheim  year  alone 
&  Co.:  Chrysler 
"had  a  lousy  year.  Wall  Street  expe 
better." 

No  one  expects  more  from  Chrys 
than  Stallkamp.  His  predecessor, 
rough-and-tumble  ex-Marine  Robert 
Lutz,  pushed  through  hot  new  mod 
such  as  the  Dodge  Ram  pickup  and  tL 
Chrysler  Concorde  sedan.  Now,  it  fai 
to  Stallkamp  to  follow  through  on  toul 
quality  and  cost  issues. 

Stallkamp  could  hardly  be  more  il 
ferent  from  Lutz.  Whereas  Lutz  flj* 
fighter  jets  and  helicopters  in  his  spal 
time,  Stallkamp's  idea  of  excitement)* 
playing  golf  and  tennis  with  his  will 
Ann,  and  their  two  college-age  sons,  | 
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CFO  Vision 


When  you're  under  pressure  to  make  critical 
business  decisions,  CFO  Vision  software  delivers 
the  timely  and  accurate  information  you  need. 

CFO  Vision  is  the  single  source  for  all  your 
key  business  information,  both  financial  and 
non-financial— readily  accessible  for  interactive 
analysis  and  reporting.  It's  never  been  easier  to 
see  product  and  customer  profitability,  the  potential 
impact  of  a  reorganization,  or  key  performance 
indicators— in  any  currency. 

You  can  view  your  business  from  all  angles 
because  CFO  Vision  is  the  first  financial  consoli- 
dation and  reporting  software  that  integrates 
flexible  multidimensional  analysis  (OLAP).  All 
from  one  vendor... SAS  Institute,  the  leading 
name  in  decision  support  at  more  than  29,000 
companies  worldwide  including  the  Fortune  1 00. 

For  a  closer  look,  give  us  a  call  or  visit  us  at 
www.sas.com/vision 


SAS  Institute  Inc. 


The  Business  of  Better  Decision  Making 


E-mail:  bw@sas.com       www.sas.com/vision       919.677.8200       In  Canada  1.800.363.8397 


SAS  is  a  registered  trademark,  and  CFO  Vision  a  trademark,  of  SAS  Institute  Inc.      Copyright  1997  by  SAS  Institute  Inc 
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"My  worry  is  that  we're  sort  of  on  autopilot"  after  years 
healthy  sales  and  profit  growth,  says  Stallkamp 


reading  Elmore  Leonard  mysteries. 

But  ceo  Robert  J.  Eaton  is  betting 
that  Stallkamp's  subdued  style  is  just 
what  Chrysler  needs.  A  self-described 
"regular  guy,"  Stallkamp  is  an  efficiency 
nut  who  studies  companies  such  as  Intel 
Corp.  and  Motorola  Inc.  for  manage- 
ment tips  and  holds  an  mba  in  organi- 
zational behavior.  With  his  shock  of 
white  haii-  and  courtly  manner,  he  seems 
more  like  a  college  pro- 
fessor than  an  auto 
executive.  But  that  im- 
age is  deceiving,  says 
Lutz,  now  vice-chairman. 
Stallkamp  'is  a  guy  who 
has  the  hard  edge  to  get 
the  job  done,"  he  says. 
SUPPLY  SAVVY.  Indeed. 
Stallkamp  is  notoriously 
tough  when  it  comes  to 
costs.  As  Chrysler's  top 
purchasing  executive,  he 
cut  a  total  of  $3.7  billion 
in  costs  since  1990  by 
asking  suppliers  to  make 
suggestions  "voluntarily." 
By  agreeing  to  split  any 
savings  with  suppliers. 
Stallkamp  gave  them  a 
strong  incentive  to  coop- 
erate and  won  many 
fans.  But  those  who  did 
not  help  found  that  Stall- 
kamp wouldn't  hesitate 
to  "take  our  business 
elsewhere,"  he  says. 
Now,  he  vows  to  cut  an- 
other SI. 5  billion  in  1998 
alone,  a  feat  many  be- 
lieve Stallkamp  will  pull 
off.  "Tom  understands 
the  supply  chain  better 
than  anybody,"  says  Jack 
W.  Sights,  a  parts;  execu- 
tive at  Guardian  Indus- 
tries Corp.  in  Auburn 
Hills.  Mich. 

It  will  take  much 
more  than  pinching  pen- 
nies, though,  if  Chrysler 
is  going  to  reverse  its 
slipping  market  share, 
which  fell  a  full  point  last  year,  to  15%. 
Stallkamp  also  urgently  needs  to  boost 
Chrysler's  passenger-car  quality  to  im- 
prove its  image  among  consumers.  That 
means  more  rigorous  assembly  and  test- 
ing to  end  a  rash  of  recent  recalls. 

Just  as  crucial.  Stallkamp  must  work 


THOMAS  T. 
STALLKAMP 

Brvn  Mawr.  Perm..  1946 


EDUCATION 


Miami  (Ohio)  B.A.  1968, 
M.B.A.  1972 


CAREER 


1972-1980  parts  buyer  for 
Ford  Motor  Co. 

1980-1988  Chrysler  parts 
buyer 

1988-1990  head  of 
Chrysler's  parts  manufac- 
turing unit 

1990-1997  Procurement 
and  supply  executive 

1998  Named  Chrysler 
president 


CHALLENGE 


Spruce  up  Chrysler's 
image  by  improving  the 
quality  of  its  new  car  and 
truck  models 


FAMILY 


Married  with  two  college 
age  sons 


INTERESTS 


Golf,  tennis,  powerboating 


to  assuage  strained  feelings  in  the  exec- 
utive suite.  His  appointment  to  the  No.  2 
spot  was  a  career  blow  to  others  com- 
peting for  the  job,  primarily  Thomas  C. 
Gale,  executive  vice-president  for  product 
strategy.  So  far,  Stallkamp  meets  with 
his  team  of  five  executive  vice-presidents 
every  Monday  and  again  with  each  one 
individually  later  in  the  week.  "I  just 
know  that  Tom  and  I  are  capable  of 
making  this  thing  work," 
says  Gale,  who  is  still 
considered  a  dark  horse 
contender  to  succeed  57- 
year-old  Eaton. 

It's  a  tall  order  for 
Stallkamp.  And  some  in 
the  industry  wonder  if 
he  is  too  untested  for 
the  job.  Eaton,  for  one, 
appears  to  be  easing 
Stallkamp  into  his  new 
responsibilities.  Although 
he  currently  runs  manu- 
facturing, purchasing, 
and  sales  and  marketing, 
Stallkamp  has  not  yet 
won  a  board  seat,  nor 
has  he  been  put  in 
charge  of  international 
operations  and  product 
development — all  re- 
sponsibilities that  Lutz 
held.  "We  just  felt  this 
was  enough  for  him  to 
take  on  at  this  point," 
says  Eaton. 

Working  in  Stall- 
kamp's favor  is  his  easy 
manner  mixed  with  a 
wry  sense  of  humor.  At 
industry  gatherings  in 
years  past,  he  enjoyed 
ribbing  archrival  Jose 
Ignacio  Lopez  de  Ar- 
riortua,  gm's  former  sup- 
ply czar  who  insisted 
that  gm  purchasing 
agents  follow  a  "warrior 
diet"  that  eschewed  red 
meat,  sugar,  and  starch. 
Stallkamp  once  even 
gave  Lopez  a  dozen 
glazed  doughnuts  baked  in  the  shape  of 
Chrysler's  pentastar  logo.  "He  needed  to 
lighten  up  a  little."  Stallkamp  explains. 

Stallkamp,  though,  is  just  as  quick 
to  direct  his  barbs  at  Chrysler  itself. 
He  worries  that  after  years  of  healthy 
sales  and  profit  growth,  complacency 


v. 


could  creep  into  the  Chrysler  culi 
So,  when  he  moved  into  his  new 
floor  office  atop  Chrysler  headquar 
Stall-kamp  mounted  a  framed  car 
of  the  Road  Runner  putting  WiL 
Coyote  into  a  trance.  The  caption:  "1 
er  get  hypnotized  by  how  good 
are."  That,  says  Stallkamp.  "symbo 
my  whole  philosophy  of  business, 
drive  home  the  point  at  a  recent  m 
ing,  Stallkamp  warned  that  the  yi 
just  three  weeks  old — was  getting  o 
a  slow  start.  "My  worn-  is  that 
sort  of  on  autopilot,"  he  says. 
LOVING  A  LEMON.  Stallkamp  says 
traces  his  drive  to  his  father,  a  nui 
engineer.  When  Tom  was  10  years 
the  family  moved  from  Bryn  Mawr, 
to  Akron,  Ohio.  Both  his  brothers  e 
tuafly  became  bank  presidents,  but 
developed  an  early  yen  for  whe 
"Akron  was  the  tire  capital  of 
world.  Everybody  was  into  cars," 
Stallkamp.  His  first  was  a  1967 
vair.  considered  one  of  the  big| 
lemons  in  automotive  history.  "I  ha 
up  to  100  miles  an  hour  going  down 
snowing  it  truly  was  unsafe  at 
speed,"  he  says  jokingly,  referring 
Ralph  Nader's  famous  "unsafe  at 
speed"  indictment  of  Corvairs. 

After  a  two-year  stint  as  a  supply 
ficer  in  the  Coast  Guard,  Stallkamp 
attending  graduate  school  at  his  a 
mater,  Miami  University  in  Ohio,  whe 
good  deed  landed  him  his  first  real ; 
One  morning,  a  steam  pipe  broke  in 
office  of  one  of  Stallkamp's  profess 
As  Stallkamp  mopped  up  the  mess 
Ford  recruiter  poked  his  head  in 
door.  "He  wanted  directions  and  thou 
I  was  the  janitor,"  Stallkamp  says, 
said:  'No,  I'm  a  graduate  assistant  try 
to  save  this  guy's  academic  life's  worl 
Next  thing  he  knew.  Stallkamp  was 
fered  a  job  at  Ford.  "The  Ford 
liked  his  initiative,"  says  the 
retired  professor,  Harold  Puff. 

Stallkamp  spent  eight  years  at  Fo] 
before  making  the  risky  leap 
Chrysler.  Now,  if  he  pulls  off  his  ml 
assignment,  he's  in  a  good  position  I 
become  ceo.  Stallkamp  is  character! 
tically  unassuming  about  his  prospect 
'When  you  get  all  done,  this  is  just] 
business,"  he  says.  True.  But  at  lea 
the  business  is  no  longer  the  targetl 
apoplectic  treasurers. 

By  Bill  Vlasic 
Auburn  Hills,  Mm 
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MANAGEMENT 


REPUBLIC  LEARNS 
CARS  AIN'T  VIDEOS 

It's  retooling  its  Blockbuster  strategy  at  AutoNation 


Wayne  Huizenga  has  gotten  a  lot 
of  mileage  out  of  comparing 
his  AutoNation  USA  used-car 
superstores  to  Blockbuster  En- 
tertainment Group  video  stores.  By  con- 
solidating a  fragmented  industry  and 
focusing  on  customer  service,  he  vowed 
Republic  Industries  Inc.  would  revamp 
automotive  retailing  just  as  Blockbuster 
redefined  movie  rentals  under  his  lead- 
ership. "It's  not  that  much  different 
when  you  are  selling  cars,"  he  told  an 
audience  of  auto  dealers  and  industry 
executives  recently. 

But  with  Republic's  planned  an- 
nouncement on  Jan.  29  of  a  $150 
million  write-off  to  cover  the  costs 
of  merging  its  new-  and  used-car 
operations,  Huizenga  and  Steven 
R.  Berrard,  Republic's  co- 
chief  executives,  are  ac- 
knowledging that  the 
ear  business  is  differ- 
ent. They're  shifting 
geai's  to  decentral 
ize  management 
at  AutoNation, 
putting  expert 
enced  local 
dealers  in 
stead  of 
f  orme  r 
Block 


buster  executives  behind  the  wheel.  By 
tapping  the  dealers'  expertise,  Republic 
hopes  to  boost  the  lagging  performance 
of  its  25  AutoNation  superstores  and 
capture  efficiencies  from  its  54  dealers 
and  267  franchises.  For  disappointed  in- 
vestors who  are  sitting  on  stock  trading 
around  21,  near  Republic's  52- week  low, 

SMOOTHER  RIDE?  Co-CEOs  Berrard 
(left)  and  Huizenga  are  giving  local  auto 
dealers  more  control.  "It's  a  tougher 
business  than 
Blockbuster," 
says  Huizenga 


the  good  news  is,  at  least  manage | 
is  willing  to  try  something  new. 

Republic's  moves  put  it  in  a  strcg 
position  to  weather  what  may 
tough  year.  Used-car  wholesale  \ 
remain  strong  while  retail  pricesjsu' 
softening,  squeezing  dealer  margin  t 
10.8%  from  11.1%  a  year  ago,  accoiir 
to  the  National  Association  of  Aut<l»< 
bile  Dealers.  Auto  analyst  Maryan^ 
Keller  of  Furman  Selz  Inc.  in  New  m 
doesn't  expect  much  improvement 
1998.  Flat  new-car  prices  and  attai 
tive  sales  incentives  will  put  usecfe 
prices  under  even  more  pressure,  li 
she  believes  Republic  is  buffered 
some  degree  by  its  new-car,  rental! 
and  solid-waste  divisions.  And  fewir 
ready  to  write  off  Huizenga's  coni: 
yet.  "It's  a  much  more  difficult  busijh 
to  run  than  three  years  ago  when  m 
car  prices  were  stable  or  not  declif 
as  much,  but  it  is  still  poss» 
and  probable  to  make  moneii 
used  cars,"  she  says. 

Huizenga  says  AutoNation! 
be  profitable  by  midyear  and 
some  older  stores  already 
"It's  a  tougher  business  t 
Blockbuster,"  he  admits.  ] 
he  adds,  "business  has  tur 
around.  This  is  going  to  worl 
Still,  it  will  take  a  lot  to  ] 
suade  skeptical  investors.  ' 
stock  is  lagging  despite  some 
cent  victories.  Republic  resolv< 
very  public  spat  with  Toyota 
tor  Corp.  that  threatenec 
snarl  its  acquisition  of  d 
ers.  It  sold  its  home-s< 
rity  business  for  a  h( 
premium.  And  it  has 
tinued  the  blitzkrieg  of 
quisitions  that  vaulted 
company  from  $2.3  bill 
in  overall  revenues  in  1 
to  $10.3  billion  last  year, 
erating  income  grew  ne£ 
fivefold,  to  $443.7  milli 
in  that  time. 

Why  isn't  W 
Street  impresst 
Largely  because 
k  vestors  have  ado 
ed  a  "show  me" 
titude  with  w] 
had  been  an 
i   pealing  story  is 
I  revolutionize 
I  the  $600  bill 
auto-retailing  »• 
dustry.  Shaiji 
of  used-car  ;l 
perstore  c©| 
petitor  CarMl 
Auto  Sup*!' 
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Things  they  never  tell  you  when  you  buy  enterprise  software. 


Want  to  make  a  change? 
Go  ahead,  try  to  run  with  it. 


So,  you  have  a  new  idea.  Just  see  how  fast  you  can 
implement  it  with  most  enterprise  software.  Your  first  step 
is  likely  to  be  paying  for  programmers  to  wade  through 
a  complicated  mess  of  cryptic  code.  Sound  like  a  speedy 
proposition  to  you?  Chances  are,  it'll  take  months.  And  the 
software  you  bought  to  move  your  business  ahead  actually 
ends  up  slowing  you  down. 

With  J.D.  Edwards,  it's  different.  Our  software  is  actually 
designed  to  change.  So  you  can  make  a  simple  business 


move  without  creating  a  technology  nightmare.  Or  change 
your  technology  without  disrupting  your  business. 

How?  One  version  of  our  software  works  across  key 
platforms.  Windows  NT,  UNIX,  AS/400-even  the 
Internet.  So  when  you  need  to  make  a  change,  you  only 
need  to  do  it  once.  Which  makes  you  nimble  enough  to 
react  to  any  opportunity.  Quickly  and  easily.  That's  how 
enterprise  software  ought  to  be.  To  find  out  more,  call 
1-800-727-5333  or  visit  www.jdedwards.com. 
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The  Corporation 


stores  and  new-car  dealer  consolidators 
United  Auto  Group  and  Cross-Conti- 
nent Auto  Retailers  have  also  been 
hammered  as  results  fell  short  of  ex- 
pectations. AutoNation,  on  the  other 
hand,  is  a  small  part  of  the  overall  em- 
pire— an  estimated  6%  of  revenues  in 
1997.  But  it  is  key  to  Republic  because 
it  was  a  big  part  of  the  story  the  com- 
pany took  to  Wall  Street.  One  institu- 
tional investor  who  holds  Republic- 
shares  says  the  concept  has  promise, 
but  execution  has  been  poor.  "The  ques- 
tion is,  if  you  really  have  car  people 
who  can  operate  the  business  properly, 
can  they  make  it  work?  This  is  the 
make-or-break  year." 

Believers  such  as  Randall  E.  Haase, 
senior  portfolio  manager  for  Alliance 
Capital  Management,  Re 
public's  largest  in- 
stitutional holder 
with  upwards  of  35 
million  shares,  say 
the  concept  was 
bound  to  need  refin- 
ing. He  applauds 
the  new,  decentral- 
ized strategy.  And 
he  thinks  Wall  Street 
is  unfairly  lumping 
Republic  with  the 
other  newly  public 
auto  retailers  that 
don't  have  the  effi- 
ciencies of  Republic's 
regional  clusters  of 
used-,  new-,  and  rental- 
car  operations. 

The  need  to  reap 
those  efficiencies — and 
fix  AutoNation — is  what's  driving 
Michael  E.  Maroone,  president  of  Re- 
public's automotive  retail  division,  and 
the  other  veteran  car  dealers  Republic- 
has  brought  on  board.  Witli  much  of 
their  net  worth  on  the  line  in  Republic- 
shares,  the  dealers  have  pushed  for 
changes. 

"SOME  mistakes."  At  a  Republic  dealer 
meeting  in  early  September,  many  ap- 
plauded high  customer  satisfaction  rat- 
ings and  top-notch  facilities.  But  in  the 
zeal  to  create  a  different  used-car  buy- 
ing experience,  they  complained,  Auto- 
Nation had  not  hired  enough  experi- 
enced auto  execs  and  managers.  That 
hurt,  particularly  with  crucial  aspects 
of  used-car  operations,  such  as  the  com- 
plex process  of  finding  and  stocking  used 
cars.  Inexperienced  buyers,  under  pres- 
sure to  stock  and  replenish  lots  with 
700  to  1,000  cars  each,  were  paying  too 
much,  buying  high-mileage  fleets  ill-suit- 
ed for  retail  sale,  or  cars  that  just  didn't 
sell  well  in  local  markets. 


Compounding  the  errors,  cars  often 
languished  in  reconditioning  centers  for 
weeks  waiting  on  minor  cosmetic  fixes, 
all  the  while  depreciating.  Used  cars 
are  like  fruit  or  meat,  dealers  say:  They 
"spoil"  rapidly,  and  quick  inventory 
turns  are  key  to  keeping  merchandise 
fresh,  costs  down,  and  buyers  interested. 
Instead  of  wholesaling  cars  that  didn't 
sell  after  60  days — common  practice 
among  dealers — AutoNation  was  keep- 
ing cars  on  lots  or  shipping  them  to 
other  locations.  Gerald  W.  B.  Weber,  for- 
mer senior  vice-president  for  operations 
who  helped  launch  AutoNation  after 
leaving  Blockbuster,  says  these  missteps 
were  "all  part  of  the  learning  curve — we 
made  some  mistakes  but  we  did 
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a  lot  of  things  right."  Weber  re- 
tired from  Republic  in  December. 

Within  weeks  of  the  September  deal- 
er meeting,  Maroone  was  made  respon- 
sible for  franchise  dealers  and  the  used- 
car  superstores.  A  respected  dealer,  he 
had  joined  Republic  when  it  bought  his 
eight-franchise  group  in  Febiuary,  1997, 
for  $200  million.  Under  the  new  plan, 
superstores  are  now  grouped  with  local 
new-car  dealers.  Dealer  "mentors"  work 
with  individual  AutoNation  store  gen- 
eral managers,  while  district  managers 
have  responsibility  for  new-  and  used- 
car  operations.  "The  way  to  move  quick- 
ly is  to  put  the  decision-making  in  the 
field,"  Maroone  says. 

One  of  Maroone's  big  challenges  is  to 
get  as  many  cars  as  possible  from  Re- 
public's dealers.  A  system  of  incentives 
will  reward  new-car  dealers  for  taking 
trade-ins,  even  if  they're  eventually  sold 
in  other  Republic  used-car  lots  or  at 
AutoNation  stores.  That  will  encourage 
dealers  to  keep  inventoiy  "in  the  fami- 
ly" and  seek  the  best  outlets.  Thus,  a 
Lexus  taken  in  by  a  Republic  Ford 


dealer  will  be  moved  to  a  Reptl 
Lexus  dealer  or  to  AutoNation  bee 
buyers  hunting  for  a  used  Lexus  ai 
likely  to  look  at  a  Ford  dealership. 
LEANER  STAFF.  Much  of  the  custo! 
experience  at  AutoNation — one-pi| 
no-haggle  shopping,  with  extensive  ^ 
ranty  and  return  policies — remains  h 
same.  But  now,  staffing  at  AutoNaim 
stores  is  leaner  and  sales  associates « 
paid  by  commission,  based  on  volifo 
and  customer  satisfaction,  rather  tar 
through  salary  and  bonus  plans,  \i 
changes  have  spurred  sales  at  Av 
Nation  in  recent  weeks,  dealers  say 
Meanwhile,  Huizenga  and  Bent 
have  learneJ 
painful  lesson — Itu 
customers  genet 
ly  aren't  willing 
pay  a  premium 
a  better  retail- 
perience.  Indel 
AutoNation 
have  to  w 
hard  to  overcc 
customer  perc 
tion  that  it  ox 
priced  its  d 
"Consumers 
already  view 
superstores 
higher-prii 
used-car  c 
lets"  says  a 
port  by  c 
Marketing 
search  of  Bandon,  Ore. 
roone  insists  AutoNation  will  be 
"low-cost  provider." 

One  key  to  bringing  "big-box"  ret 
ing  to  cars  may  be  finding  the  rig 
size  box.  CarMax  has  varied  its  st< 
size  by  market.  And  Maroone  says 
average-size  AutoNation  now  is  clo 
to  500  cars,  down  from  700  to  1,000 
tially,  though  that  may  increase  as  sal 
ramp  up.  "We  don't  need  to  fill  thfl 
lots,"  he  says.  "What  we  need  is 
right  merchandise  at  the  right  price 
Moreover,  Republic  dealers  hav 
tremendous  motivation  to  make 
game  plan  work.  Most  sold  their  deal  f 
ships  for  stock,  and  some  have  trai< 
ferred  options  to  other  family  membtjj 
and  employees.  Often  ostracized  by  o 
er  dealers  once  they  joined  RepubJ 
dealers  have  their  pride  at  stake, 
"The  more  criticism  that's  out  there 
more  determined  the  dealer-partners  dd 
to  make  it  work,"  says  Bill  Wallaces 
Delray  Beach  (Fla.)  dealer.  Invested 
must  now  hope  that  with  those  dealal 
in  charge,  they're  in  for  a  smoother  riJ 
By  Gail  DeGeorge  in  Fort  Laua% 
dale,  with  Bill  Vlasic  in  Detroit 
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Experience  St8QG  fright. 


Someday  I  plan  to:  Start  a  business  with  my  son.  Play  golf  where  it  was  invented. 
Dust  off  my  old  records.  Audition  for  a  part  in  a  play. 


GET  THE  DREYFUS  DISCIPLINED  STOCK  FUND  FOR  YOUR  IRA  ACCOUNT. 
BECAUSE  YOUR  FUTURE  STARTS  NOW.  While  the  new  tax  law  provides  more 
opportunities  than  ever  to  help  you  pursue  your  retirement  dreams,  one 
part  of  IRA  investing  hasn't  changed:  it's  still  about  getting  the  right  fund. 
That's  why  you  should  consider  the  Dreyfus  Disciplined  Stock  Fund,  a 
fund  with  outstanding  performance  and  a  dedicated  investment  team.  If 
you  have  any  questions  about  what  type  of  IRA  is  best  for  you,  consult  your 
financial  advisor  or  call  Dreyfus.  We're  here  to  help  you  make  smart  invest- 
ment decisions  for  today,  and  tomorrow.  DREYFUS.  RULE  YOUR  KINGDOM." 


MORNINGSTAR  RATING 


DREYFUS  DISCIPLINED  STOCK  FUND 


★  *★★★    31.94%  20.07%  18.26% 

ONE  YEAR  FIVE  YEAR  TEN  YEAR 

OVERALL  RATING  AMONG  233?  DOMESTIC  EQUITY  FUNDS  AS  OF  12.31.97  AVG.  ANNUAL  TOTAL  RETURNS  AS  OF  12.31.97  INCEPTION  DATE  12.31.87 


TO  FIND  OUT  MORE,  CALL  YOUR  FINANCIAL 
ADVISOR  OR  CALL  US  AT  1-800-443-9794x4441 


©reyfus 


or  a  Prospectus  containing  complete  information  including  charges  and  expenses.  Please  read  it  carefully  before  you  invest. 

erformance  is  no  guarantee  of  future  results.  Share  price  and  investment  return  fluctuate  so  redemption  value  may  be  more  or  less  than  original  cost.  Morningstar 
3tary  ratings  reflect  historical  risk-adjusted  performance.  They  are  subject  to  change  every  month.  Ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year 
plicable)  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below 
/  T-bill  returns  The  3-,  5-  and  10-year  Morningstar  ratings  as  of  12-31-97  were  five  stars  out  of  2,332.  1.292  and  676  domestic  equity  funds,  respectively, 
p  10%  of  the  funds  in  a  ratings  universe  receive  five  stars.  ©  1998  Dreyfus  Service  Corporation,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor 
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RETAILERS 


A  GRAND  REOPENING 
FOR  WAL-MART 

After  a  rude  earnings  surprise,  the  chain 
has  decisively  put  its  house 
in  order 


■  t  was  a  quarter  that  scared  a  giant. 
I  When  Wal-Mart  Stores  Inc.,  the 
I  world's  largest  retailer,  announced 
I  two  years  ago  that  earnings  for  the 
period  ended  Jan.  31,  1996,  would  break 
a  string  of  99  quarterly  increases,  the 
company  predictably  fell  from  grace.  Its 
stock,  already  sliding  for  three  years, 
dropped  like  a  rock.  And  many  Wall 
Street  analysts  questioned  whether  the 
great  Wal-Mart  growth  story  was  final- 
ly sputtering  to  an  end. 

Unfortunately  for  Wal-Mart's  rivals, 
what's  known  in  the  Bentonville  (Ark.) 
headquarters  as  "the  wake-up  call" 
prompted  the  behemoth  to  shake  off  its 
doldrums  with  a  vengeance.  Indeed, 
Wal-Mart  is  balancing  still  healthy 
growth  with  an  emphasis  on  delivering 
returns  to  shareholders  through  stock 


buybacks  and  higher  dividends.  And  it's 
delving  into  the  back-office  details  of 
its  business  like  never  before.  "That 
[quarter]  probably  caused  us  to  redouble 
our  efforts  to  make  sure  we  got  our 
act  together,"  says  Chief  Executive 
David  D.  Glass. 

And  the  reviews  are  good.  Sales  for 

HOW  WAL-MART 

SPRUCING  UP  STORES  By  improv- 
ing displays,  reducing  out-of-stock 
items,  and  speeding  checkouts,  it's 
boosting  performance  from  stores 

DRIVING  DOWN  COSTS  In  2% 

years,  Wai-Mart  has  cut  $2  billion 
from  inventory,  leading  to  fewer  mark- 
downs  and  less  cluttered  stores 


the  fiscal  year  ended  on  Jan.  31  sr 
jump  12%',  to  more  than  $117  billi 
vs.  $41.5  billion  for  Wal-Mart's  close: 
val,  Sears,  Roebuck  &  Co.  Earning 
expected  to  climb  14%,  to  nearly 
billion,  well  above  1995's  paltry 
growth.  Investors  are  taking  note. 
Mart's  stock,  as  low  as  19  two 
ago,  is  now  around  39  and  tradini 
near  record  levels.  Shares  gained 
last  year,  handily  outperfoi-ming  the 
jump  of  the  Standard  &  Poor's  500-! 
index.  "I  think  the  stock  can  go  t 
next  year,"  says  Scott  M.  Mullini: 
analyst  for  American  Express  Fi: 
cial  Advisors,  an  institutional  hold' 
Wal-Mart  stock. 

Wal-Mart's  rebound  can  be  attrib 
in  part  to  benefits  it's  finally  sta: 
to  see  from  a  series  of  investments 
company  acquired  about  100  Pace 
house-club  stores  in  1993  for 
lion  and  122  Woolco  stores  the 
year  for  $352  million.  It  expanded 
Argentina,  Brazil,  and  Mexico, 
added  to  its  base  of  "supercenten 
all  time-  and  cash-consuming  efforts 
we  could  have  timed  it,  we  would  h 
done  it  differently,"  says  Vice-Chain 
Donald  G.  Soderquist. 
GLOBAL  REACH.  Now,  international 
erations,  with  $9.5  billion  in  sales 
year,  should  turn  a  profit  of  more  t 
$100  million  for  '97.  And  Wal-Ma 
supercenter  sales  jumped  37%  last  y 

The  coming  of  age  of  these  ex{ 
sion  efforts  allows  Wal-Mart  to  m 
key  internal  strategic  shifts.  W 
growth  overseas  and  more  effici 
stores  at  home,  Wal-Mart  is  genera 
huge  free  cash  flow — an  estimated 
billion  in  the  year  ended  on  Jan. 
That  gives  it  the  war  chest  to  buy  b  j 
shares  and  boost  its  dividend  to  deli 
shareholders  a  promised  15%  total 
nual  return,  including  12%  to  13%  ezjB 
ings  growth. 

Although  Wal-Mart  denies  it,  sol 
analysts  say  it  has  lowered  expectatils 
for  earnings  growth,  leading  to  greal 
credibility  on  Wall  Street.  "Wal-Ml 
used  to  be  a  company  that  was  obsesfl 
with  one  word:  'more.'  More  inventoj 
more  stores,  more  sales,"  says  anal 

IS  SHAPING  UP 

FINDING  NEW  GROWTH  Wal-Mart  |] 
is  adding  more  than  100  "super- 
centers"  a  year,  selling  food  and  ger- 
eral  merchandise,  and  expanding 
overseas 

 it 

DATA  MINING  It's  using  information 
about  customers  to  create  more  effec 
tive  store  displays  and  ad  circulars 


1 
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Surfing  SoHo. 

THE  PLACE:  Rushing 
past  an  open  fire 
hydrant  on  a  steamy 
New  York  afternoon. 

THE  CAR:  The  quick, 
agile  DeVille  Concours 
with  one  of  the  most 
advanced  traction 
control  systems  in 
the  world. 

THE  MORAL:  It's  fun  to 
make  waves. 


300-hp  Northstar  System 
StabiliTrak 

Road-Sensing  Suspension 

Variable  Speed-Sensitive 
Steering 

Driver  &  Front  Passenger 
Next  Generation  Air  Bags 

Side-Impact  Air  Bags 

Available  OnStar  System 

Call  1-800-333-4CAD  or 
go  to  www.cadillac.com 


For  The  Time  Of  Your  Life 


GM  Corp  All  rights  reserved  Always  use  safety  belts  and  proper  child  restraints,  even  with  Next  Generation  Air  Bags  See  the  Owner's  Manual  for  more  safety  information 
LAC,  DEVILLE,  CONCOURS,,  NORTHSTAR,,  ONSTAR,*  STABILITRAKTM 
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Michael  Exstein  of  Credit  Suisse  First 
Boston.  "Today,  it  is  really  seeking  a 
balance  between  the  old  juggernaut  of 
'more'  and  [shareholder]  returns." 

Driving  Wal-Mart's  newfound  disci- 
pline are  some  aggressive  managers 
who  are  rising  in  the  organization.  In 
late  '95,  a  veteran  of  Wal-Mart's  logis- 
tics-and-distribution  operations,  H.  Lee 
Scott  Jr.,  48,  took  over  all  merchandising 
in  the  U.  S.  On  Jan.  16,  he  was  promot- 
ed to  president  of  the  Wal-Mart  Stores 
Div,  making  him  one  of  several  con- 
tenders to  succeed  Glass,  62.  For  al- 
most two  years,  the  boyish-looking  Scott 
has  worked  hand  in  glove  with  Execu- 
tive Vice-President  for  Operations 
Thomas  M.  Coughlin,  whose  career  in- 
cludes stints  in  the  loss-prevention  and 
personnel  departments.  "Lee  and  Tom 
deserve  most  of  the  credit  for  the  resur- 
gence of  Wal-Mart,"  says  Glass. 

Together,  Scott  and  Coughlin  have 
bored  in  on  the  basics  of  the  business. 


Inventories  have  been  cut  $2  billion  in 
the  past  2Yj  years,  saving  $150  million  in 
interest  costs.  At  a  recent  meeting,  one 
young  buyer  proudly  reported  his  re- 
duction in  protractor  stocks.  Instead  of 
shipping  in  packs  of  80,  the  vendor  now 
sends  them  in  packages  of  10,  saving 
Wal-Mart  the  cost  of  storing  more  than 
$100,000  worth  of  inventory.  The  goal: 
cut  $500  million  more  this  year,  exclud- 
ing new  stores.  "It's  not  complicated," 
says  Scott.  "It's  a  cerebral  endeavor, 
whereas  merchandising,  for  the  most 
part,  has  been  thought  of  as  an  art." 
kid  STUFF.  Scott  and  his  lieutenants  are 
also  mining  Wal-Mart's  wealth  of  data  to 
boost  margins  and  sales  per  store.  An 
analysis  of  shopping  data  showed  that 
buyers  of  heavily  advertised  children's 
videos  often  pick  up  more  than  one  kids' 
video  per  trip.  The  lesson:  Don't  set  up 
a  hot  kiddie  video  all  by  itself  on  an 
end-of-aisle  display.  Make  sure  the  rest 
of  the  video  collection  is  nearby. 


Wal-Mart  may  be  on  a  roll,  butitfe 
not  without  challenges.  Global  expul- 
sion remains  its  riskiest  venture.  Eien 
M.  Leary,  an  analyst  for  State  Stfet 
Research  &  Management,  an  instiu- 
tional  Wal-Mart  shareholder,  warns  jat 
the  retailer  could  have  trouble  mbi- 
taining  double-digit  growth  as  it  Bp 
comes  more  dependent  on  less  stflkj 
international  markets.  Still,  most  of 
Street  is  bullish.  Analyst  Jeffrey^. 
Feiner  of  Lehman  Brothers  Inc.  expl|> 
the  company's  revenues  to  climb  1193te 
$131  billion,  in  the  next  fiscal  year. 

Glass  has  other  tricks  up  his  sle| 
Near  the  desk  in  his  office  is  an  art! 
rendering  in  green  and  white  of  a  prif 
type  Wal-Mart  convenience  store.  G| 
plans  to  tinker  with  the  idea  this  yea 
next.  As  long  as  he  and  his  troops  kij 
experimenting  and  executing,  evenf 
ant  Wal-Mart  may  have  room  to  gro'l 
By  Wendy  ZellT 
in  Bentonville,  A 


AT  SAM  S,  NEW  WARES  FOR  THE  WAREHOUSE 


FAMILY 

quality 


When  new  Sam's  Clubs 
Chief  Executive  Mark 
S.  Hansen  was  being 
wooed  by  Wal-Mart  Stores 
Inc.  last  year,  he  was  thrilled 
that  so  many  retailing  pun- 
dits had  "written  the  obitu- 
aries" for  the  warehouse- 
club  business.  Says  Hansen: 
"Usually,  the  best  opportuni- 
ties come  out  of  the  ones 
people  think  are  dead." 

Such  opportunities  are 
what  he  hopes  to  find  in  Wal- 
Mart's  Sam's  Div.,  the  $21  bil- 
lion U.  S.  club  chain  that 
makes  up  18%  of  Wal-Mart's 
sales.  Sam's  makes  money,  but  not  at 
the  rate  of  Wal-Mart  Stores.  In  the 
first  three  quarters  of  1997,  Sam's 
profits  rose  9%;  Wal-Mart  Stores' 
jumped  17%.  Sam's  has  vexed  Wal- 
Mart  for  years  with  weak  growth, 
while  rival  Cos1  :o  Cos.  has  soared. 
"LIVING  well."  Wal-Mart  manage- 
ment desperately  wants  to  make 
Sam's  a  growth  company  Hansen, 
former  CEO  of  pet-supply  chain 
petsmart  Inc.,  believes  Sam's  has 
room  to  double  its  sales  in  the  U.  S. 
To  that  end,  Hansen  is  "relaunching" 
Sam's  on  Feb.  6  with  new  benefits, 
lower  prices,  and  a  new  slogan:  "The 
secret  to  living  well." 

To  many  observers,  Sam's  is  sim- 


OUTING:  Sam's  Clubs  plans  to  offer  hit 
goods  and  more  membership  benefits 


ply  playing  catch-up.  Marketing  con- 
sultant James  M.  Degen  of  J.  M.  De- 
gen  &  Co.  figures  that  Sam's  sales 
per  store — with  444  clubs  to  Costco's 
205  in  the  U.  S.— are  only  55%  of 
Costco's.  Costco's  same-store  sales 
grew  by  about  9%  last  year,  nearly 
triple  Sam's  rate.  Costco,  based  in 
Issaquah,  Wash.,  is  already  a  leader 
in  fresh  foods  and  is  adding  services 
such  as  credit-card  processing  for 
businesses  and  long-distance  service. 
Hansen  is  pushing  in  the  same  direc- 
tion for  Sam's,  adding  Internet  ac- 
cess and  a  mail-order  pharmacy. 

While  extra  bennies  will  help, 
they  will  fix  only  part  of  the  prob- 
lem. Sam's  has  lost  its  edge  by  be- 


coming too  predictable, 
Hansen  concedes.  He  promises 
to  bring  back  the  "treasure 
hunt"  quality  of  club  shopping, 
with  frequent  changes  of 
product  and  unbeatable  prices 
on  high-quality  goods.  "You 
shop  Sam's  because  you  have 
money,  not  because  you  need 
to  save  money,"  says  Hansen. 
BACK  IN  THE  PACK.  In  another 
nod  to  more  discriminating 
customers,  Sam's  will  remodel 
more  than  200  buildings  this 
year.  Costco  is  hardly  quaking. 
"We've  found  that  we  can  co- 
"  exist,"  says  Chief  Financial 
Officer  Richard  A.  Galanti. 

Even  as  he  tinkers  with  existing 
stores,  Hansen  plans  to  rock  the  in- 
dustry this  fall  with  a  new  "Millenni- 
um Club."  Hansen  isn't  giving  de- 
tails but  says  it  will  be  in  Costco 
markets  and  may  include  home 
decor  and  health  care.  "At  the  end 
of  the  day,  we  will  have  a  differenti- 
ated product  that  will  be  better  than 
what  Costco  has  on  the  street,"  he 
says. 

That's  bold  talk.  For  now,  though, 
Hansen's  bosses  will  probably  be 
happy  if  he  can  simply  catch  up  with 
its  very  healthy  rival. 

By  Wendy  Zellner 
in  Bentonville,  Ark. 
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Advanced     Data    Solutions     For    Corporate  Challenges 


With  Sprint's  Internet  Performance  Guarantees,  getting  on 
the  Net  isn't  a  game  of  chance.  Because  we  know  the 
power  of  the  Internet  is  out  of  reach  if  you  can't  get  con- 
nected. That's  why  we  guarantee  your  service.  So  you  can 
enhance  your  productivity,  broaden  your  market,  track 
inventory  and  connect  with  suppliers  —  even  customers, 
worldwide— without  playing  musical  chairs.  Guaranteed.  As  a 
leading  provider  of  Internet  services,  let  us  show  you  how  real 
performance,  reliability,  and  unsurpassed  speed  can  impact 
your  business,  www.sprint.com/sprintbiz  1*800 •669*4700 


Sprint 


We  help  your  business  do  more  business  ' 


Sprint  Communications  Company  L  P      Sprint  guarantees  its  Internet  and  intranet  customers  99%  busy-tree  dial  access  and  99  5%  dedicated  access  and  backbone  availability  It  levels  are  not  met,  Sprint  will  credit 

customers  a  percentage  ot  their  monthly  port  tee  Contact  your  Sprint  representative  for  details 


When  your  business 
is  on  the  line, 
is  your  Internet  access 
left  to  chance  ? 


Since  taking  over  the  world's  largest  maker  of  personal 
computers  six  years  ago,  Compaq  Chief  Executive 
Eckhard  Pfeiffer  has  regularly  sent  shock  waves 
through  the  PC  business.  Back  in  1992,  the  Houston- 
based  PC  maker  slashed  prices  by  up  to  32%,  sending  com- 
petitors scrambling  to  lower  costs  and  match  Compaq  Com- 
puter Corp.  Last  year  the  German-born  executive  set  the 
consumer-PC  business  on  its  ear  with  a  line  of  home  comput- 
ers priced  below  $1,000,  again  forcing  rivals  to  react  swiftly  or 
lose  out  on  one  of  the  fastest-growing  segments  of  the  PC 
business. 

Get  ready  for  another  shakeup — only  this  one  will  reach  far 
beyond  the  PC  crowd  and  into  every  corner  of  the  $700  billion 
computer  world.  On  Jan.  26,  Pfeiffer  and  Digital  Equipment 
Corp.  Chief  Executive  Robert  B.  Palmer  concluded  four1  days 
of  intense  negotiations  by  shaking  hands  on  a  record-breaking 
$8.7  billion  acquisition.  When  completed  in  June,  the  deal 
will  be  the  largest  in  the  annals  of  the  computer  industry — 
topping  at&t's  $7.4  billion  purchase  of  NCR  Corp.  and  IBM's 
$3.5  billion  buyout  of  Lotus  Development.  It  will  create  a  new 
computer  colossus  with  some  $37.5  billion  in  revenues,  second 
only  to  giant  IBM  in  computer  sales. 

NEW  LANDSCAPE.  The  import  of  this  mega-merger,  though, 
goes  far  beyond  computer  rankings.  By  acquiring  Digital, 
Compaq  is  catapulted  from  the  upstart,  wild-and-woolly  PC 
generation  into  the  high-tech  big  leagues  of  companies  that 
supply  the  world's  most  complex  and  critical  information  sys- 
tems. Compaq's  product  offerings  will  now  span  the  computing 
landscape,  from  $649  handheld  computers  to  super-powerful  $2 

million  fail- 
safe comput- 
er servers. 
More  impor- 
tant,  the 

company  will  command  Digital's  vaunted  service  and  consult- 
ing staff  of  22,000  people,  who  know  their  way  around  the 
computing  back  offices  of  the  world's  largest  corporations — cus- 
tomers Compaq  has  been  striving  to  reach,  with  modest  suc- 
cess, for  the  past  three  years. 

Compaq's  timing  couldn't  be  better.  The  merger  comes 
just  as  corporations  are  grappling  with  wrenching  change 
in  their  computing  options  and  the  way  they  do  business.  The 
move  away  from  mainframe-style  computing  to  cheaper,  pow- 
eiful  servers  tied  to  banks  of  PCs  is  accelerating  as  companies 
buy  new  equipment  to  ward  off  potential  software  problems 


Cover  Story 


How  the  Compaq- 
Digital  deal  will 
reshape  the  entire 
world  of  computers 


posed  by  the  year  2000.  At  the  same  time,  the  race  is  on  to 
figure  out  how  to  link  a  mish-mash  of  corporate  networks  to 
the  Internet  for  speedy  access  to  customers  and  suppliers. 
Compaq  will  now  be  able  to  offer  solutions  on  all  fronts — low- 
cost,  powerful  computing  systems,  along  with  a  cadre  of  con- 
sultants to  install  and  maintain  the  high-tech  gear. 

Suddenly,  the  16-year-old  company  has  the  key  pieces  to 
reshuffle  the  tech  deck.  Compaq  is  expected  to  bring  its 
low-cost,  take-no-prisoners  PC  economics  into  the  high-end 
computing  markets  that  ibm,  Hewlett-Packard,  and  Sun  Mi- 
crosystems have  long  dominated.  Compaq's  lean  operations, 
for  instance,  require  it  to  spend  just  15(2  for  every  $1  in 
sales,  far  below  Hewlett-Packard  and  ibm,  which  spend 
24(Z  and  27(2,  respectively,  for  every  $1  they  add  to  the 
top  line.  "This  is  an  example  of  a  New  Economy  com- 
pany growing  up  to  replace  a  company  that  dominat- 
ed in  an  earlier  era,"  says  John  T.  Chambers,  chief 
executive  of  Cisco  Systems  Inc.,  the  No.  1  supplier  of 
networking  gear. 

Even  PC  highfliers  Dell  Computer  Corp.  and 
Gateway  2000  Inc.,  long  accustomed  to  running  no- 
frills  operations,  can't  assume  it's  business  as 
usual.  Now,  their  biggest  competitor  just  upped 
the  ante  by  adding  a  service  and  support  team 
that  will  give  business  customers  the  velvet- 
glove  treatment.  This  deal,  says  Pfeiffer,  will 
"force  others  to  rethink  their  positions." 

Indeed,  Compaq's  sheer  muscle  and  broad 
new  reach  may  put  it  on  a  par  with  the  in- 
dustry's two  agenda-setters:  Microsoft  Corp. 
and  Intel  Corp.  Today,  Microsoft  calls  the 
shots  with  its  Windows  software,  which 
runs  on  87%  of  desktop  machines,  while 
Intel's  microprocessors  claim  89%  of  the 
world's  $21  billion  computer  processor 
market — a  duopoly  dubbed  Wintel. 

Now,  Compaq,  already  the  biggest  sell- 
er of  Windows  software  and  Intel  chips  in 
its  pes,  could  be  the  flag  bearer  that  pushes 
Wintel  technologies  upstream  in  servers  for 
heavy-duty  computing  jobs — everything  from  in- 
ventory management  to  complex  financial  databases.  A 
crucial  ingredient:  Digital  has  one  of  the  largest  trained 
sales  and  support  staffs  for  hawking  Microsoft's  powerful 
Windows  NT,  which  is  Microsoft's  linchpin  for  moving  into  the 
lucrative  $30  billion  corporate-software  market.  In  the  past, 
customers  gravitated  to  Compaq's  aggressively  priced  prod- 
ucts but  often  would  use  a  service  company  like  Digital  be- 
cause of  its  superior  systems-inte- 
pfeiffer  and  gration  skills,  says  Microsoft 

PALMER:  The  $8.7         Chairman  William  H.  Gates  III. 
billion  deal  capped      "This  gives  them  the  best  of  both 
four  days  of  intense     worlds,"  he  says. 
negotiations  Or  three  worlds.  The  Microsoft- 
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THE  MIGHT  OF  COMPAQ  AND  DIGITAL . . . 

Armed  with  Digital  Equipment's  products — not  to  mention  its  vaunted 
service  and  support  staff— Compaq  will  bring  its  own  low-cost,  take-no- 
prisoners  PC  economics  into  high-end  corporate  markets  that  have  long 
been  dominated  by  Hewlett-Packard  and  IBM 
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AN  EARLY  COMPAQ  PORTABLE 

Intel-Compaq  troika  could  be  a  hugely  powerful  combina- 
tion that  gives  NT  the  oomph  it  needs  to  edge  out  the  huge 
numbers  of  mainframes  and  Unix  servers  that  corporations 
now  rely  on  to  run  their  businesses.  Already,  NT  has  captured 
40%  of  the  server  market,  with  unit  sales  up  a  huge  80% 
from  last  year. 

In  essence,  the  three  companies  may  well  wind  up  acting 
like  a  virtual  corporation  lined  up  against  IBM,  Sun,  Silicon 

Graphics,  and  the 
like.  While  Microsoft 
spends  a  hefty  17%  of 
sales  on  research  and 
development  and  Intel  spends  9.4%,  Compaq  invests  a 
measly  3.3%.  Even  after  the  merger,  analysts  expect  Com- 
paq will  be  able  to  keep  its  r&d  costs  to  just  4.6%,  thanks 
to  Digital's  decade  of  downsizing.  That  makes  it  possible  for 


REVENUES 
$37.5  billion 
NET  INCOME 
$1.9  billion 
R&D  $1.8  billion 
EMPLOYEES  78,000* 
SERVICE  EMPLOYEES 
28,000 
REVENUE  PER 
EMPLOYEE  $480,769' 
*business  week  estimate 


DEC'S  ALPHA  SERVER  8400 


Cover  Story 


the  Houston  computer  maker  to  undercut  competito 
across  its  product  line,  from  bargain-basement  PCs  to  po' 
erful  servers.  Says  Pfeiffer:  "We  want  to  do  it  all,  and  \ 
want  to  do  it  now." 

But  first  Compaq  must  digest  Digital,  which  promises  to 
one  of  the  biggest  challenges  Pfeiffer  has  faced  to  date.  F 
years,  Compaq  has  prospered  through  its  single-minded  foe 
on  selling  Wintel  machines.  Now  it  vows  to  turn  itself  intc 
one-stop  shop,  selling  Wintel,  as  well  as  Digital's  proprieta 
VMS  computers  and  Unix  machines — both  used  for  big  coi 
puting  tasks.  That  means  Compaq  will  likely  face  a  massi 
sales  reorganization  as  it  melds  its  PC  sales  group  with  Ur 
sales  reps.  That's  no  small  thing.  Just  this  November,  : 
finished  merging  its  Unix  and  PC  sales  staffs  into  one  in! 
grated  force — a  two-year  effort  that  changed  the  jobs 
5,000  people.  "It  was  big  for  us,  and  it  will  be  orders 


...AND 

THREATEN 

OTHERS 


IBM 

CORP. 

REVENUES  $78.5  billion 
REVENUE  PER  EMPLOYEE 
$327,083 

IBM  must  slash  costs, 
particularly  in  PCs.  Its 
overhead  is  27%  of  rev- 
enues compared  with 
15%  at  Compaq.  A 
stronger  Compaq  will 
push  upstream  into  the 
core  of  IBM's  corporate 
business.  IBM  also  will 
face  more  competition  ir 
its  $19  billion  services 
IBIVI  business. 

CHAIRMAN 
LOU  GERSTNER 


SUN 

MICROSYSTEMS 

REVENUES  $9.2  billion 
REVENUE  PER  EMPLOYEE 
$373,900 

Sun's  revenue  will  be 
less  than  a  quarter  the 
sales  of  a  Compaq/Digi- 
tal combo.  And  with 
Compaq  giving  Windows 
NT  a  huge  boost,  Sun 
will  have  to  convince 
customers  its  Unix-only 
machines  remain  perfor- 
mance leaders.  Mean- 
while, Sun  must  boost 
its  service  skills. 


All  revenues  are  for  1997  except  where 
noted. 


HEWLETT 
PACKARD 

REVENUES  $42.9  bil 
REVENUE  PER  EMPLOY! 
$346,620 

Until  now,  HP  was 
only  real  rival  for  o 
rate  customers.  No 
will  face  a  leaner  c 
petitor  with  most  o 
same  skills.  What's 
more,  Compaq  mav 
emerge  as  a  more  [ 
ful  Microsoft  ally.  C 
pared  with  HP,  Con < 
will  have  a  much 
staff  of  1,600  certu 
NT  engineers. 

*For  year  ended  Oct.  3 
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WILL  BOOST  SOME . . . 


INTEL 

JES  $25.1  billion 
YEES  64,000 

/vill  be  able  to  move  fur- 
ito  corporate  computing, 
i  its  chips  are  used  in 
of  servers  costing 
)00  to  $100,000 
,  projected  to 
I  44%  by  2000, 
jing  to  Interna- 
Data  Corp.  Its 
of  the  $250,000 
30,000  server 
I  is  expected  to 
uple,  to  20%, 
he  same  period. 


SAP 

REVENUES 
$3.4  billion 
EMPLOYEES  12,860 

The  German  company  sells  cor- 
porate software  to  handle  such 
tasks  as  accounting  and  inven- 
tory management.  With 
Compaq  charging  into 
the  corporate  market, 
SAP  will  have  a  champi- 
on to  grow  its  NT  busi- 
ness, which  accounted 
for  some  45%  of  its 
sales  in  1997. 


INTEL  CEO 
ANDY  GROVE 


MICROSOFT 

REVENUES 
$13.1  billion 
EMPLOYEES  22,276 

A  Compaq/Digital  combination 
will  help  accelerate  Microsoft's 
push  into  the  heart  of  corporate 
computing  with  its  Windows  NT 
and  related  programs,  such  as 
Back  Office  and  the  SQL  Server 
database.  NT  captured  40%  of 
the  server  market  in  1997,  up 
from  24%  the  year  before- 
thanks  to  an  80%  increase  in 
unit  sales.  Both  companies  are 
close  Microsoft  partners. 


ude  greater  for  them,"  says  William  V.  Russell,  hp's 
chief. 

l  there's  the  task  of  folding  Digital's  54,300  employees 
)mpaq's  considerably  smaller  33,000-strong  workforce. 

this  must  be  done  by  companies  based  some  2,000 
part.  To  be  sure,  Compaq  is  credited  with  the  smooth  $3 
acquisition  of  Tandem  Computers  Inc.  last  June.  But 
l,  a  Silicon  Valley  maker  of  high-end  computer's,  had  just 
mployees,  and  they  weren't  as  demoralized  as  Digital's 
s,  who  have  weathered  years  of  layoffs,  losses,  and 

strategies.  "Compaq  could  really  get  locked  up  in  an  ex- 
i  nightmare,"  says  Silicon  Graphics  Chief  Executive 
elluzzo,  who  until  recently  ran  hp's  computer  business. 
,  face  it,  big  tech  mergers  have  a  lousy  track  record, 

because  it's  so  tough  fusing  differing  product  lines 
*porate  cultures.  "Compaq  will  have  to  spend  the  next 


two  years  integrating  and  reinventing,"  says  Edward  J.  Zan- 
der, Chief  Operating  Officer  of  Sun  Microsystems  Inc.  "We'll 
spend  it  innovating." 

Rivals  dismiss  the  deal  as  only  the  final  chapter  in  Digi- 
tal's long  decline.  "We  don't  see  dec  in  the  marketplace 
very  much  at  all,"  says  hp's  Russell.  "We  don't  even  track 
our  win  rate  against  them  anymore."  Dell  Computer  Corp. 
ceo  Michael  S.  Dell,  whose  company  now  uses  Digital  for 
customer  service,  says  the  merger  is  more  likely  to  balloon 
Compaq's  operating  costs  than  its  sales.  "Companies  with 
higher  cost  structures  do  very  poorly," 
he  says. 

Still,  it's  hard  to  bet  against  Pfeiffer. 
Under  the  56-year-old  ceo,  Compaq's  ran 
has  been  phenomenal.  Revenues  are  up 
500%  since  1992  and  show  no  sign  of 


GATEWAY 
2000 

$6.3  billion 
PER  EMPLOYEE 
L5 

is  struggling  to 
orporate  buyers  to 
zor-thin  margins  in 
.umer-PC  market, 
•mbined  Compaq/ 
/ill  make  that  a 
market  to  pene- 
iteway  lacks  corpo- 
tionships,  and  its 
Dn  field  sales  force 
tion  of  Compaq/ 

1,000-plus  field 
am. 


EDS 

REVENUES  $15  billion  (est.) 
REVENUE  PER  EMPLOYEE 
$150,000 

The  largest  independent 
computer  service  provider 
has  made  its  fortune  offer- 
ing high-tech  knowhow, 
primarily  to  corporations. 
Compaq  will  have  a  broad 
array  of  services  along  with 
a  full  suite  of  products  to 
offer  corporate  clients. 
Companies  may  find  it  eas- 
ier to  fulfill  all  their  com- 
puting needs  in  one  place. 


DELL 
COMPUTER* 

REVENUES  $11  billion 
REVENUE  PER  EMPLOYEE 
$738,389 

Dell  still  has  a  stronghold 
in  the  corporate  market 
and  lower  overhead- 
11.6%  of  sales,  compared 
with  Compaq's  15%.  But 
corporate  customers  could 
be  tempted  to  use  a  sup- 
plier with  a  broader  range 
of  products  and  consulting 
services. 


DELL  CEO 
MICHAEL  DELL 


*For  year  ended  Nov.  2 
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THE  NEW 

COMPAQ 

COLOSSUS 


NOTE:  ALL  NUMBERS  ARE 
WORLDWIDE  SHARE  BASED 
ON  REVENUES  IN  1997 
EXCEPT  WHERE  NOTED 

DATA  INTERNATIONAL  DATA  CORP. 


28 


DESKTOP  COMPUTERS 


35" 


28      PORTABLE  COMPUTERS 


WORKSTATIONS 


DIGITAL/  IBM  DELL  HEWLETT-  TOSHIBA 
COMPAQ  PACKARO 

▲  PERCENT 


TOSHIBA    IBM    DIGITAL/  FUJITSU  NEC 
COMPAQ 

▲  PERCENT 


SUN  HEWLETT-  DIGITAL/  IBM  SGI 
PACKARD  COMPAQ 

A  PERCENT 


35 


SERVICES 

1996  REVENUES 


DIGITAL/  HEWLETT  IBM  DELL  SIEMENS 
COMPAQ  PACKARD  NIXDORF 

▲  PERCENT 


DIGITAL/  HEWLETT  IBM  SUN  FUIITSU 
COMPAQ  PACKARD 

A  PERCENT 


IBM  HEWLETT-  SUN     SGI     NCR  DIGITAL 
PACKARO 

, PERCENT 


, PERCENT 
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slowing — they're  expected  to  climb  26%  this  year,  to  $31  bil- 
lion, even  without  Digital.  Last  year,  Compaq  sold  10.1  mil- 
lion PCs  worldwide,  up  a  stunning  43% — more  than  double 
the  industry  growth  rate.  "If  you  look  at  the  overall  market, 
there  were  11  million  more  PCs  sold  than  in  1996,  and  Com- 
paq picked  up  30%-  of  that,"  says  analyst  Ashok  Kumar,  of 
Loewenbaum  &  Co.  Among  rivals,  none  matches  Compaq's 
sizzling  pace — certainly  not  IBM,  whose  sales  rose  an  anemic 
3%  last  year.  Not  even  Sun,  whose  revenues  shot  up  21% 

last  year. 

NEW  RESPECT.  In  al- 
most eveiy  business  it 
has  entered,  Compaq 
has  driven  rivals  to  distraction.  Three  years  after  it  charged 
into  the  home-PC  business,  Compaq's  sales  are  running  neck- 
and-neck  with  Packard  Bell  NEC  Inc.,  the  market  leader. 
Packard  Bell  held  a  31%  share  of  retail  PC  sales  to  Compaq's 
29%  during  October,  according  to  researchers  Audits  &  Sur- 
veys Worldwide.  Even  in  segments  with  well  entrenched 
suppliers,  such  as  engineering  workstations,  Compaq  has 
marched  in  unimpeded.  Just  a  year  after  shipping  its  first  PC- 
based  workstations,  it  held  a 
market-leading  16%  share,  leap- 
frogging Hewlett-Packard,  Inter- 
graph, and  IBM.  Meanwhile,  Com- 
paq has  held  the  lead  in  PC 
servers  since  1993. 

Now,  Compaq  will  cast  an  even 
bigger  shadow.  Analysts  say  Sun 
will  have  to  speed  up  investments 
in  customer  services,  a  notorious- 
ly weak  area  for  the  $8.6  billion 
computer  maker  (page  96).  "We 
typically  viewed  Compaq  as  a 
supplier  in  the  middle  tier,  not 


for  our  big  transaction  systems,"  says  Monsanto  Corp 
Information  Officer  Patrick  Fortune.  "Now,  within  one  ( 
pany,  we  can  have  that  whole  line." 

The  deal  also  is  bad  news  for  HP.  Given  Digital's  probl 
and  hp's  ascent  in  the  PC  business  in  recent  years,  hp 
carved  out  a  position  as  the  only  soup-to-nuts  supplier  to 
lenge  ibm  for  the  biggest  corporate  customers.  Should  C 
paq  resuscitate  Digital's  computer  business,  hp  would  fa 
competitor  with  a  product  lineup  not  unlike  its  own— 
with  a  history  for  slashing  costs  and  forcing  margins  dowi 
dustrywide.  "This  puts  a  strong  new  player  into  the  mix, 
mits  hp  ceo  Lewis  E.  Piatt.  "We'll  be  watching  with  inte 
and  won't  let  any  time  pass  before  we  respond." 

ibm,  the  company  Compaq  must  now  surpass  to  bee 
No.  1,  may  be  forced  to  revisit  lagging  PC  operations.  T_ 
now,  ibm  has  fended  off  efforts  to  match  the  sector's 
throat  pricing  by  linking  PC  sales  with  services.  "This 
be  a  wake-up  call  for  ibm,"  says  a  consultant  close  to  t 
companies.  Further  evidence  of  ibm's  declining  shar< 
home-PC  sales  came  on  Jan.  28,  when  retailer  Tandy  G 
announced  it  would  no  longer  sell  ibm  pcs,  opting  for  an 


In  almost  every  business  it  has  entered, 
Compaq  has  driven  rivals  to  distraction.  Three 
years  after  it  moved  into  the  home-PC  business 
for  example,  its  sales  are  running  neck-and-nec 
with  market  leader  Packard  Bell  NEC's 
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Five  stars,  high  yield, 
and  you  don't 
know  about  it? 


1-800-235-5766,  ext.  Ill 


Looking  to  diversify  your  portfolio?  The 
MVESCO  High  Yield  Fund  invests  in  lower-rated 
)onds,  which  have  increased  risks.  However, 
he  Fund's  risk-adjusted  performance  has  earned 
t  a  five-star  overall  rating  from  Morningstar.' 
Tf  course,  past  performance  is  no  guarantee  of 
uture  results. 

To  learn  more  about  this  no-load  fund,  just 
all  INVESCO  or  your  financial  advisor.  We'll  send 
'ou  a  free  Investment  Kit  including  a  prospectus 
:ontaining  more  infonnation  about  management 
ees,  risks  and  expenses.  Please  read  the  prospectus 
:arefully  before  you  invest  or  send  money 


The  INVESCO  High  Yield  Fund  offers  you  a  combination 
oj  high  yields  and  five-star  risk-adjusted  performance. 


INVESCO  HIGH  YIELD  FUND 


Morningstar  Risk-Adjusted  Ratings  as  of  12/31/97 

Overall  ***** 
3-Year  ***** 
5 -Year  ***** 

10-Year  ***** 

MORNINGSTAR'S  HIGHEST  RATING.  As  of  12/31/97,  Hie 
INVESCO  HighYield  Fund  has  earned  5  stars  for  its  overall  risk 
adjusted  performance.The  numbers  of  funds  within  Ibe  taxable  bond 
fund  rating  universe  tracked  by  Morningstar  are  IM\,  111  and  323 
on  a  3-,  5-  and  10-year  basis,  respectively  Annualized  total  return 
for  Ibe  INVESCO  HighYield  Fund  is  17.10%,  II  63%  and  10.67% 
on  a  I  ,5  ami  \0-year  basis  for  the  period  ending  12/31/97. 


o 

INVESCO 

www.  invesco.com 

Morningstar  proprietary  rankings  reflect  historical  risk-adjusted  performance  and  are  subject  to  change  every  month.  Ratings  are  calculated  from  the  fund's  three-,  five-  and  ten-year 
verage  annual  total  return  (based  on  available  track  records)  in  excess  of  90-day  Treasury  bill  returns  The  top  10%  of  funds  In  an  investment  category  receive  5  stars,  the  next  22.5% 
sceive  4  stars,  and  the  next  35%  3  stars.  'Total  and  cumulative  return  assumes  reinvestment  ot  all  dividends  and  capital  gain  distributions  Investment  return  and 
rincipal  value  will  fluctuate  so  that,  when  redeemed,  an  investor's  shares  may  be  worth  more  or  less  than  their  original  cost.  ©  INVESC0 1998  INVESCO  Distributors,  IncDistributor 


By  tackling  Digital,  the  industry's  longest-running  sob  sji 


elusive  3-year  Compaq  deal.  With  IBM's  sales  dragging  be- 
hind the  PC  industry's  worldwide  15%  growth  rate,  it  could 
be  forced  to  match  Compaq's  ultrathin  hardware  margins. 
That  will  likely  require  ibm  to  take  additional  steps  to  low- 
er its  manufacturing  and  distribution  costs,  they  say.  ibm  de- 
clines comment. 

Even  Dell,  the  master  of  cheap  PC  assembly  and  delivery  to 
corporations,  can't  blithely  ignore  the  bulked-up  Compaq. 
Dell  will  no  doubt  remain  the  lowest-cost  PC  maker — its 
overhead  amounts  to  just  11.6%  of  sales  vs.  Compaq's  15%. 
But  the  move  to  networked  computing  and  the  lush  to  tap 
into  the  Net  are  prompting  more  companies  to  seek  ad- 
vice— not  just  machines.  IBM's  service  business,  for  example, 
has  ballooned  from  $2  billion  to  $19  billion  in  the  past  seven 
years.  This  trend  could  force  Dell  to  invest  heavily  in  a  ser- 
vice and  support  team,  raising  its  overhead  costs.  "Dell  will 
have  to  fight  fire  with  fire,"  says  analyst  John  B.  Jones  Jr.  of 
Salomon  Smith  Bamey,  "or  change  the  game." 

Changing  the  game  is  Pfeiffer's  specialty.  By  tackling  Dig- 
ital, the  computer  world's  longest-ninning  tough-luck  story,  he 
is  again  flaunting  conventional  wisdom.  He's  betting  that  PC 
economics,  where  huge  volumes  make  up  for  slim  margins, 
can  make  Digital  a  winner.  "What  we  realized  before  anyone, 
is  the  unlimited  potential  of  the  PC,"  says  Pfeiffer. 

That  became  clear  to  him  in  1991  when  he  took  over  a 
bloated  Compaq,  slashed  the  workforce  by  12%,  and  depth- 
charged  prices  on  Compaq's  PCs.  The  result:  Compaq  reset  the 
competitive  landscape,  forcing  PC  rivals  to  whack  costs  and 
squeeze  efficiencies  out  of  manufacturing.  Those  that  couldn't 
make  the  grade,  such  as  ast  Research  Inc.  and  Apple  Com- 
puter Inc.,  lost  market  share  and  were  sidelined. 
margin  MAGIC.  Four  years  later,  Pfeiffer  disproved  the  notion 
that  home  PCs  were  money-losers.  He  further  tackled  costs  and 
brought  consumer  marketing  and  retail  skills  to  the  computer 
maker.  Last  year,  Pfeiffer  drove  the  concept  to  new  heights.  By 
using  low-cost  chips,  outsourcing  assembly,  and  tightening 
sales  policies,  Compaq  released  a  $799  PC  with  the  same  11% 
gross  margin  as  its  most  expensive  home  compute)'. 

To  get  these  tough  jobs  done,  Pfeiffer  has  shown  he's  will- 
ing to  do  just  about  anything — even  go  up  against  Intel  and 
Microsoft.  Take  the  recent  sales  explosion  in  sub-$l,000  PCs, 
a  segment  Compaq  jump-started  late  last  year.  At  the  time, 
Intel  didn't  offer  a  low-cost  processor  that  would  make  it  pos- 
sible to  sell  a  no-frills  machine  and  still  make  money.  Pfeiffer 
didn't  wait  for  Intel  to  come  around.  He  cut  a  deal  with 
Cyrix  Corp.  and,  more  recently,  Advanced  Micro  Devices 
Inc.  to  use  their  Intel-clone  chips. 

Absorbing  Digital  will  put  such  skills  to  the  test.  Digital,  af- 
ter all,  is  no  plum.  The  company  recently  swung  earnings  into 
the  black  with  a  $75  million  profit  for  the  quarter  ended 

Dec.  27.  But  its  $13 
billion  in  revenues  are 
the  lowest  since  1990. 
And  Digital  has  suffered  $5.9  billion  in  cumulative  losses 
since  1991.  Addressing  the  company's  low  morale  and  leisiu'e- 
ly  release  of  new  products  will  be  Pfeiffer's  first  priority. 
There  are  signs  Digital's  culture  may  be  waking  up  to  what's 
ahead.  At  a  meeting  last  week,  a  Digital  manager  asked  the 
correct  pronunciation  of  Pfeiffer's  first  name.  "Aggressive," 
came  the  response  from  a  co-worker. 

Pfeiffer  has  a  plan,  as  well  as  a  reputation.  "We  believe  we 
can  apply  a  lot  of  the  management  abilities  we've  shaped  very 
successfully  in  the  last  two  years — be  it  asset  management  or 
combining  some  functions,"  he  says.  "There's  lots  of  leverage 
there."  Pfeiffer,  however,  won't  reveal  any  restructuring 
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plans  until  the  merger  officially  closes  in  June.  But  anpt 
say  he  will  likely  pare  Digital  back  to  two  pieces:  a  syem 
and  software  unit  and  a  services  business. 

That  means  Compaq  may  jettison  Digital's  remaining^ 
ware  and  peripheral  product  lines.  Analysts  also  are  b<p 
he  will  fold  Digital's  lackluster  notebook  and  PC  operatiorW 
sell  off  some  businesses,  such  as  Digital's  storage  unit,  j  r 
coup  a  part  of  its  purchase  price.  The  result:  Digital's  jn 
force  could  shrink  to  about  45,000,  from  54,000  currjfci' 
say  experts. 

Analysts  agree  the  acquisition  can  deliver  significance' 
revenues.  "You  have  to  ask  how  much  of  Digital's  growtfta 
been  limited  by  its  financial  uncertainties,"  says  technoloj  &■ 
alyst  William  C.  Conroy  of  the  Houston-based  brokjb 
Sanders  Morris  Mundy  Inc.  "There  may  be  some  nicefo 
ups"  from  customers'  faith  in  Compaq,  he  says.  Indeed,  o 
paq  Chief  Financial  Officer  Earl  L.  Mason  says  Digita 
contribute  to  earnings  within  a  year. 

Achieving  that  goal  will  require  a  sizable  hike  m| 
enues  from  Digital's  business.  Compaq  expects  Dig 
$5.8  billion  service  group  to  play  a  big  role  in  that.  '"1 
is  a  very  big  multiplier  effect,"  says  a  source  close  tf 
merger  talks.  "That's  where  ibm  is  using  frontline  ser 
to  drag  big-iron  sales  along."  Compaq's  willingness  to 
nearly  $2.5  billion  premium  to  the  company's  Jan.  23  ml 
cap  reflects  the  conviction  that  Compaq's  manage 


NOW,  WHAT'S  IN 
THE  FORECAST  FOR  SUN? 

Scott  G.  McNealy,  chief  executive  of  Sun  Micros 
Inc.,  loves  to  compare  the  computer  business  t 
industry:  If  you're  not  one  of  the  top  two  or  th 
says,  you're  nowhere.  Now,  Compaq  Computer  Co: 
planned  purchase  of  Digital  Equipment  Corp.  sudd 
vaults  the  PC  maker  into  the  top  trio  of  computer  n 
along  with  IBM  and  Hewlett-Packard  Co.  What  doe; 
McNealy — whose  father  was  once  vice-chairman  of 
American  Motors  Corp. — have  to  say  now? 

Nothing.  McNealy  declined  to  comment,  though  h 
operating  officer,  Edward  J.  Zander,  says  that  as  far 
concerned,  it's  merely  a  chance  to  raid  Digital's  cust 
employees:  "This  is  IBM's  and  hp's  problem  more  tha 
he  says.  But  some  analysts  and  customers  say  that 
which  only  recently  joined  computerdom's  top-tier  si 
had  better  pay  closer  attention.  If  Compaq  manages 
low  Digital  without  too  much  indigestion,  they  say,  I 
could  be  the  odd  man  out. 

STUNTED  GROWTH?  Why?  Unlike  its  chief  rivals,  Sun 
computers  based  solely  on  its  own  Unix  operating 
and  its  own  microprocessor  chips.  It's  the  only  major 
maker  without  machines  based  on  Intel  Corp.'s  Pent 
and  it's  the  only  one  still  shunning  Microsoft  Corp.'s  W 
operating  software.  Contends  Bruce  L.  Claflin,  Digit 
vice-president  for  worldwide  sales  and  marketing: 
has  painted  himself  into  a  corner." 

Sun  can't  afford  that.  According  to  market  resean 
ternational  Data  Corp.,  1997  sales  of  all  Unix  server 
9%,  to  $24.7  billion.  But  NT  server  sales  shot  up  66% 
billion.  And  early  next  year,  the  newest  version  of  W 
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iffer  is  again  going  against  the  conventional  wisdom 


rapidly  expand  sales  to  Digital's  20,000  customers. 
VTiat  made  the  deal  happen  now?  Talks  between  the  two 
ipanies  had  been  on  and  off  over  the  past  three  years.  In 
-1995,  when  the  two  first  began  negotiating,  Digital's 
:k  was  depressed  to  $42  and  its  market  cap  less  than 
'  its  $13.8  billion  in  sales.  At  the  time,  the  Digital  board 

unwilling  to  consider  a  sale,  believing  its  shares  were  un- 
valued and  Compaq  would  likely  gut  the  company,  ac- 
ling  to  a  source  close  to  the  talks.  Then  last  December, 
;n  discussions  resumed,  Palmer  was  joined  in  the  negoti- 
ns  by  outside  Digital  director  Frank  P.  Doyle,  a  retired 
ieral  Electric  Co.  executive. 

)oyle,  who  had  played  a  key  role  in  brokering  the  October 
of  Digital's  chipmaking  operations  to  Intel,  swayed  the 
rd  in  favor  of  a  sale  this  time.  "He  helped  the  Digital 
rd  wrestle  with  the  economic  consequences  of  a  stand- 
le  strategy,"  says  a  source  close  to  the  talks. 
iE'S  RAIDS.  There  also  was  a  new  team  evaluating  the 
[  for  Compaq.  Pfeiffer  assigned  cfo  Mason  and  Enter- 
e  Computing  Group  Senior  Vice-President  John  T.  Rose, 
i  oversees  Compaq's  corporate-computing  efforts.  They 
e  the  background  for  the  task — both  are  former  Digital 
jutives.  They  spent  weeks  evaluating  Digital's  products, 
.omers,  and  finances.  Rose's  ties  have  helped  land  former 
ital  executives  at  Compaq,  including  vice-president  for 
;rprise  marketing  Robert  Fernander  and  vice-president 


of  Compaq's  networking  division,  William  R.  Johnson. 

A  gregarious  manager  who  began  his  computer  industry 
career  at  IBM  and  later  ran  Digital's  PC  business  for  seven 
years,  Rose  will  be  on  the  hot  seat  to  make  the  deal  work. 
"He's  heel]  the  champion.  This  [acquisition]  affects  his  ability 
to  compete  in  the  marketplace.  More  than  anybody  else,  he's 
the  guy  Eckhard  and  the  board  are  looking  to  say  why  this  is 
the  right  target,"  says  a  Compaq  insider. 

Pfeiffer  is  looking  to  another  former  Digital  manager  to  get 
the  business  contributing  to  profits  by  the  end  of  the  year. 
Under  cfo  Mason,  who  joined  the  company  in  1996,  Compaq 
has  become  a  cash  machine  intensely  focused  on  boosting 
return  on  invested  capital.  Since  the  start  of  1996,  Compaq 
has  trimmed  inventories  by  27%  even  as  it  added  nearly 
$10  billion  in  revenues.  Compaq  now  turns  over  inventories  14 
times  a  year,  up  from  nine  times  at  the  end  of  September. 
The  payoff  from  that  ultrafast  turnover:  Compaq  generated  $6 
billion  in  cash  since  the  start  of  1996. 

Not  bad  returns  for  what  is  largely  a  low-margin  PC  busi- 
ness. Now,  consider  the  potential  impact  of  that  operating 
style  on  big-ticket  packages  of  servers,  networks,  software, 
and  services.  That's  the  landscape  Pfeiffer  now  sketches  for  a 
dramatically  bigger  Compaq — and  the  world  of  computers. 

By  Gary  McWilliams  in  Houston,  with  Ira  Sager  in  New 
York,  Paul  C.  Judge  in  Boston,  and  Peter  Burrows  in  San 
Mateo,  Calif. 
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McNEALY:  Relying  solely  on  Sun's  own  operating  system  may  be  risky 


its  second  quarter,  ended  on  Dec.  28,  Sun  reported 
an-expected  earnings  thanks  to  strong  server  sales, 
several  observers  think  Sun  could  actually  clean  up 
ext  year  or  so,  thanks  to  Digital  customers  wary  of 


what  may  happen.  "In 
the  short  term,  it  might 
add  some  power  to  Sun," 
says  Stuart  Davie,  infor- 
mation technology  vice- 
president  for  Pfizer  Inc.'s 
orthopedic  subsidiary, 
Howmedica,  which  uses 
Sun  and  Compaq  NT 
servers. 

And  Sun's  not  sitting 
idle.  It's  going  on  the  of- 
fensive against  PC  mak- 
ers on  several  fronts.  On 
Jan.  19,  it  introduced  a 
$2,995  workstation  aimed 
squarely  at  staving  off 
Compaq's  PC  business. 
And  servers  introduced 
last  fall  included  easier- 
to-use  software  designed 
to  combat  NT  servers. 

Still,  Sun  could  find  it- 
self more  isolated  than 
ever.  That's  one  reason 
the  Silicon  Valley  highfli- 
er is  spending  $30  million 
this  year  to  take  its  mes- 
sage to  the  general  pub- 
lic— most  recently  with 
its  first-ever  Super  Bowl 
advertisements.  One  ad, 
poking  fun  at  PCs'  notorious  unreliability,  shows  bank  robbers 
who  explain  they  need  all  that  money  to  pay  for  PC  support. 
To  stay  ahead  of  Compaq,  McNealy  will  need  big  bucks,  too. 

By  Robert  D.  Hof  in  San  Mateo,  Calif. 
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TELECOMMUNICATIONS 

NO  TELECOM 
HAYSEED 

Tiny  McLeod  USA  makes  big  Midwest  inroads 


I 


n  1982,  Clark  E.  McLeod  broke  into 
the  long-distance  telephone  business 
by  randomly  dropping  a  pen  onto 
25  names  in  the  phone  book.  He  vis- 
ited each  person — and  persuaded  15  of 
them  to  buy  service  from  his  unknown 
company.  Teleconnect.  His  pitch?  Per- 
sonalized service  for  10%  less  than  the 
going  rates.  Within  five  years,  his  com- 
pany had  wrestled  away  50%  of  at&t's 
market  share  in  Des  Moines,  Council 
Bluffs,  Iowa,  and  other  such  markets. 
"We  gave  our  customers  back  control, 
and  as  a  result,  we  won  them  right  and 
left,"  McLeod  boasts. 

Today,  his  new  company,  McLeod 
USA,  is  using  a  similar  tactic  to  make  in- 
roads in  another  market:  local  telephone 
service.  Even  as  many  legislators  and 
regulators  fear  that  telecom  deregulation 
is  failing,  McLeod  usa  is  quietly  chip- 
ping away  at  giants  U  S  West  Inc.  and 
Ameritech  Corp.  in  small  and  midsize 
cities  in  the  Midwest.  The  Cedar  Rapids 
(Iowa)  business  has  attracted  280,000 
customers  and  earned  a  market  capi- 
talization of  $3  billion  since  going  public 
19  months  ago.  With  the  help  of  an  ac- 
quisition, revenues  tripled,  to 
about  $260  million,  in  '97  and 


TECH 


much-maligned 
Telecommunications 
Act  of  1996.  That's 
because  McLeod  is 
not  just  targeting 
the  lucrative  busi- 
ness market,  as  oth- 
er new  entrants, 
such  as  MCI  Commu- 
nications Corp.,  are 
doing.  He's  also  ag- 
gressively marketing 
to  residential  cus- 
tomers, who  typical- 

L*2?£u£S:  ONLY  A  SLINGSHOT? 
in  fact,  McLeod  McLeod  fancies  himself  a  David 
wants  half  of  the  fighting  telecom  Goliaths, 

to  meet  his  bold  and  is  mulling  further  deals 

growth    target  of 
$11.5  billion  in  sales  by  2007. 

That  will  be  a  stretch  even  for  the 
hard-driving  McLeod.  Competitive  lo- 
cal carriers  have  grabbed  only  1%  of 
the  local  market  in  the  two  years  since 
the  Telecom  Act  was  passed.  And  a  re- 
cent Wichita  Falls  (Tex.) 
court  decision  that  labeled  a 


UPSTARTS 


operating  income  broke  into  the  black  in 
the  fourth  quarter  for  the  first  time. 

Although  McLeod  usa  still  qualifies 
as  a  pip-squeak  in  the  telecom  indus- 
try, McLeod  and  others  like  him  may 
represent  the  last,  best  hope  of  bring- 
ing broad  competition  to  the  $100  bil- 
lion local  phone  market  under  the 

AS  MCLEOD  HAS 
LURED  CUSTOMERS... 


key  part  of  the  act  unconstitutional  is 
sure  to  make  the  Bells  even  less  coop- 
erative in  opening  their  markets  to  ri- 
vals. That's  why  McLeod  paints  himself 
as  the  underdog  in  a  biblical  battle  with 
the  Bells:  "This  is  a  David — prepuberty 
David — going  against  Goliath,"  he  says. 
Well,  sort  of.  McLeod  may  yet  end 

...REVENUES  HAVE 
SURGED... 


up  with  a  giant  in 
corner,  at&t  alrea 
buys  capacity 
McLeod's  network 
service  its  busin< 
customers  in  the  \ 
start's  region.  He 
also  talking  to  Al 
about  a  deal  in  which  the  giant  woi 
put  up  money  to  help  the  entreprent 
expand  his  network,  say  sources  cl< 
to  at&t.  The  two  sides  also  have  d 
cussed  an  acquisition  of  McLeod  uj 
But  insiders  say  that's  unlikely  in  t 
near  future. 

OUT  OF  RETIREMENT.  Still,  speculation 
a  buyout  has  made  McLeod's  stock  < 
ceptionally  volatile  over  the  past  y« 
The  stock  surged  25%  in  1997  and 
already  up  11%  so  far  this  year,  to  $ 
Several  analysts  have  issued  buy  r 
ommendations  on  McLeod's  stock,  I 
much  of  the  interest  is  due  to  the 
quisition  talk.  The  heavy  costs  of 

...AND  OPERATIONS  HAVE 
TURNED  PROFITABLE 
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pansion  have  kept  McLeod's  net  income 
in  the  red. 

Even  without  a  partner,  the  52-year- 
old  McLeod  is  used  to  taking  on  giants. 
Back  in  the  1980s,  he  helped  turn  Tele- 
connect,  which  later  became  Telecom 
USA  Inc.,  into  the  fourth-largest  long- 
distance company,  behind  at&t,  MCI,  and 
Sprint.  When  mci  bought  Telecom  USA 
in  1990  for  $1.25  billion,  McLeod  left 
with  a  $50  million  parachute  and  built  a 
gated  house  with  a  golf  tee,  green,  and 
pond  on  50  acres  of  Iowa  farmland. 

But  retirement  didn't  suit  the  Hawk- 
eye.  A  worker  since  age  12,  when  he 
scooped  chicken  poop  and  stacked  hay, 
McLeod  calls  entrepreneurialism  a  "nar- 
cotic." So  he  and  friends  brainstormed 
business  options  while  playing  Ping- 
Pong  in  a  barren  shack.  After  six 
months,  they  chose  another  telecom  ven- 
ture over  riverboat  gambling,  walnut- 
tree  farms,  and  for-profit  schools. 
MAJOR  DRAWBACK.  McLeod  decided  on 
an  unconventional — and  cheap — way  into 
the  business.  Instead  of  building  costly 
fiber-optic  networks  first  and  attracting 
customers  later,  McLeod  decided  to  buy 
service  from  U  S  West  and  Ameritech 
and  then  resell  it  to  customers — his 
wholesale  discount  is  now  about  20%. 
By  bundling  local  service  with  long-dis- 
tance, Internet,  and  paging  service, 
McLeod  has  carved  out  30%  of  the  mar- 
ket in  some  Midwestern  cities  with  pop- 
ulations ranging  from  8,000  to  300,000. 
Local  telephone  companies  can't  offer 
such  a  broad  package  until  they  adhere 
to  requirements  for  opening  their  lines 
to  competition.  "I'm  unable  to  meet  cus- 
tomer needs  because  I'm  still  regulated," 
complains  Teresa  A.  Wahlert,  vice-pres- 
ident for  U  S  West's  operations  in  Iowa. 

The  resale  approach  does  have  a  sig- 
nificant weakness:  It's  not  profitable. 
McLeod  uses  local  service  as  a  loss 
leader  so  he  can  provide  long-distance 
and  other  lucrative  services.  But  he 
knows  that  in  the  future,  he  needs  to 
make  his  local  business  profitable  be- 
cause U  S  West  and  Ameritech  will 
eventually  get  into  the  long-distance 
arena  and  offer  the  same  kind  of  bun- 
dled services.  To  fatten  margins, 
McLeod  is  building  his  own  10,000-mile 
fiber-optic  network.  If  regulations  allow, 
he  intends  to  transfer  his  resale  cus- 
tomers onto  his  own  network  by  2000. 

Analysts  predict  McLeod  usa  could 
capture  up  to  20%  of  the  total  Midwest 
telecom  market  by  2007 — which  would 
give  the  company  revenues  of  $4.6  bil- 
lion. McLeod  has  his  sights  set  higher. 
"If  it  took  us  10  years  to  get  to  20%- 
share,  we  would  be  sleepin'  along  the 
way,"  he  says.  Not  likely  for  this  na- 
tive Hawkeye. 

By  Roger  O.  Crockett 
i)i  Cedar  Rapids,  Iowa 
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John  Antioco's  reputation 
for  reviving  ailing  retail 
chains  faces  its  toughest 
test  yet  at  the  video  giant 

When  it  comes  to  doing  his 
homework,  John  F.  Antioco  is 
something  of  a  fanatic.  Take 
his  job  interview  for  the  top 
post  at  Blockbuster  Entertainment 
Group  last  spring.  Viacom  Chairman 
Sumner  M.  Redstone  had  blocked  out 
one  hour  for  lunch  at  the  Beverly  Hills 
Hotel.  But  Redstone  was  quickly 
charmed  by  the  former  fast-food  ex- 
ecutive, who  sounded  as  if  he  had  been 
in  the  video-rental  business  for  years. 
The  lunch  went  on  for  hours.  "He  sur- 
prised me,"  recalls  Redstone,  who  was 
quickly  convinced  that  Antioco  was 
"the  guy  who  will  turn  Blockbuster 
around." 

Redstone  needs  his  faith  in  the  48- 
year-old  executive  to  pay  off — and  fast. 
The  video-rental  giant  is  Viacom  Inc.'s 
albatross.  Over  the  past  two  years, 
Blockbuster  has  been  rocked  by  man- 
agement turmoil,  strategic  missteps,  a 
slowdown  in  the  rental  business,  and  a 
troubled  adoption  of  a  new  distribu- 
tion system.  The  combination  has  taken 
its  toll.  Analyst  David  J.  Londoner  of 
Schroder  &  Co.  estimates  that  when 
Viacom  reports  fiscal  1997  finan- 
cial in  mid-February, 
before  overhead 
charges,  Blockbuster 
Video  will  show  a 
33%  decline  in  cash 
flow,  to  $514  million, 
vs.  $766  million  the 
previous  year.  Via- 
com's total  cash  flow 
will  drop  9.5%,  to 
$1.9  billion. 

"When  Blockbuster 
is  fixed,  Viacom  will 
fly  again,"  insists 
Redstone.  And  Anti- 
oco, as  the  third  ceo 
in  less  than  two 
years,  has  been  do- 
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ing  some  crucial  repair  work  since 
signed  on  last  July.  Antioco  declinec 
be  interviewed,  but  Redstone  says 
crux  of  the  comeback  plan  is  a  back 
basics  focus  on  the  core  operation 
the  $3.2  billion  video-rental  busim 
with  tighter  inventory  and  cost  c 
trols.  Antioco  is  also  overseeing  a  i 
marketing  plan,  including  a  new 
campaign  vowing  that  customers 
"Go  Home  Happy." 
"NOT  ON  MY  watch."  Antioco  spent 
first  months  crisscrossing  the  coun 
meeting  with  store  employees,  regie 
managers,  and  franchise  operators.  I 
also  schmoozing  with  Hollywood 
dio  executives,  trying  to  smooth 
relations  and  hammer  out  deals  t 
may  allow  Blockbuster  to  buy  taj 
more  economically.  Antioco,  who  li~ 
in  Scottsdale,  Ariz.,  and  commutes 
Dallas  every  few  days,  keeps  a 
profile.  He's  not  granting  media  int 
views,  nor  has  he  met  with  analy 
to  articulate  his  strategy. 

Already,  though,  the  Brooklyn 
tive  is  pumping  some  energy  into  a 
moralized  staff,  employees  say.  A 
meeting  of  1,100  Blockbuster  st< 
managers  in  Dallas  last  fall,  Antii 
delivered  a  fiery  speech,  portray: 
Blockbuster  as  an  underdog  that  wo 
prove  skeptics  wrong  by  coming  b; 
stronger  and  more  aggressive  tl 
ever.  "Will  this  company  fail?"  a  fir 
up  Antioco  asked  the  m; 
agers.  "Not  on  my  watch 
way,  nohow." 

Current  and  former  as 
ciates  describe  him  as 
charismatic,  no-nonsense  m 
ager.  "It's  all  about  custon 

JOHN  F.  ANTI0CI 
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1949,  Brooklyn,  N.Y. 
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New  York  Institute  of  Techi 
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:  with  John,"  says  Karl  Eller, 
receded  Antioco  as  ceo  of  the 
K  Corp.  convenience  chain.  "Fig- 
t  what  the  customer  wants  and 
way  to  get  it  to  him."  Antioco 
its  high  marks  for  motivating 
rees.  When  Antioco  was  ceo  at 
K,  he  and  a  colleague  closed  a 
il  sales  meeting  with  their  best 
Brothers  impression,  down  to 
•k  suits,  glasses,  and  hats.  "That 
f  stuff  struck  a  chord  with  em- 
!,"  recalls  Ann  Vry,  formerly  Cir- 

public-relations  chief, 
rgy  and  drive  have  always  char- 
ed Antioco,  who  as  a  boy  would 
3  a.m.  to  help  his  father,  a  milk- 
intioco  later  did  stints  as  a  shoe 
an,  gravedigger,  and  stock  clerk, 
oco  took  his  first  assignment  in 
lg  with  Dallas-based  Southland 

7-Eleven  Stores  chain.  By  age 
!  was  one  of  the  company's 
ist  division  managers  ever.  That's 
Antioco  began  showing  a  talent 


"It's  all  about 
customer 
service  with 
John,"  says 
one  former 
colleague. 
Antioco  has 
cut  new  deals 
with  studios 
providing 
more  hit  films 
at  lower 
prices 


for  troubleshooting.  The  New  York- 
based  unit  was  bleeding  cash,  so  Anti- 
oco spruced  up  stores,  created  new 
marketing  campaigns,  and  patched  up 
rocky  franchisee  relationships.  Within 
two  years,  Antioco's  unit  was  the  com- 
pany's most  profitable. 
PRAGMATIC.  His  biggest  feat,  howev- 
er, came  at  Circle  K.  In  his  first  two 
years  as  ceo  of  the  troubled  chain,  he 
restructured  debt  and  closed  2,000 
stores.  By  1993,  Antioco  and  other  top 
execs  joined  Bahrain-based  Investcorp 
International  Inc.  in  a  $400  million  buy- 
out, taking  Circle  K  out  of  Chapter  11. 

With  fresh  capital,  Antioco  zeroed 
in  on  operations.  He  ditched  parallel 
shelves  and  narrow  aisles  in  favor  of 
self-contained  departments  like  "Bev- 
erage Depot."  He  scrapped  the  sky- 
high  prices  then  typical  of  such  stores. 
Recalls  Mitchel  E.  Telson,  then  Circle 
K  chief  operating  officer:  "John  reestab- 
lished the  concept  of  what  a  conve- 
nience store  was  supposed  to  be." 


Then,  during  his  brief  stint  as  CEO  of 
Taco  Bell  Corp.,  owned  at  the  time  by 
PepsiCo  Inc.,  Antioco  presided  over 
the  chain's  first  same-store  sales  gain  in 
more  than  two  years.  "John's  a  very 
smart,  pragmatic  guy  who's  very  fo- 
cused on  the  consumer,"  says  PepsiCo 
ceo  Roger  A.  Enrico.  "Even  in  just  a 
few  months  you  could  see  his  imprint 
on  Taco  Bell." 

Can  Antioco  work  his  magic  on 
Blockbuster?  The  new  chief  is  keep- 
ing the  focus  tight  on  operations  and 
customer  satisfaction.  He  hopes  new 
deals  with  Hollywood  studios  will  give 
it  access  to  more  hit  films  at  a  lower 
price.  In  the  past,  many  customers  left 
Blockbuster  stores  empty-handed  when 
hit  releases  were  missing  from  the 
shelves.  Antioco  is  also  lowering  prices 
and  extending  rental  periods  for  new 
and  older  flicks. 

Meantime,  he  has  been  cutting  costs: 
He  laid  off  about  180  employees,  most- 
ly at  Dallas  headquarters.  Antioco  also 
put  the  brakes  on  store  expansions 
until  later  this  year  and  shuttered  all 
17  stores  in  Germany,  which  were  do- 
ing poorly. 

There  are  early  signs  of  improve- 
ment. Analysts  estimate  fourth-quar- 
ter, same-store  sales  of  video  rentals 
were  up  2%  from  the  year-earlier  quar- 
ter, the  first  positive  showing  in  more 
than  a  year.  Still,  even  if  Antioco  works 
miracles,  some  investors  question 
whether  the  unit,  now  in  a  slow-growth 
industry,  will  ever  be  a  good  fit  for  Vi- 
acom. Says  Mario  J.  Gabelli,  a  large 
Viacom  shareholder,  with  nearly  10%: 
"It  was  a  mistake  [for  Viacom]  to  make 
the  acquisition  [in  1994],  and  it's  [still] 
a  mistake.  The  growth  potential  just 
isn't  there." 

But  Redstone  seems  ready  to  de- 
clare a  turnaround.  "We  don't  need  any 
more  time  to  conclude  that  John  is  the 
right  guy  in  the  right  job,"  he  says. 
But  of  course,  Redstone  was  just  as 
publicly  bullish  on  Antioco's  short-lived 
predecessors.  Viacom  had  hoped  to  spin 
off  at  least  part  of  Blockbuster  this 
year.  Those  plans  are  on  hold — at  least 
until  Antioco  delivers.  Now,  all  Red- 
stone has  to  do  is  hold  on  to  him. 

By  Stephanie  Anderson  Forest  in 
Dallas,  with  bureau  reports 


CAREER 


thland.  Rose  from  trainee  to 
)resident  for  marketing  and 
,t  the  7-Eleven  chain. 

rle.  COO  for  1,250  Pearle 
eyewear  stores. 

ile  K.  Named  CEO  in  1993 


after  leading  the  No.  2  U.S.  convenience- 
store  chain  out  of  bankruptcy.  Brings  the 
chain  public  in  1995,  then  sells  it  in  1996 
for  $900  million. 

1996-97  Taco  Bell.  CEO  of  North  Ameri- 
can operations.  Turns  around  struggling 
7,000-outlet  fast-food  operation  with 
upgraded  menu  and  punchy  marketing. 


1 997  Blockbuster  Entertainment  Group. 
Named  CEO  of  ailing  video-rental  chain. 


FAMILY 


Married  high  school  sweetheart,  Lor- 
raine, in  1971;  three  children,  18  to  25. 


INTERESTS 


Scuba  diving,  billiards,  golf,  skiing. 
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Netfinity 


3500 


The  Affordable 
Industry-Standard 

Server 


Up  to  two  333  MHz'  Intel" 
Pentium  II  processors 
with  512KB  Level  2  cache 


Lotus'"  Domino™  or 
Lotus  Domino  Intranet 
Starter  Pack™  included 
at  no  additional  charge 


90-day  IBM  Start  Up 
Support  at  no 
extra  charge 


Additional  technology, 
services  and  financing 
available  through 
SystemXtra 


e-business 


The  affordable  IBM  Netfinity  3500  dual-processor  server  is  built  to  ( 
expectations.  Armed  with  the  very  latest  Intel®  Pentium®  II  proces 
technology,  it's  got  the  power  to  grow  with  your  business.  Helping 
realize  your  dreams,  from  running  your  core  business  application 
conducting  e-business  on  the  Web.  Right  out  of  the  box,  the  Netfinity  3! 
lets  you  run  business-critical  applications  on  Windows  NT,® as  well  as  m 
other  major  operating  systems.  And  as  your  needs  change,  the  Netfinity  3' 
changes  with  them.  Providing  memory,  storage  and  networking  opti 

Don  t  let  the  size 
of  your  budget  influenc 
the  size  of  your  dreams 

that  let  you  increase  the  power,  scalability  and  control  of  your  server. ' 
Netfinity  3500s  $2,365  ERP1  price  tag  comes  with  top-of-the-line  ser 
and  support.  IBM  is  there  to  help  you  stay  up  and  running  every  stej 
the  way.  We  offer  90-day  Start  Up  Support,  innovative  financing  options 
well  as  technology  exchange  options.  So  you  can  concentrate  on  busir 
not  your  server.  For  more  information  on  the  Netfinity  3500  server,  < 
us  at  1  800  IBM-7255,  ext.  4617,  or  stop  by  www.ibm.com/pc/us/netfii 


Solutions  for  a  small  planet " 


Estimated  reseller  price  lo  end  users  lor  single  processor  model  10U  Actual  reseller  prices  may  vary  'MHz  denotes  internal  clock  speed  ol  the  microp 
only,  other  factors  may  also  altect  application  performance  IBM,  Netfinity.  SystemXtra,  the  e-business  logo  and  Solutions  lor  a  small  planet  are  tra 
ol  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries  Microsoft.  Windows  and  Windows  NT  are  registered  tra 
ol  Microsoft  Corporation  Lotus,  Domino  and  Domino  Intranet  Starter  Pack  are  trademarks  of  Lotus  Development  Corporation  in  the  United  State 
other  countries  The  Intel  Inside  logo.  Pentium  and  MMX  are  trademarks  or  registered  trademarks  ol  Intel  Corporation  ©1998  IBM  Corp  All  rights 
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McANDRIS,  CFO  OF 
DEFUNCT  BARON, 
ON  A  BREAK' FROM 
HIS  FRAUD  CASE 


■  n  a  cramped  courtroom  in  lower 
I  Manhattan,  14  unhappy  investors 
I  trooped  to  the  witness  stand  over 
I  the  past  few  days.  From  the  Bronx 
widow  to  the  Connecticut  truck  driver 
to  the  Florida  retiree,  each  told  a  tale  of 
hard-driving  brokers,  misleading  sales 
pitches,  and  unauthorized  trades.  All 
were  customers  of  A.  R.  Baron  &  Co.,  a 
now-defunct  micro-cap  brokerage,  and 
all  were  ripped  off.  The  tales  were 
grindingly  familiar,  but  this  time  the  in- 
vestors were  venting  their  misfortune 
not  before  the  usual  regulatory  hear- 
ing or  arbitration  proceeding  but  be- 
fore the  New  York  State  Supreme 
Court.  And  this  time,  the  possible  sanc- 
tion isn't  a  fine  or  regulatory  wrist  slap 
but  as  much  as  25  years  in  jail  for  the 
man  on  trial — Baron's  former  chief  fi- 
nancial officer,  John  McAndris. 

The  trial  has  drawn  surprisingly  scant 
attention  since  it  began  two  weeks  ago, 
but  it  has  potentially  explosive  impli- 
cations for  Wall  Street.  It  is  the  first 
full-blown  criminal  trial  to  emerge  from 
the  regulatory  campaign  against  micro- 
cap  fraud.  The  trial  has  already  begun 
to  provide  an  extraordinarily  detailed 
picture  of  how  a  sleazy  micro-cap  bro- 


A  CHILL 


ON  WALL 
STREET 

The  trial  of  the  CFO  of  a  defunct 
micro-cap  firm  sends  a  message 


t 


kerage  operates,  replete  with  tales  of 
blatant  fraud,  forgeries,  and  payoffs. 
And  it  is  likely  to  highlight  the  role  of 
the  firms  that  handled  Baron's  trades — 
notably  Bear,  Stearns  &  Co.  McAndris' 
lawyer,  who  is  vigorously  fighting  the 
charges,  has  subpoenaed  Bear  Stearns's 
head  of  clearing,  Richard  Harriton,  to 
testify  about  Bear  Stearns's  dealings 
with  Baron  during  its  last  year  of  exis- 
tence in  1995  and  1996.  The  aim:  to  de- 
flect blame  from  McAndris  by  pointing 
the  finger  at  Bear  Stearns. 

"CRIMINAL  ENTERPRISE?"  For  the  DA 

and  defense  alike,  the  McAndris  trial 
will  be  grueling.  It  may  drag  on  for  as 
long  as  three  months,  and  it  won't  be  a 
slam  dunk  for  either  side.  The  investor 
tales  of  woe  that  began  the  trial  are 
likely  to  stir  the  sympathy  of  jurors — 
but  so  may  the  soft-spoken,  55-year-old 
McAndris,  who  is  hardly  the  stereotyp- 
ical fast-talking  broker.  The  testimony  so 
far  has  concentrated  on  acts  committed 
by  brokers,  with  McAndris  largely  in 
the  background.  However,  prosecutors 
allege  that  McAndris  engaged  in  crimi- 
nal acts,  such  as  falsifying  financial 
records,  to  advance  Baron's  interests, 
which  they  say  put  him  afoul  of  the 


New  York  law  against  "enterprise  i  jj 
niption" — a  kind  of  state  version  of  t, 
federal  Racketeering-Influenced  &  (-• 
rupt  Organizations  Act.  New  York's 
targets  anyone  who  engages  in  a  "] 
tern  of  criminal  activity"  to  "adva; 
the  affairs  of  the  criminal  enterprisi 
In  the  case  of  what  the  prosecu|; 
call  the  "Baron  criminal  enterprise," 
government  indicted  the  firm  and  13 


! 


WHERE  THE  FEDS 
FAILED  TO  TREAD 


The  McAndris  trial  is  a  drama 
demonstration  of  the  pivotal 
stock-fraud  prosecutions  for 
regulators  and  prosecutors.  Inde 
hattan  District  Attorney  Robert 
genthau  has  engaged  in  turf  warl 
federal  prosecutors  over  stock-fr; 
es — but  apparently  not  in  this  ca 
cording  to  one  senior  New  York 
forcement  official,  Morgenthau  pi , 
the  case  after  the  federal  proseci  j. 
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•okers  and  executives.  All  have 
1  guilty  except  for  McAndris.  His 
>y,  John  J.  Rieck  Jr.,  maintains 
Andris  was  a  poorly  compensated 
counter"  who  is  being  unfairly 
ited  for  the  alleged  misdeeds  of 

"The  prosecution  of  McAndris, 
jrows  out  of  his  function  as  cfo, 
send  a  chill  through  similar  exec- 
n  the  brokerage  industry  and  any 
y,"  says  Rieck.  "If  he's  at  peril, 
'erybody's  at  peril." 

of  course,  might 
i  what  Manhattan 
t  Attorney  Robert 
irgenthau  had  in 
-to  send  shivers 
h  the  micro-cap 
nity.  And  so  far, 
;timony  has  been 
,  particularly  from 

Baron  ace  broker 
i  Okin.  The  30- 
d  Okin,  who  has 
i  guilty  to  enter- 
airuption,  testified 

earned  $5  million 
;ix  years  as  a  bro- 
unly  at  Baron — much  of  it  from 
ling  customers  and  from  exces- 
immissions.  Okin  testified  that 
5  "house  stocks" — stocks  domi- 
)y  the  firm — were  routinely  ma- 
ed  to  enrich  the  brokers,  some- 
trough  phony  trades  arranged 
infederates  at  other  firms, 
i,  who  owned  a  10%  interest  in 

apparently  was  a  superb  sales- 
to  the  unending  misfortune  of 
tomers,  who  seemed  to  span  the 
That  was  vividly  demonstrated 
testimony 
3-year-old 
ishman 

Don  Ten- 
)  n  e  of 


three  British  customers  to  testify  at 
the  trial.  Tended,  an  accountant  by 
trade,  testified  that  Okin  made  unau- 
thorized stock  trades  totaling  $450,000. 
When  Tendell  protested,  Okin  agreed 
to  sell  the  stock — but  talked  him  into 
parlaying  $375,000  of  the  proceeds  into 
a  loan  that  Baron  needed  to  keep 
afloat.  Tendell  and  a  colleague,  he  tes- 
tified, each  loaned  $375,000  to  Baron, 
after  flying  to  New  York  to  meet  with 
Okin,  McAndris,  and  other  Baron 


A  defense  attorney 
plans  to  emphasize 
Bear  Stearns's  crucial 
role  at  Baron.  Bear's 
head  of  clearing  has 
been  subpoenaed 

HARRITON,  IN  CHARGE  OF  CLEARING 


MORGENTHAU 


leclined 
i  A.R. 
aggres- 
by  Mor- 
ld  prove 
terrent 
rho  work 
'-cap  bro- 
es,  which 

*ated  in  the  New  York  area. 

o  popular  belief,  state  penal- 

as  severe  as  federal  penalties. 

rou're  a  defendant,  would  you 
a  federal  prison  or  in  Attica 
New  York  prison]?"  asks 
chief  securities  regulator, 

ndel. 


honchos.  The  loans  were  never  repaid. 

In  matter-of-fact  tones,  Okin  dropped 
yet  another  bombshell — that  he  and  oth- 
er Baron  brokers  received  payoffs  for 
buying  stock  that  would  later  be 
dumped  on  customers.  Okin  testified 
that  early  in  1996,  he  was  paid  in  cash 
to  buy  a  large  block  of  shares  of  a  com- 
pany named  Jockey  Club.  Okin  testified 
the  cash  came  from  "either  Michael 
Reiter  or  on  behalf  of  Barry  Gesser  or 
[Baron  chief  executive]  Andrew  Bress- 
man,  who  received  it  from  Michael 
Reiter."  Reiter  and  Gesser,  who  are  in- 
dependent traders  not  previously  named 
in  any  law  enforcement  action,  have 
been  identified  by  Wall  Street  sources  as 
allegedly  engaged  in  extortionate  short- 
selling  (BW — Dec.  15).  Both  men  de- 
nied that  accusation.  Gesser's  attorney, 
Ira  Lee  Sorkin,  said  the  two  decline 
comment  on  Okin's  testimony. 
"BROWN  BAG"  STOCKS.  According 
to  Okin,  the  cash  payoffs  for  Jockey 
Club  shares  stopped — and  later  came  in 
the  form  of  a  "loan."  Okin  said  the 
$450,000  "subordinated  loan,"  which 
was  never  repaid,  was  actually  a  dis- 
guised payoff.  Okin  testified  that  McAn- 
dris was  aware  of  the  "brown  bag" 
payment  from  Gesser.  Okin  also  said 
that  other  brokers  received  payoffs  for 
buying  other  "brown  bag"  stocks,  in- 
cluding Comprehensive  Environmental 
Systems,  whose  chairman,  Donald 
Kessler,  has  pleaded  guilty  to  stock 
fraud,  and  a  company  he  identified  only 
as  "Icis" — apparently  Icis  Management 


Group,  another  company  also  linked  to 
Kessler. 

If  the  jury  believes  McAndris  knew 
of  the  "brown  bag"  payment,  that  could 
prove  damaging  to  the  quiet-spoken  de- 
fendant. Morgenthau's  prosecutors,  led 
by  assistant  district  attorney  Eric  R. 
Dinallo,  have  maintained  that  McAndris 
had  a  central  role  at  Baron  as  a  mem- 
ber of  the  "inner  circle"  of  top  brokers 
and  execs.  But  Rieck  has  sought  to  min- 
imize McAndris'  role,  and  he  plans  to 
emphasize  what  he  de- 
scribes as  the  crucial  role 
of  Bear  Stearns — whose 
relationship  with  Baron 
remains  under  investiga- 
tion by  Morgenthau's  of- 
fice. Rieck  maintains  that 
Bear  Stearns  had  "the 
right  to  pick  up  every 
chair  and  look  at  every 
scrap  of  dust  and  go  over 
f  V  the  books  up  one  side 
and  down  the  other."  The 
J|  closeness  of  the  Bear 
JB  Stearns-Baron  relation- 
SKKb  ship  was  borne  out  by 
Okin's  testimony  for  the  prosecution. 
He  noted  that  the  clearing  firms  gener- 
ated customer  confirmations  and  a  daily 
tally  of  commissions  charged  by  Baron 
brokers — which,  Okin  testified,  were  of- 
ten excessive  in  his  case.  "If  my  client 
should  have  known  what  was  going  on, 
Bear  Stearns  should  have  known  too, 
and  they  were  in  a  much  better  position 
to  know,"  says  Rieck.  He  asserts  that 
three  Bear  Stearns  employees,  whom 
he  named,  were  actually  present  on  the 
Baron  trading  desk  at  various  times 
during  1995-1996,  the  firm's  final  year  of 
existence.  Bear  did  not  respond  to  re- 
quests for  comment  on  that  assertion. 

Indeed,  the  troubles  for  Bear  Steams 
may  be  only  just  beginning.  A  senior 
law  enforcement  official,  who  requested 
anonymity,  said  he  understood  that  for- 
mer Baron  ceo  Bressman,  who  has 
pleaded  guilty  and  pledged  cooperation, 
is  cooperating  with  Morgenthau's  office 
in  a  probe  of  possible  links  between 
Harriton  and  Baron.  Bear  Stearns 
spokeswoman  Hannah  Burns  declined 
comment  on  that,  and  maintained  that 
"we  had  the  knowledge  that  a  clearing 
broker  would  have  in  processing  the 
business  of  an  introducing  broker,  but 
we  reiterate  that  we  had  no  knowledge 
of  the  illegal  activity  to  which  the  Baron 
people  pleaded  guilty."  That  explana- 
tion may  suffice  in  the  months  ahead. 
But  if  it  does  not,  Harriton — and  his 
employer — may  have  a  lot  more  to  fear 
than  a  grilling  by  a  defense  lawyer. 

By  Gary  Weiss  in  New  York 
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COMMENTARY 

By  David  Greising 


THIS  SPIN-OFF  IS  ASKING  FOR  TOO  MUCH  TRUST 


Weigh  this  offer,  investors. 
Would  you  buy  stock  in  a  new 
company  that: 

■  is  controlled  by  the  board  of  anoth- 
er company; 

a  can  never  be  taken  over; 

■  must  sell  its  products  to  one  of  the 
industry's  low-cost  buyers; 

■  relies  on  the  other  company's 
board  for  capital; 

■  is  subjected  to  serious  conflicts  of 
interest? 

That  is  the  deal  being  offered  by 
the  chairman  of  the  other  company, 
Georgia-Pacific  Corp.  A.  D. 
"Pete"  Correll  in  December 
pushed  through  a  quasi  spin- 
off of  gp's  timber  assets  be- 
cause, like  many  CEO's,  he 
wants  the  stock  market  to 
recognize  the  value  of  assets 
that  otherwise  might  be  over- 
looked. What  is  now  called  gp 
Group  is  a  cyclical,  capital-in- 
tensive paper  and  building 
products  maker  that  cannot 
generate  profitable  returns  on 
investment.  But  the  new  com- 
pany, Timber  Co.,  which  has 
5.4  million  acres  of  land,  is  a 
predictable,  high-margin  busi- 
ness with  a  promising  outlook. 
HALF  A  LOAF?  Instead  of  a 
pure  spin-off,  though,  Correll 
has  created  a  little  used  enti- 
ty called  a  "letter"  compa- 
ny— the  term  derives  from 
the  practice  of  naming  such  compa- 
nies with  letters,  though  gp  doesn't 
use  one.  Timber  is  tightly  controlled 
by  gp.  Decisions  on  capital  allocation, 
corporate  strategy,  even  product 
pricing  are  dictated  by  the  parent 
company's  board.  Correll  is  aware 
that  in  managing  the  somewhat  di- 
vergent interests  of  two  separate  but 
related  companies,  the  new  structure 
is  fraught  with  potential  conflicts. 
And  he  acknowledges  that  trust  will 
be  a  key  issue  for  stockholders  in  the 
new  company.  "It's  a  trust-me  securi- 
ty. By  definition,  it's  a  trust-me  secu- 
rity," Correll  says. 

For  investors,  though,  the  securi- 
ties may  offer  only  half  a  loaf  of  op- 
portunity. "Out  of  many  alternatives, 
letter  stocks  get  the  least  bang  for 
your  buck  for  shareholders,"  says 


Joseph  Cornell,  an  expert  on  corpo- 
rate divestitures  for  High  Yield  Ana- 
lytics in  Chicago. 

General  Motors  Corp.  introduced 
the  letter-stock  concept  in  1983  with 
its  Electronic  Data  Systems  Corp. 
unit,  usx's  Marathon  Oil  and  gm's 
Hughes  unit  are  two  leading  exam- 
ples. Those  deals  were  done  to  facil- 
itate acquisitions  or  ward  off  take- 
over threats.  Only  recently  have 
corporate  managers  introduced  let- 
ter stocks  to  wake  up  Wall  Street 
without  giving  up  control  of  one  of 


TIMBER:  Georgia- Pacific  CEO  Correll 
structured  the  deal  so  the  new  company 
may  not  get  top  prices  from  GP 


their  operating  units.  Last  year, 
Circuit  City  Stores  Inc.  created  let- 
ter stock  when  it  launched  CarMax, 
the  nationwide  chain  of  used-car 
superstores. 

gp  is  the  first  to  create  a  letter 
company  that  is  directly  related  to  its 
core  business.  The  arrangement  is  a 
study  in  conflicts,  in  both  capital 
structure  and  management  systems. 
Because  Timber  is  controlled  by  gp 
Group's  board,  there's  nothing  to  stop 
the  board  from  starving  Timber  for 
capital  when  it  repurchases  shares. 
Holders  of  the  parent  company's 
bonds  have  a  call  on  Timber's  assets. 

The  gp  compensation  system  will 
tempt  Correll  and  about  15  top  exec- 
utives to  favor  the  gp  Group,  be- 
cause 75%  of  their  bonus  compensa- 
tion will  derive  from  that  unit,  with 


only  25%  coming  from  Timber's  re- 
sults. And  bonuses,  Correll  readily 
admits,  "are  where  you  make  your 
real  money." 

gp,  further,  has  contractually  obi 
ated  Timber  to  sell  80%  of  its 'prod 
ucts  to  gp  Group  at  a  price  that 
matches  the  average  price  the  pare 
company  pays  to  other  suppliers.  B 
because  of  its  huge  volume  purchai 
ing,  gp  is  one  of  the  industry's  low- 
cost  buyers.  The  arrangement  may 
prevent  Timber  from  finding  the 
market's  top  price.  Sherman  Chao, 
analyst  with  Merrill  Lynch  Glc 
al  Securities,  does  not  like  wha 
he  sees.  "There's  a  whole  ques 
tion  of  corporate  governance  iij 
volved"  with  gp's  letter  stock 
he  says.  "The  pricing  mechanis] 
is  foolproof,"  says  Correll. 

Correll  says  he  considered  ai 
ternatives  to  letter  stock.  But, 
he  explains,  the  tax  bill  for  an 
outright  spin-off  would  have 
been  too  high,  in 
part  because  he  is 
loading  Timber  witlj 
$1  billion  in  debt, 
which  exceeds  the 
book  value  of  the 


company. 

PAINED  CEO.  So  far 

investors  seem  to  t 
fairly  comfortable 
with  the  conflicts. 
Correll  figures  that 
Timber  has  added  about  $12  a  shar 
to  the  combined  stock  market  valui 
of  the  two  companies.  And  he  says 
it's  that  premium  that  will  make 
him  keep  a  sharp  eye  on  the  eco- 
nomic vitality  of  both  of  his  compa-j 
nies.  "If  you  violate  the  trust  of 
shareholders  and  do  what  you  say 
you  won't  do,  it's  going  to  cost  you 
$12  a  share,"  he  says. 

It  pains  Correll  when  people  com 
plain  about  how  he  built  Timber  Co 
"What  they're  saying  is,  'Pete,  I 
don't  trust  you,' "  Correll  says.  "I 
don't  think  you  want  to  say  that  to 
someone."  But  if  he  hadn't  struc- 
tured his  deal  this  way,  trust  would 
not  be  such  an  issue. 

Greising  is  business  week's 
Atlanta  bureau  chief. 
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Running  a  bond  fUnd  like  a 
StOCk  fund  has  \tt  to  some  very 

un-bond-fund-like  *■«. 


Janus  High-Yield  Fund 


One  Year  15.4796 
Life  of  Fund  (12/95)  19.6596 


Average  annual  total  returns  for 
periods  ended  December  31, 1997. 


Objective:  current  income. 
Method:  same  as  a  Janus  stock 
fund.  And  the  result  has  been 
uniquely  high  returns  from 
Janus  High-Yield  Fund. 


No  surprise.  Bond-picking  and  stock-picking  are  two  sides  of 
the  same  coin  at  Janus:  intensive,  bottom-up  research.  Turning  up 
companies  that  offer  particularly  promising  opportunities.  Stocks 
or  bonds,  finding  those  companies  is  the  thing.  And  Janus  nails  it. 

So  if  you're  looking  for  a  bond  fund  that  feels  free  to  enjoy  the 
upside  potential  of  a  stock  fund,  Janus  High-Yield  Fund  could  take 
you  exactly  where  you  want  to  go. 


Call  1-888-834-2541 


for  a  prospectus  containing  more  complete  information,  including 
expenses.  Please  read  it  carefully  before  you  invest  or  send  money.  Or  visit  our  Web  site  at  www.Janus.com. 
Past  performance  does  not  guarantee  future  results. 


Adviser  voluntarily  waives  a  portion  of  the  fund's  expenses,  but  reserves  the  right  to 
change  the  level  of  waiver.  Without  this  waiver,  total  returns  would  have  been  lower. 
High-yield  securities  entail  greater  risks,  including  a  greater  risk  of  default,  than  higher 
quality  securities.  Your  return  and  principal  value  will  vary,  and  shares  may  be  worth 
more  or  less  at  redemption  than  at  purchase.  Total  return  includes  reinvestment  of 
dividends  and  capital  gains.  Janus  Distributors,  Inc.  Member  NASD. 

BW  621 


JANUS 


Get  there, 


BUSINESS  WEEK'S 
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More  than  100 
Financial  Officers, 
eluding  those  from 
owing  companies, 
i  part  in  last  year's 
ness  Week  Forum. 


Allianz  Life  Insurance 
Amdahl 

Avon  Products,  Inc. 

Chubb  Life  Insurance 

Colgate-Palmolive  Company 

J.  Crew  Group,  Inc. 

The  Dow  Chemical  Company 

EG&G  Inc. 

Frito-Lay,  Inc. 


Fruit  of  the  Loom 

Intel  Corporation 

Land-O-Lakes,  Inc. 

Kinko's  Inc. 

Lear  Corporation 

Mass  Mutual  Life  Insurance  Co. 

Owens-Corning 

Quaker  Chemical  Corporation 


Qantas  Airways  Ltd. 
Charles  Schwab  &  Company 
Scientific-Atlanta,  Inc. 
Sprint  Corporation 
Steelcase  Inc. 
Time,  Inc. 
U.S.  Postal  Service 
QUALCOMM  Incorporated 
Wal-Mart  Stores,  Inc. 


Today's  CFOs  must  be  more  than  leaders,  more  than  visionaries. 
They  must  be  the  engineers  of  exceptional  performance. 

Business  Week's  annual  gathering  of  CFOs,  senior  financial  executives  from 
Lerica's  corporate  elite  will  gather  privately  to  share  how  they  are  achieving 

extraordinary  results  in  today's  competitive  environment, 
or  three  days,  they'll  exchange  ideas,  challenge  conventional  wisdom,  and 
debate  the  crucial  issues  that  confront  them  daily. 

Join  us. 

Your  company's  performance  is  at  the  top  of  our  agenda. 


eadership  Forum 


RECISTER 


FOR 


Business  Week  s  7th  Annual  Forum  of  Chief  Financial  Officers 

or  for  more  information,  contact 

Julie  Terranova 
Registration  Manager 
Phone:  888-239-6878 
Fax:  212-512-6281 
E-mail:  jten  anova@husinessweek.com 
visit  The  Forum  of  CFOs'  wehsite  at  http://execprog.husinessweek.com/cfo98 
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AMERICAN  IS  SET 
TO  GAIN  ALTITUDE 

Something  about  the  $1.8  billion  port- 
folio steered  by  Mark  Tavel  stands 
out:  no  technology  stocks.  "Technolo- 
gy shares  don't  look  attractive,"  says 
the  chief  investment  officer  at  Roth- 
schild Asset  Management. 

In  place  of  technology,  Tavel  has 
been  snapping  up  airlines,  some  of 
which  he  thinks  will  be  highfliers  this 
year.  His  top 
choice:  amr  (amr), 
"  parent  of  Ameri- 
can Airlines,  serv- 
ing 300  cities 
worldwide,  amr  is 
just  what  Tavel 
looks  for — an  un- 
dervalued compa- 
ny with  a  possi- 
ble catalyst  that 
could  produce  an 
TAVEL:  The  British  earnings  bonanza. 
Airways  link  will  This  strategy  has 
add  to  earnings  boosted  Roth- 
"  schild  Asset's  per- 
formance: Its  Large-Cap  Value  portfolio 
scored  a  gain  of  38.1%  in  1997 — beating 
the  Standard  &  Poor's  500-stock  index' 
33.4%  and  the  Dow  Jones  industrial  av- 
erage's 22%. 

At  123,  amr  is  still  at  the  midpoint  of 
its  trading  range,  notes  Tavel,  and  its 
price-earnings  ratio  is  a  modest  10, 
based  on  estimated  1998  earnings.  Tavel 
figures  amk  deserves  a  p-e  of  12,  which 
would  imply  a  share  price  of  150. 
Samuel  Buttrick  of  PaineWebber  ex- 
pects  AMR  to  earn  $13.30  a  share  in 
1998,  up  from  1997's  $10.64.  The  stock 
rose  more  than  40%  last  year. 

ami:  is  benefiting  from  higher  fares, 
rapid  growth  in  traffic — particularly 
business  travelers — and  lower  oil 
prices.  Fuel  accounts  for  10%  to  12%  of 
notes.  So  with  crude 
prices  having  fallen  from  $20  a  barrel 
to  $17,  amr's  margins  have  improved, 
prompting  some  to  raise  earnings  esti- 
mates. Prospects  are  good  for  higher 
fares,  too.  especially  for  nonbusiness 
passengers,  says  Tavel,  as  the  strong 
economy  lets  more  people  take  trips. 

There's  always  the  risk  that  new  po- 
litical trouble  in  the  Middle  East  could 
jack  oil  prices  back  up.  But,  argues 
Tavel,  "the  airlines  are  always  ready  to 
raise  fares  when  the  price  of  oil  soars." 


One  catalyst  that  Tavel  thinks  could 
give  earnings  a  lift  is  amr's  link  with 
British  Airways.  Both  carriers  are  try- 
ing to  persuade  the  European  Com- 
mission to  O.  K.  a  proposed  trans- 
atlantic venture  that  would  let  them 
combine  operations.  "The  alliance  will 
eliminate  a  lot  of  duplication  that  could 
trim  overall  costs  and  improve  effi- 
ciency," Tavel  says. 

CHECKING  OUT 
THE  MONEY  STORE 

Since  last  summer,  the  Money  Store 
(mon)  has  not  been  on  the  money 
where  its  stock  is  concerned:  From  36% 
in  late  July,  the  shares  dropped  to  a 
new  low  of  16%  on  Jan.  27.  Investors' 
worries  about  credit  quality,  negative 
cash  flow,  accelerating  loan  prepay- 
ments, and  competition  have  depressed 
the  price.  But  some  analysts,  such  as 
Edward  Najarian  of  Wheat  First  Butch- 
er Singer,  believe  the  selling  is  over. 

One  California  investment  manager 
says  the  Money  Store  is  being  eyed 
by  a  large  savings  and  loan  for  a  buy- 
out. He  says  earlier  rumors  that 
Household  International  was  prepar- 
ing an  offer  were  groundless.  Now,  he 
says,  the  California  s&L  shows  real  in- 
terest. If  a  deal  is  struck,  it  would  be 
for  around  $35  a  share.  The  Money 
Store  makes  loans  to  customers  who 
don't  have  access  to  traditional  bank 
credit — mainly 
NO  SHORTAGE  OF     for  home  buving 
INVESTOR  FEARS     and  improve- 
ments. The  com- 
pany is  also  the 
No.  1  originator 
of  Small  Business 
Administration 
loans  and  is  a 
provider  of  stu- 
dent loans.  Last 
year,  the  Money 
Store  lent  more 
than  $7.5  billion, 
up  50%  from  the 
year  before. 

According  to  a 
New  York  in- 
vestment banker,  the  Money  Store 
had  previously  held  talks  with  the  in- 
terested s&L  about  a  possible  joint 
venture.  "It's  likely,"  he  says,  "that 
the  two  parties  will  come  to  an  un- 
derstanding within  a  couple  of 
months."  The  Money  Store  will  pro- 
vide its  buyer  with  access  to  a  higher- 
growth  segment  of  the  lending  busi- 
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ness,  he  says.  Money  Store  spokesm; 
Jeff  Rogers  declined  to  confirm 
deny  speculation. 


WILL  JACKPOT 
PAY  OFF  SOON? 


Pressure  is  building  on  Jackpot  E 
terprises  (J)  ceo  Don  Kornstein 
boost  this  languishing  stock.  Invei 
ment  guru  Mario  Gabelli  raised  h 
stake  in  the  coin-operated  gamblin 
machine  operator  to  more  than  5%  ( 
Jan.  20,  giving  new  zip  to  a  yearloi 
campaign  by  some  discontented  shar 
holders  to  force  Kornstein  to  shake  tl 
stock  out  of  its  doldrums — or  sell  tl 
company.  For  12  months,  the  stock  h; 
been  stuck  in  the  10  to  12  range 

Kenneth  Pavia  of  Bolero  Investme: 
Group  pressed  Kornstein  to  hire  an 
vestment  bank  to  explore  the  sale 
merger  of  Jackpot  to  enhance  its  vali 
Pavia,  whose  group  has  a  5%  stake, 
getting  impatient  because  Komstei 
he  says,  seems  to 
be  stalling.  Jack-  NOT  SHOWING 
pot  operates  4,000  MUCH  ZIP 
gambling  ma-  ' 
chines  in  super-  | 
markets,  drug-  J 
stores,  bars,  and 
restaurants — plus 
two  casinos  in 
Nevada,  which 
are  on  the  block. 

Pavia  has  heard 
rumors  that  Korn- 
stein was  ap- 
proached by  a  big 
casino  outfit  look- 
ing to  buy  Jack- 
pot but  that  the 
CEO  dismissed  the  idea.  Pavia  believ 
several  companies  are  interested 
Jackpot  "if  only  Kornstein  wou 
agree."  Pavia  suspects  Kornstein 
self  may  be  planning  a  leveraged  bu 
out — since  the  price  of  the  stock  hi 
long  been  depressed.  Kornstein  sa^ 
he  and  the  board  "are  committed 
building  up  long-term  shareholder  vjj 
ue  and  pursuing  all  opportunities  t 
ward  that  end." 

Gabelli  says  he  upped  his  stake  b 
cause  management  has  "tremendoi 
opportunity  to  boost  the  stock  price 
He  notes  that  the  company  is  deb 
free,  with  lots  of  cash — equal  to  $5.50 
share.  He  thinks  the  stock  is  worth  ; 
least  $18.  Earnings  were  85<z  a  share  : 
the  year  ended  June  30,  1997,  and  a 
expected  to  be  82<z  this  year. 


JACKPOT 
ENTERPRISES 
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Mutual  Fund  Scoreboard 


it 


BONDS 


THE  BEST 
BOND  FUNDS 

With  stocks  losing  their  sparkle,  it's  time  to  take  a  look  at  a  much  neglected  alternativ 


When  the  stock  market  soars, 
even  a  mediocre  equity  mutual 
fund  can  make  the  best  bond 
fund  look  like  an  also-ran.  No 
wonder  that  only  10%  of  the  some  $650 
billion  pumped  into  mutual  funds  since 
1995  went  to  bond  portfolios. 

Rut  with  the  stock  market  struggling 
and  inflation  much  subdued,  it's  time  to 
consider  investing  in  bond  funds.  And 
that's  where  business  week's  Mu- 
tual Fund  Scoreboard  comes  in. 
Here  you'll  find  detailed  perfor- 
mance and  operational  data  on  653 
taxable  and  tax-exempt  bond  funds. 
When  you  visit  business  week  On-  , 
line,  you'll  find  data  on  those  and  i 
about  1,100  additional  bond  funds  | 
on  our  new  Interactive  Mutual  > 
Fund  Scoreboard.  And,  of  course,  § 
there's  data  on  some  2,300  equity 
funds  as  well.  The  Scoreboard  data 
are  prepared  by  Morningstar  Inc. 

To  help  you  identify  the  best 
bond  funds,  we  rate  those  that  1 
have  at  least  a  five-year  history.  \ 
Right  now,  that's  an  especially  \ 
good  period  to  look  at.  Three  of  g3 
those  years— 1993,  1995,  and  1997  \ 
— were  characterized  by  falling  in- 
terest  rates  and  rising  bond  prices. 
Rut  1996  showed  mixed  results, 
and  1994  was  the  bond  market's 
worst  year  in  six  decades.  Looking 
back,  you  can  see  how  funds  be- 
haved under  the  best,  worst,  and 
just  middling  circumstances. 
TAX  NOTICES.  The  83  funds  with 
the  best  risk-adjusted  returns 
when  compared  with  all  other  rat- 
ed bond  funds  earn  an  A  for  over- 
all performance  (table,  page  113). 
Rond  funds  are  also  rated  against 
funds  with  the  same  investment 
characteristics,  and  you'll  find  these 
categories  in  the  table  on  page  114. 

The  downtrend  in  long-term  in- 
terest rates  last  year — they  de- 
clined from  just  over  7%  in  April 


to  5.8%  by  yearend — allowed  both  tax- 
able and  tax-free  bond  funds  to  generate 
average  total  returns  of  8.3%  (includ- 
ing reinvestment  of  dividends  and  capi- 
tal gains).  The  rate  drop  was  golden  for 
the  longer-term  funds,  whose  bonds 
have  the  longest  maturities  and  thus 
benefit  most  from  declining  rates.  The 
best  showing  came  from  American  Cen- 
tury-Renham  Target  Maturities  2025 


a 


The  Bond  Fund 
Categories 

The  best  returns  came  from  funds  that 
track  the  stock  market — convertibles  and 

high-yield  funds.  Falling  interest  rates 
made  long-term  funds  stand  out  as  well. 

ANNUAL  AVERAGE  TOTAL  RETURN* 


1997 

1995-97 

1993-97 

CONVERTIBLES 

17.0% 

17.8% 

12.6% 

HIGH  YIELD 

13.2 

14.4 

11.4 

LONG  GOVERNMENT 

13.1 

12.1 

8.4 

LONG-TERM  (CORP.) 

10.4 

11.3 

7.9 

MUNI.  NATL.  LONG 

9.3 

9.9 

6.9 

MUNI.  S.S.  LONG 

8.9 

9.7 

6.8 

INTERMEDIATE  (GEN.) 

8.7 

9.7 

7.0 

INTERM.  GOVT. 

8.4 

9.2 

6.2 

MULTISECT0R 

8.4 

11.5 

8.5 

MUNI.  NATL.  INTERM. 

7.7 

8.3 

6.2 

MUNI.  S-S  INTERM. 

7.4 

8.3 

6.2 

SHORT-TERM  (GEN.) 

6.6 

7.4 

5.5 

SHORT  GOVERNMENT 

6.5 

7.2 

5.0 

ULTRASHORT  (GEN.) 

5.5 

5.8 

4.7 

MUNI.  SHORT 

5.3 

5.8 

5.0 

INTERNATIONAL  BOND 

2.7 

9.9 

6.2 

ALL  BOND  FUNDS 

8  i 

9.4 

6.8 

TAXABLE  BOND  FUNDS 

8.3 

9.8 

7.1 

TAX-FREE  BOND  FUNDS 

8.3 

9.1 

6.6 

*Pretax  returns,  appreciation  plus  reinvestment  of  dividends 
and  capital  gains 
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Portfolio,  a  zero-coupon  fund  w 
bonds  pay  nothing  until  they  matui 
2025,  which  delivered  a  30.1%  gain, 
that's  a  fund  which,  if  rates  wentll 
could  just  as  easily  lose  30%. 

Most  bond  funds  don't  swing 
much.  Income  is  the  major  componeiio 
their  returns,  though  if  rates  njw 
enough,  they  may  produce  capital  an 
or  losses.  Even  shareholders  in  taM 
empt  funds  are  now  recei^s; 
1099s  advising  them  they  earn 
capital  gains  last  year — andM 
they're  not  tax-exempt. 
weather  eye.  While  bond  fil 
are  less  risky  than  equity  ful 
it  still  pays  to  seek  those  withB 
highest  risk-adjusted  returns,  hi 
potential  upside  from  bonds  isia 
less  than  from  stocks,  so  you  vi 
to  be  sure  fund  managers  arel 
livering  the  maximum  returnls 
the  risk  they  take.  That's  whyffl 
should  start  your  bond-fund  sem 
with  the  A-list  funds. 

Among  the  taxable  funds,  hi 
yield  funds  dominate.  The  jffl 
bonds  they  buy  are  below  invl 
ment  grade,  so  they  pay  higfl 
rates  to  compensate  for  grelfj 
credit  risk.  Rut  that's  not  all.  n 
long  profit  boom  that  fueled  h 
stock  market  also  bolstered  ni 
junk-bond  issuers.  The  bonds  $ 
predated  from  their  improa 
credit  quality,  and  the  default  $ 
was  halved.  Indeed,  high-ylj 
bonds  have  a  higher  correlal 
with  stocks  than  with  Treasure 
Rut  the  linkage  with  the  eqi 
market  may  make  these  funds  \s 
attractive  now.  "We're  starting 
see  some  of  the  pressure  that'ihd 
the  equity  market  spill  ovei'l' 
high-yields,"  says  Thomas  13 
Sorviero,  portfolio  manager  of  I 
A-rated  Fidelity  Spartan  HighliS 
come  Fund.  Rut  Sorviero  saysl 
prepared  for  this  by  deemphasioi 


One  caveat:  Some  of  the  pressures  that  have  been  plaj 


The  Bond  Fund  A-List 


These  83  funds  stand  out  among  all  bond  funds  in  the  BUSINESS  WEEK  Mutual  Fund  Scoreboard. 
They  earned  As,  meaning  they  achieved  superior  risk-adjusted  returns  over  the  past  five  years. 


UND                               AVERAGE  ANNUAL 
TOTAL  RETURN* 

INVFSTMFNT 
CATEGORY 

HIGH-YIELD  A 

12.1 

Hiph  Yiplri 

II 1  gl  1   1 ICIU 

TAX-FREE  INTERMEDIATE 

5.7 

Muni.  Short 

ERICAN  CENT.-BEN.  CA.  MUNI.  HY 

8.2 

Muni.  S-S  Long 

ERICAN  CENT.-BEN.  CA  T/F  LIM.** 

4.5 

Muni.  Short 

ERICAN  HIGH-INCOME 

11.3 

High  Yield 

.VERT  TAX-FR.  RES.  LIMITED-TERM  A 

4.0 

Muni  'Nhnrt 

IVIUI II .  Ol  IUI  l 

.ONIAL  HIGH-YIELD  MUNI.  B** 

6.6 

Muni.  Natl.  Long 

.ONIAL  HIGH-YIELD  SECS.  A 

12.2 

High  Yield 

.ORADO  BONDSHARES** 

8.3 

Muni.  S-S  Interm. 

IS  CONVERTIBLE  SECS.  A 

18.2 

Convertibles 

IS  TAX-FREE  HIGH  INCOME  B 

6.2 

Muni  ^shnrt 

IVIUI II .  Ol IUI  l 

AWARE  NATL.  HI-YLD.  MUNI.  A** 

7.8 

Muni.  Natl.  Interm. 

IYFUS  SHORT-INTRM.  MUNI. 

4.5 

Muni.  Short 

•REE  KY.  TAX-FREE  SHORT-MED.** 

4.4 

Muni.  Short 

ON  VANCE  INCOME  OF  BOSTON 

12.2 

High  Yield 

ERPRISE  HIGH-YIELD  BOND  A 

11.8 

Hioh  Yiplri 

MARATHON  HIGH-INCOME 

11.4 

High  Yield 

RGREEN  FL.  HIGH-INC.  MUNI.  A** 

8.8 

Muni.  S-S  Long 

ELSIOR  SHORT-TM.  T/E  SECS. 

4.1 

Muni.  Short 

CUTIVE  INVESTORS  HI-YIELD** 

11.5 

High  Yield 

HIGH-YIELD  BOND** 

8.9 

Hi  ah  Yiplri 

1  1 1  g  1 1    1  ICIU 

ERATED  HIGH- YIELD 

11.8 

High  Yield 

E RATED  SH-TRM.  MUNI.  INST. 

4.1 

Muni.  Short 

ELITY  ADV.  HI-YIELD  T 

13.4 

High  Yield 

ELITY  CAPITAL  8  INCOME 

12.2 

High  Yield 

ELITY  SPARTAN  HIGH-INCOME 

14.7 

Hioh  Yiplri 

ELITY  SPARTAN  SH.-INT.  MUNI. 

4.9 

Mum.  Short 

ST  INVEST.  FUND  FOR  INCOME  A 

12.3 

High  Yield 

ST  INVEST.  HIGH-YIELD  A 

11.8 

High  Yield 

IUM  TAXSAV1R  BOND** 

6.8 

Muni.  Natl.  Interm. 

INKLIN  AGE  HIGH  INCOME  1 

12.0 

Hioh  Yiplri 

Hi.  1  IICIU 

INKLIN  FED  INT-TRM.  T/F  INCOME** 

7.1 

Muni.  Natl.  Interm. 

INKLIN  FED  TAX-FREE  INCOME  1 

7.1 

Muni.  Natl.  Long 

INKLIN  HIGH  YIELD  T/F  INCOME  1 

8.6 

Muni.  Natl.  Long 

INKLIN  PA  TAX-FREE  INCOME  1 

7.1 

Muni.  S-S  Long 

INKLIN  TX  TAX-FREE  INCOME  1** 

7.1 

Muni.  S-S  Long 

ICOCK  HIGH-YIELD  BOND  B 

11.9 

High  Yield 

ESCO  HIGH-YIELD 

11.6 

High  Yield 

(PER  HIGH-YIELD  A 

'  11,9 

High  Yield 

SBSF  CONVERTIBLE  SECS. 

14.2 

Convertibles 

ITED  TERM  NY  MUNICIPAL  A 
NSTAY  HI-YIELD  CORP.  BOND  B 

6.4 
13.8 

Mum.  Short 
High  Yield 

FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


INVESTMENT 
CATEGORY 


93-97  pretax  returns,  includes  appreciation  plus  reinvestment  of  dividends  and  capital  gains 
or  more  data,  see  Business  Week  Online  DflTfl  M0RNINGSTAR  INC 


from  global  industries  such  as 
energy,  and  steel,  and  emphasiz- 
:  more  domestic  broadcasting,  ca- 
i  telecommunications  issuers.  Two 
Fidelity  high-yielders,  Fidelity 
r  High-Yield  T  and  Fidelity  Cap- 
Income,  also  made  this  year's  A- 
le  three  Fidelity  funds  have  dif- 
managers,  but  they  all  draw  on 
npany's  formidable  research  staff. 


MERRILL  LYNCH  CORP.  Ml  -INC.  B 

10.3 

High  Yield 

MERRILL  LYNCH  MUNI.  LTD.  MAT.  B** 

3.6 

Mum.  Short 

MFS  HIGH-INCOME  A 

11.6 

High  Yield 

NICHOLAS  INCOME 

10.7 

High  Yield 

NORTHEAST  INVESTORS 

15.2 

High  Yield 

NORTHSTAR  HIGH-YIELD  T 

10.9 

High  Yield 

NUVEEN  MUNICIPAL  BOND  R 

6.9 

Muni.  Natl,  long 

OPPENHEIMER  CHAMPION  INCOME  A 

12.0 

High  Yield 

OPPENHEIMER  HIGH-YIELD  A 

11.6 

High  Yield 

T.  ROWE  PRICE  TAX-FREE  HIGH- YIELD 

7.8 

Mum.  Natl.  Long 

T.  ROWE  PRICE  TAX-FREE  SHORT-INTERM. 

4.8 

Muni.  Short 

PRUDENTIAL  CA.  MUNI.  CA.  INCOME  A 

8.5 

Muni.  S-S  long 

PUTNAM  HIGH  YIELD  A 

11.5 

High  Yield 

SAFECO  HIGH-YIELD  NO  LOAD** 

10.5 

High  Yield 

SELIGMAN  HIGH-YIELD  BOND  A 

13.7 

High  Yield 

SELIGMAN  MUNICIPAL  CA.  H/Y  A** 

7.0 

Muni.  S-S  Interm. 

SIT  TAX-FREE  INCOME 

7.5 

Muni.  Short 

SMITH  BARNEY  HIGH-INCOME  B 

10.9 

High  Yield 

SMITH  BARNEY  MUNI.  LTD.  TERM  A 

6.1 

Muni.  Natl.  Interm. 

STATE  ST.  RESEARCH  HIGH-INC.  A 

12.5 

High  Yield 

STEIN  ROE  HIGH-YIELD  MUNIS 

7.3 

Muni.  Natl.  Long 

STI  CLASSIC  INV.  GR.  T/E  INV.** 

8.0 

Muni.  Natl.  Interm. 

STRONG  ADVANTAGE 

6.5 

Ultrashort 

THORNBURG  INTERM.  MUNI  A 

6.8 

Muni.  Natl.  Interm. 

TH0RNBUR6  LTD-YERM  CI  A* 

5.2 

Muni.  Short 

THORNBURG  LTD.-TERM  NATL.  A 

5.3 

Muni.  Short 

U.S.  GLOBAL  INV.  NEAR-TRM.  T/F 

5.4 

Muni.  Short 

UNITED  HIGH-INCOME  A 

11.3 

High  Yield 

UNITED  HIGH-INCOME  II  A 

11.2 

High  Yield 

UNITED  MUNICIPAL  HIGH-INC.  A 

8.9 

Muni.  Natl.  Long 

USAA  TAX-EXEMPT  INTERM.-TERM 

7.1 

Muni.  Natl.  Interm. 

USAA  TAX-EXEMPT  SHORT-TERM 
uohh  ima  tAtrnr  i  o  nun  I  I  cniri 

4.9 

Mum.  Short 

VALUE  LINE  AGGRESSIVE  INCOME 

13.3 

High  Yield 

VAN  KAMPEN  AM  CAP  Ht  INC  A 

11.4 

High  Yield 

VAN  KAMPEN  AM.  CAP.  HI-YIELD  A 

10.8 

High  Yield 

VAN  KAMP.  AM.  CAP.  HI-YLD  MUNI.  A 

8.1 

Mum.  Natl.  Interm. 

VANGUARD  F/l  HIGH-YIELD  CORP. 

11.2 

High  Yield 

VANGUARD  MUNI.  INTERM.-TERM 

6.7 

Mum.  Natl.  Interm. 

VANGUARD  MUNI.  LIMITED-TERM 

4.8 

Mum.  Short 

VANGUARD  MUNI.  SHORT-TERM 

3.8 

Mum.  Short 

WARBURG  PINCUS  NY  INT.  MUNI.** 

5.8 

Mum.  Short 

The  stock  market's  fortunes  may  also 
cloud  the  picture  for  convertible  bond 
funds — which  are  even  more  dependent 
on  the  stock  market  than  high-yields. 
That's  because  convertibles  pay  a  low 
interest  rate  in  exchange  for  the  ability 
to  convert  the  bond  into  equity.  But 
Richard  Janus,  portfolio  manager  of  the 
A-rated  Key  sbsf  Convertible  Securi- 
ties, thinks  converts  are  well-suited  for 


today's  environment.  "In  an  equity  mar- 
ket with  a  gentle  upward  or  downward 
bias,  we'll  do  just  fine,"  he  says.  "And 
we'll  lose  less  money  than  stocks  in  a 
bear  market.  But  there's  no  way  con- 
vertibles can  keep  up  with  the  stock 
market  when  it's  up  30%." 

Well,  Andrew  Davis  of  top-drawer 
Davis  Convertible  Securities  A  came 
dam  close.  The  fund  earned  a  27.8%  to- 


lief  with  equities  are  starting  to  hurt  junk  bonds,  too 
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tal  return,  vs.  33.4%  for  the  s&p  500 
and  17%  for  convertible  funds.  His  se- 
cret? "The  80-50  rule,"  says  Davis.  "I 
don't  invest  in  a  convert  unless  I  believe 
it  will  give  me  at  least  80%  of  the  re- 
turn of  the  common  stock  and  no  more 
than  50%  of  any  losses  on  the  common." 

Investors  looking  to  diversify  away 
from  the  equity  market  may  choose  an 
investment-grade  or  even  government 
bond  fund,  especially  if  they  fear  a  slow- 
er economy  ahead.  You  won't  find  those 
funds  on  the  overall  A  list  this  year,  but 
in  the  category  ratings  (table).  In  the 
general  bond  area,  check  out  Dreyfus 
Short-Term  Income,  Strong  Corporate 
Bond,  and  Invesco  Select  Income.  For 
government  funds,  Sit  U.  S.  Government 
Securities  and  Fidelity  Mortgage  Secu- 
rities are  among  the  highly  rated. 
RULING  FUNDS.  Among  the  top-per- 
forming tax-free  funds,  Franklin  funds 
rule.  In  part,  that's  because  Franklin 
Resources  Inc.,  based  in  San  Mateo, 
Calif.,  with  $49  billion  in  tax-free  bond 
funds,  is  by  far  the  largest  in  the  busi- 
ness and  thus  has  more  funds  to  rate. 
Franklin's  huge  asset  base  affords  it  a 
large  in-house  research  effort  and  gives 
the  company  a  seat  at  the  table  when 
investment  bankers  and  issuers  are 
putting  together  a  muni  bond  deal. 

But  that's  not  all.  Thomas  Kenny, 
who  heads  municipal  bond  research  at 
Franklin,  says  the  firm's  managers 
stress  income,  not  total  return.  So 
Franklin  always  buys  current  coupon 
bonds  at  or  near  par.  When  rates  are 
falling,  says  Kenny,  many  fund  man- 
agers buy  lower-coupon  discount  bonds, 
which  will  score  capital  gains  if  rates 
fall.  "If  the  market  rallies,  we'll  lag," 
he  admits.  "But  if  rates  rise,  we  won't 
be  hurt  as  much.  And  we're  still  getting 
those  higher  yields." 

Franklin's  funds  come  at  a  price. 
They're  broker-sold  and  have  sales 
charges.  Rut  price-sensitive  fund  in- 
vestors can  find  plenty  of  no-load  fund 
managers,  such  as  Vanguard  Group, 
which  also  show  they  can  deliver  ex- 
ceptional risk-adjusted  returns. 

Get  acquainted  with  the  bond  funds 
by  turning  to  the  Scoreboard,  page  115. 

By  Jeff  veil  M.  Laderman 
in  Ncii'  York 

A  greatly  expanded,  interactive  version  of 
this  Scoreboard  is  available  on  Business 
Week  Online  (www.businessweek.com).  It 
features  some  1,700  bond  funds,  more 
data  for  each  than  in  the  magazine,  and 
several  ways  of  searching  for  them. 
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The  Best  Performers 
In  Their  Categories 


Rating  bond  funds  by  category,  we  awarded  As  to  these  funds.  They 
delivered  superior  risk-adjusted  returns  when  compared  with  their  peers. 


FUND 


AVERAGE  ANNUAL 
TOTAL  RETURN* 


SHORT  (GENERAL) 


DREYFUS  SHORT-TERM  INCOME  6  9% 

HARBOR  SHORT  DURATION  5  4 

STRONG  SHORT-TERM  BOND  6  6 


INTERMEDIATE  (GENERAL) 


CITIZENS  INCOME**  7.7 

FEDERATED  BOND  F  9.6 

FORUM  INVESTORS  BOND**  8  3 

FPA  NEW  INCOME  8  2 

STRONG  CORPORATE  BOND  113 

TIP.  CLOVER  FIXED-INCOME**  7  9 
WARBURG  PINCUS  FIXED-INCOME  COM.      8  0 


LONG  (GENERAL) 


FBL  HIGH-GRADE  BOND**  6  8 

INVESCO  SELECT  INCOME  9  2 


SHORT  GOVERNMENT 


FEDERATED  ARMS  INSTL.  SVC.  4  9 

MONTGOMERY  SH.  DUR.  GOVT.  R**  6  5 

NEW  ENGLAND  ADJ.  RATE  U.S.  GOVT.  A  5  0 

SIT  U.S.  GOVERNMENT  SECS.  6  7 


INTERMEDIATE  GOVT. 


ACCESSOR  MORTGAGE  SECURITIES  7.1 

AMER.  CENT.-BEN.  GNMA  INV.  6  8 

CARDINAL  GOVT.  OBLIGATIONS  6  4 

DREYFUS  BASIC  GNMA**  7  6 

FIDELITY  M0RT.  SECS.  INIT.  7  9 

LEXINGTON  GNMA  INCOME  7  4 

SMITH  BREEDEN  INTERM.  DUR.  GOV.**  7  8 

USAAGNMA  7.1 

VANGUARD  F/l  GNMA  7.2 


AMERICAN  CENT.-BEN.  CA  MUNI.  HY 
EVERGREEN  FL  HIGH-INC.  MUNI.  A** 
FIDELITY  SPARTAN  PA.  MUNI.  INC. 
FRANKLIN  AL  TAX-FREE  INC.  I 
FRANKLIN  AZ  TAX-FREE  INC  I 
FRANKLIN  CA  TAX-FREE  INC  I 
FRANKLIN  CO  TAX-FREE  INC  I 
FRANKLIN  FL  TAX-FREE  INC  I 
FRANKLIN  GA  TAX-FREE  INC  I** 
FRANKLIN  IN  TAX-FREE  INCOME** 
FRANKLIN  LA  TAX-FREE  INC  I** 
FRANKLIN  MA  INS.  T/F  INC.  I 
FRANKLIN  MO  TAX-FREE  INC.  I 
FRANKLIN  NY  TAX-FREE  INC.  I 
FRANKLIN  PA  TAX-FREE  INC.  I 
FRANKLIN  TX  TAX-FREE  INC.  I 
FRANKLIN  VA  TAX-FREE  INC.  I 
OCEAN  STATE  TAX-EXEMPT** 
T.  ROWE  PRICE  MD  TAX-FREE** 
PRUDENTIAL  CA  MUNI  CA  INC.  A 
SMITH  BARNEY  MUNI.  FL  A 
TAX-FREE  FUND  OF  VT 
USAA  VA  BOND 


*  1993-97  pretax  returns,  includes  appreciation  plus  reinvestment  of  dividends  and  capital  gains 
"For  more  data,  see  Business  Week  Online 

DATA  MORNINGSTAR  INC. 


LONG  GOVERNMENT 

WASATCH- HOI SINGT ON  U.S.  TREAS.** 

8.0 

CONVERTIBLES 

KEY  SBSF  CONVERTIBLE  SECS. 

14.2 

HIGH-YIELD 

FIDELITY  SPARTAN  HIGH-INCOME 
MAINSTAY  HI-YIELD  CORP.  BO.  B 
NORTHEAST  INVESTORS 

14.7 
13.8 
15.2 

MULTISECTOR 

T.  ROWE  PRICE  SPECTRUM  INCOME 

9.7 

INTERNATIONAL 

GLOBAL  TOTAL  RETURN  A 
PAYDEN  &  RYGEL  GLOBAL  F/l  A 
PRUDENTIAL  INTL.  BOND  A 

10.3 
8.4 
10.6 

FUND 


AVERAGE  ANNUi 
TOTAL  RETURt 


I 


5 


MUNICIPAL  SHORT 


DAVIS  TAX-FREE  HIGH  INCOME  B 


MUNICIPAL  NATIONAL  INTERM. 


DELAWARE  NATL.  HI-YLD.  MUNI.  A* 
STI  CLASSIC  INV.  GR.  T/E  INV.** 
VAN  KAMPEN  AM.  CAP.  H-Y  MUNI  A 


7.8 
8.0 
81 


MUNICIPAL  NATIONAL  LONG 


COLONIAL  HIGH-YIELD  MUNI.  B**  6  6 

FRANKLIN  FED.  TAX-FREE  INC.  I  7.1 

FRANKLIN  HIGH  YLD.  T/F  INC.  I  8  6 

NUVEEN  MUNICIPAL  BOND  R  6.9 
T.  ROWE  PRICE  TAX-FR.  EE  HIGH-YIELD      7  8 

PRUDENTIAL  MUNI.  HIGH-YIELD  B  7  3 

STEIN  ROE  HIGH-YIELD  MUNIS  7  3 

UNITED  MUNICIPAL  HIGH-INC.  A  8.9 


MUNI,  SINGLE-STATE  INTER* 


COLORADO  BONDSHARES** 
DELAWARE-VOYAGEUR  T/F  INT.  A** 
FRANKLIN  CA  INTERM.-TERM  T/F** 
IDAHO  TAX-EXEMPT** 
PUTNAM  NY  TAX  EXEMPT  0PP0RT.  A 
SELIGMAN  MUNICIPAL  CA  H/Y  A** 


8.3 
5.3 
7.1 
6.0 
6.9 
7.0 


MUNI.  SINGLE-STATE  LONG 
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WEEK  RATING 

easure  risk-adjusted 
ce.  This  shows  how 
j  performed  relative  to 
s  and  relative  to  the 
k  it  took.  Risk-adjusted 
ce  is  determined  by 
g  a  fund's  risk-of-loss 
!  below)  from  its  his- 
return.  Performance 
is  are  based  on  the 
me  period  between 
i93,  and  Dec.  31, 
BW  ratings,  funds  are 
to  taxable  and  tax- 
nds.  Funds  are  also  rat- 
others  in  their  catego- 
.  are  based  on  a  normal 
distribution  within 
d  and  awarded  as 

SUPERIOR  

VERY  GOOD  

ABOVE  AVERAGE 

AVERAGE  

BELOW  AVERAGE 

POOR  

VERY  POOR 


RISK 

The  risk-of-loss  factor  is  the 
potential  for  losing  money  in  a 
fund,  calculated  as  follows:  The 
monthly  Treasury  bill  return  is 
subtracted  from  the  fund's  total 
return  for  each  of  the  60  months 
in  the  rating  period.  When  a  fund 
has  not  performed  as  well  as 
Treasury  bills,  the  result  is  nega- 
tive. The  sum  of  these  negative 
numbers  is  then  divided  by  the 
number  of  months  in  the  period. 
The  result  is  a  negative  number, 
and  the  greater  its  magnitude, 
the  higher  a  shareholder's  risk  of 
loss. 

PERFORMANCE  COMPARISON 

The  tables  provide  performance 
data  over  three  time  periods. 
Here  are  equivalent  total  returns 
for  the  Lehman  Brothers  bond 
indexes  during  those  periods: 

GOVT./CORP.  MUNI. 
1997  9.8%  9.2% 

3-year  average  (1995-97)  10.4%  10.2% 
5-year  average  (1993-97)     7.6%  7.4% 

FUND  CATEGORIES 

General  bond  funds  are  classified 
long-term  (CD,  intermediate-term 
(CI),  short-term  (CS)  and  ultra- 
short (UB);  government  funds, 


long  (GL),  intermediate  (Gl)  and 
short  (GS);  municipal  funds, 
national  long  (ML),  national 
intermediate  (Ml),  single-state 
long  (SL),  single-state  intermedi- 
ate (SI)  and  short-term  (MS); 
specialized  funds,  convertible 
(CV),  high-yield  (HY),  internation- 
al (IB),  and  multisector  (MU). 
SALES  CHARGE 

The  cost  of  buying  a  fund,  com- 
monly called  the  "load."  Many 
funds  take  loads  out  of  initial 
investments,  and  for  ratings  pur- 
poses, performance  is  reduced  by 
these  charges.  Loads  on  with- 
drawals can  take  two  forms. 
Deferred  charges  decrease  over 
time.  Redemption  fees  are 
imposed  whenever  investors  sell 
shares.  Funds  with  none  of  these 
charges  are  called  "no-load." 
EXPENSE  RATIO 
Fund  expenses  for  1997  as  a 
percentage  of  average  net  assets. 
The  measures  show  how  much 
shareholders  pay  for  fund  man- 
agement. Footnotes  indicate 
12(b)-l  plans,  which  allocate 
shareholder  money  for  marketing 
costs.  The  average  expense  ratio 


is  1.01%  for  taxable  funds, 
0.85%  for  tax-free  funds. 

TOTAL  RETURN 

A  fund's  net  gain  to  investors, 
including  reinvestment  of  divi- 
dends and  capital  gams  at 
month-end  prices. 

YIELD 

Income  distributions  during 
1997  expressed  as  a  percent  of 
net  asset  value,  adjusted  for  cap- 
ital gains. 

MATURITY 

The  average  maturity  of  the  secu- 
rities in  a  fund's  portfolio, 
weighted  by  market  value. 

HISTORY 

A  fund's  relative  performance 
during  the  five  12-month  periods 
from  Jan.  1,  1993,  to  Dec.  31, 
1997.  The  numbers  designate 
which  quartile  the  fund  was  in 
during  the  period:  O  for  the  top 
quartile;  13  for  the  second  quar- 
tile; Q  for  the  third  quartile;  EI 
for  the  bottom  quartile.  No  num- 
ber indicates  no  data  for  that 
period. 

TELEPHONE  NUMBERS 

See  index  on  page  126. 


RATING 

CATEGORY 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

HISTORY 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(RATING  COMPARES  FUND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RETURN 

%) 

YIELD  MATURITY 

RESULTS  VS. 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

$MIL. 

1996-97 

CHARGE  (%) 

RATIO  (%) 

1  YR 

3  YR 

5  YR. 

(%) 

(YEARS) 

ALL  FUNDS 

BLE 

IMA  &  U.S.  TREASURY 

B 

GS 

C 

4565.5 

-5 

No  load 

0.64 

8.0 

8.4 

5.8 

6.5 

NA 

□QQBO 

SH-QUALITY  BOND 

■C- 

CI 

c 

4513.7 

799 

No  load 

0.91 

7.8 

9.1 

6.6 

5.7 

9.2 

SSBOB 

OR  MORTGAGE  SECURITIES 

B 

Gl 

A 

108.0 

46 

No  load 

0.95 

9.5 

10.1 

7.1 

5.7 

7.2 

□hboo 

E  CAPITAL  1  RETIREMENT  INCOME 

B 

CL 

B 

197.2 

15 

No  load 

0.82 1 

12.2 

13.0 

9.2 

7.0 

16.4 

u&oebo 

1-YIELD  A 

A 

HY 

B 

1787.8 

41 

4.75 

0.97  t 

12.5 

14.9 

12.1 

8.9 

7.4 

Hasan 

)ME  A 

C 

MU 

F 

339.2 

19 

4.75 

0.97  T 

11.9 

14.3 

9.7 

6.5 

12.8 

■SHOO 

:RMEDIATE  GOVERNMENT  A 

C- 

Gl 

C 

166.8 

-4 

4.75 

LOOT 

9.1 

9.1 

6.1 

6.7 

6.8 

210000 

.  MATURITY  TREASURY  RET. 

B 

GS 

B+ 

384.9 

2 

1.00 

0.54 1 

6.0 

6.7 

5.0 

5.4 

1.6 

□OBOE! 

E  BOND  CORPORATE  BOND  B 

CL 

573.7 

37 

3.00" 

1.82 1 

11.1 

15.6 

NA 

7.9 

20.1 

BHBB 

E  BOND  U.S.  GOVERNMENT  B 

D 

Gl 

D 

432.5 

-23 

3.00" 

1.73 1 

7.8 

7.4 

5.1 

6.9 

5.0 

assail 

E  GLOBAL  DOLLAR  GOVERNMENT  B 

IB 

94.3 

14 

3.00" 

2.26 1 

8.4 

23.0 

NA 

8.8 

13.0 

ebis 

E  MORTGAGE  SECURITIES  INCOME  A 

C- 

Gl 

C 

372.2 

-9 

4.25 

1.03t 

8.4 

9.2 

6.1 

6.6 

NA 

E  MULTI-MARKET  STRATEGY  A 

F 

IB 

C- 

96.0 

41 

4.25 

1.64t 

6.7 

9.5 

4.9 

9.4 

3.5 

saaoa 

E  NORTH  AMER.  GOVT.  INCOME  B 

F 

IB 

F 

1393.2 

6 

3.00" 

3.05  T 

14.2 

22.1 

8.2 

11.2 

11.4 

BBSSH 

E  SHORT-TERM  MULTI-MARKET  A 

D 

IB 

C 

431.5 

11 

4.25 

1.291 

5.3 

7.9 

4.4 

7.9 

1.3 

aaaaa 

VINTAGE  FIXED-INCOME 

C 

CI 

c 

103.8 

15 

No  load 

1.20t 

7.1 

8.0 

5.9 

5.1 

5.1 

sssas 

\N  CENT.-BENHAM  BOND  INV.  (a) 

C 

CI 

C 

127.4 

-7 

No  load 

0.79 

8.7 

10.2 

7.1 

6.1 

9.5 

ssaas 

IN  CENT.-BENHAM  GNMA  INV.  (b) 

B 

Gl 

A 

1224.8 

8 

No  load 

0.55 

8.7 

9.8 

6.8 

6.5 

22.0 

annua 

M  CENT.-BENHAM  INTERM.  TREAS.  (c) 

C 

Gl 

B+ 

361.3 

7 

No  load 

0.51 

8.3 

8.6 

6.2 

5.6 

6.0 

aasss 

VN  CENT.-BENHAM  INTL.  BOND  (d) 

F 

IB 

C- 

179.2 

-29 

No  load 

0.83 

-5.9 

7.6 

7.7 

0.3 

NA 

aaaaa 

IN  CENT.-BENHAM  LONG  TREAS.  (e) 

r 

GL 

C- 

125.2 

3 

No  load 

0.60 

14.7 

13.5 

9.3 

5.6 

20.9 

aaaaa 

\N  CENT.-BENHAM  S/T  GOVT.  INV.  (f) 

B 

GS 

C 

513.3 

49 

No  load 

0.70 

6.0 

6.8 

4.8 

5.5 

3.8 

aaaaa 

\N  CENT.-BENHAM  TARGET  2000  (g) 

D 

Gl 

C- 

245.3 

-8 

No  load 

0.56 

7.1 

9.5 

6.9 

0.0 

2.5 

aaaaa 

\N  CENT.-BENHAM  TARGET  2005  (h) 

F 

GL 

D 

297.2 

23 

No  load 

0.57 

11.6 

13.1 

8.8 

0.0 

7.5 

aaaaa 

\N  CENT.-BENHAM  TARGET  2010  (i) 

F 

GL 

D 

145.8 

33 

No  load 

0.62 

16.8 

16.7 

11.5 

0.0 

12.5 

redemption  fee.  "  Includes  deferred  sales  charge,  t  12(b)-l  plan  in  effect,  t  Not  currently  accepting  new  accounts.  NA  =  Not  available.  NM  =  Not  meaningful. 

wentieth  Cent.  L-T  Bd.  (b)  Prev.  Benham  GNMA  Income,  (c)  Prev.  Benham  Treasury  Note,  (d)  Prev.  Benham  European  Government  Bond,  (e)  Prev.  Benham  Long-Term  Trea- 

ncy.  (f)  Prev.  20th  C.  U.S.  Govts.  S-T.  (g)  Prev.  Benham  Target  Maturities  2000.  (h)  Prev.  Benham  Target  Maturities  2005.  (i)  Prev.  Benham  Target  Maturities  2010. 

DATA:  MORNINGSTAR,  INC.,  CHICAGO,  IL. 
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Bond  Fu'i 


FUND 


RATING     CATEGORY     RATING  SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%  CHG 
1996-97 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE 

TOTAL  RETURN  (%) 
1  YR.    3  YR     5  YR 


PORTFOLIO  HIS 

YIELD  MATURITY  RE. 
(%)    (YEARS)  AL 


AMERICAN  CENT.-BENHAM  TARGET  201S  (j)  F  GL 

AMERICAN  CENT.-BENHAM  TARGET  2020  (k)  F  GL 

AMERICAN  CENT.-BENHAM  TARGET  2025  (I)  GL 

AMERICAN  HIGH-INCOME  A  HY 

AMSOUTH  BOND  CLASSIC  C-  CL 


127.6  8 

601.5  -32 

150.4  230 

2194.2  31 

304.0  128 


No  load 
No  load 
No  load 
4.75 
3.00 


0.61 
0.53 
0.62 
0.82  t 
0.75 


22.9 
28.6 
30.1 
11.6 
9.2 


20.6 
23.7 

NA 
15.3 

9.9 


12.5 
15.4 
NA 
11.3 
7.1 


0.0  17.5  D 

0.0  22.5  U 

0.0  27.5 

7.6  5.3  BBI 

5.8  8.6  SB! 


AMSOUTH  LIMITED  MATURITY  CLASSIC  C  CS  D 

ARMADA  BOND  INSTITUTIONAL  (in)  Gl 

ASSET  MGMT.  ADJUSTABLE  RATE  B+  UB  B 

ASSET  MGMT.  SHORT  U.S.  GOVT.  SEC.  B  GS  B 

ATLAS  U.S.  GOVT.  &  MORTGAGE  A  C  Gl  B 


118.6  181  3.00  0.76  6.7  7.7  5.5 

94.3  5  4.00  0.83 1  8.0  8.4  NA 

762.0  2  No  load  0.47 1  6.6  7.2  5.6 

105.8  -40  No  load  0.48 1  6.3  7.1  5.4 

199.3  -11  3.00  1.02 1  7.9  9.2  6.2 


5.6  3.4  E 

5.8  10.0 

6.1  3.5  E 
6.0  2.2  QUI 

6.2  NA  V. 


BABSON  BOND  L 

BERNSTEIN  GOVT.  SHORT  DURATION 
BERNSTEIN  INTERM.  DURATION 
BERNSTEIN  SHORT  DURATION  PLUS 
BLAIR  (WILLIAM)  INCOME 


C  CI  B  131.9  -4  No  load  0.97  9.3  9.3  7.0  6.2  10.4  OB 

B  GS  B+  144.6  8  No  load  0.69  5.9  6.6  5.0  5.6  1.7  OB! 

C  CI  B  2136.6  34  No  load  0.63  7.7  9.5  7.0  6.3  7.0  El! 

B+  CS  B  597.2  9  No  load  0.65  5.6  6.7  5.2  6.1  1.7  Qi 

B  CS  C  160.1  7  No  load  0.70  8.0  8.4  6.4  6.3  4.5  S3: 


BLANCHARD  FLEXIBLE  INCOME  B  MU 

BLANCHARD  SHORT-TERM  FLEXIBLE  INCOME  CS 

BOND  FUND  OF  AMERICA  B  CI 

BOSTON  1784  INCOME  (n)  CI 

BOSTON  1784  SHORT-TERM  INCOME  (o)  CS 


B  + 


151.3 
125.0 
8176.1 
376.8 
193.7 


-14 
-17 
17 
17 
33 


No  load 
No  load 
4.75 
No  load 
No  load 


1.59t 
1.44 1 
0.71 1 
0.80 1 
0.65 1 


9.4 
7.2 
9.3 
7.9 
6.3 


10.1 
7.7 

11.3 
9.3 
7.3 


7.5 
NA 
8.4 
NA 
NA 


6.0 
5.6 
7.0 
6.1 
5.7 


4.6 
1.8 
6.7 
12.1 
2.1 


BOSTON  1784  U.S.  GOVT.  MEDIUM-TERM  (p)  GS 

CAPITAL  WORLD  BOND  C  IB 

CARDINAL  GOVERNMENT  OBLIGATION  B  Gl 

CHICAGO  TRUST  BOND  CI 

COLONIAL  FEDERAL  SECURITIES  A  D  GL 


240.5 
710.0 
125.0 
126.0 
864.9 


22 
-13 
-6 
49 
-13 


No  load 
4.75 
4.50 

No  load 
4.75 


0.79  t 
1.07 1 
0.78 
0.80 1 
1.l8t 


8.1 
-3.4 
9.0 
9.0 
9.9 


8.5 
8.8 
9.6 
10.0 
10.2 


NA 

8.2 
6.4 
NA 
7.1 


6.0 
5.4 
6.9 
6.0 


7.1 

6.9  a 
23.1  EUH 
8.2  Bl 


6.1  10.9 


COLONIAL  HIGH-YIELD  SECURITIES  A  A  HY  B+  589.0  13           4.75  1 .20 1  13.1  14.3  12.2  7.8  8.2 

COLONIAL  INCOME  A  C-  CL  C  119.7  -8           4.75  I.IOt  8.6  10.6  7.8  6.8  11.1 

COLONIAL  INTERM.  U.S.  GOVT.  A  (q)  C  Gl  C  708.6  -19          4.75  1.11  t  8.3  8.6  5.8  5.9  6.9 

COLONIAL  STRATEGIC  INCOME  B  B+  MU  C  827.9  5           5.00**  1.93 1  7.2  11.8  9.0  6.8  9.8 

COLUMBIA  FIXED-INCOME  SECURITIES  C  CI  B  377.8  6  No  load  0.64  9.6  10.4  7.5  6.3  5.4 


COMMERCE  BOND  INSTITUTIONAL  CI 

COMMON  SENSE  GOVERNMENT  1  D  Gl 

COMPOSITE  U.S.  GOVT.  SECURITIES  A  C-  Gl 

DAVIS  CONVERTIBLE  SECURITIES  A  A  CV 

DEAN  WITTER  CONVERTIBLE  B  (r)  B+  CV 


244.0  59 

F          239.8  -14 

C-        108.2  -22 

B+         89.8  110 

C         317.1  29 


3.50 
6.75 
4.00 
4.75 
5.00' 


0.84 
0.84 
0.97  t 
1.05 1 
1.89 1 


9.0  10.0 

8.9  9.0 

9.9  10.4 

28.7  28.3  18.2 

16.4  18.0  13.0 


NA 

5.9 
6.7 


6.0  NA 

5.8  NA 

5.7  10.6 

2.8  8.6 
3.8  7.9 


OBI 


DEAN  WITTER  DIVERSIFIED  INCOME  B  (s)  B+  MU  C  942.6  21  5.00**  1.44  6.0  9.0  7.0  7.7  NA 

DEAN  WITTER  FEDERAL  SECURITIES  B  (t)  D  Gl  D  616.1  -12  5.00**  1.52  8.9  9.3  6.2  6.3  NA 

DEAN  WITTER  INTERM.  INCOME  B  (u)  C  CI  C  154.7  -20  5.00**  1.63 1  6.4  7.6  5.6  5.5  NA 

DEAN  WITTER  SHORT-TERM  U.S.  TREAS.  C  GS  C  280.5  -6  No  load  0.831  6.1  6.6  4.6  5.4  NA 

DEAN  WITTER  U.S.  GOVT.  SECURITIES  B  (v)  C  Gl  C  5414.6  -16  5.00**  1.25t  8.6  9.3  6.2  6.1  8.0 


DEAN  WITTER  WORLDWIDE  INCOME  B  (w)  C  IB 

DELAWARE  DELCHESTER  A  B+  HY 

DELAWARE  LIMITED-TERM  GOVT.  A  C  GS 

DELAWARE  U.S.  GOVT.  A  D  Gl 

DG  GOVERNMENT  INCOME  C-  CI 


B  90.3  -19 

D  1023.4  2 

C-  356.8  -23 

D  144.3  -7 

C-  262.1  9 


5.00  ' 

4.75 

3.00 

4.75 

2.00 


1.93  t 
1.04t 
0.93  t 
1.16 1 
0.70 


3.3 
13.7 
5.1 
8.3 
8.8 


11.1 
13.3 
5.8 
8.2 
9.2 


7.6 
10.1 
4.1 
5.2 
6.6 


7.5  NA  QBE 

8.7  7.9  BBE 

6.8  12.7  QBE 
6.8  20.0  OBI 
5.5  7.9  BBE 


DODGE  &  COX  INCOME  B  CI  B-f  693.0  30  No  load  0.50  10.0  11.1  8.2 

DREYFUS  100%  U.S.  TREAS.  INTERM.  TERM  C  Gl  C  187.7  -2  No  load  0.70  7.6  8.7  6.5 

DREYFUS  100%  U.S.  TREAS.  LONG  TERM  D  GL  C  133.8  -2  No  load  0.80  11.7  12.1  8.3 

DREYFUS  100%  U.S.  TREAS.  SHORT  TERM  B  GS  B  194.6  4  No  load  0.70  6.1  7.2  5.6 

DREYFUS  A  BONDS  PLUS  C  CI  C  633.3  5  No  load  0.96  9.4  10.6  7.8 


6.0  12.5  BBi 

7.2  6.9 

6.1  18.8 

6.3  2.8  QBE 
5.9  14.8  BBi 


DREYFUS  GNMA 

DREYFUS  HIGH-YIELD  SECURITIES 
DREYFUS  PREMIER  GNMA  A  (x) 
DREYFUS  SHORT-INTERM.  GOVT. 
DREYFUS  SHORT-TERM  HIGH-YIELD 


B 


Gl 
HY 
Gl 
GS 
HY 


B  + 


1199.1 
139.3 
94.9 
477.5 
156.0 


249 
-15 
-15 
409 


No  load 
1.00' 
4.50 
No  load 
No  load 


0.96 1 
0.29 
1.04 
0.74 
NA 


8.8 
16.7 
8.9 
6.1 
12.6 


94 
NA 

9.4 
7.5 
NA 


6.4 
NA 
6.6 
5.8 
NA 


6.1 
11.2 
5.8 
6.2 
9.8 


22.2 
7.4 

22.0 
4.4 
2.8 


□BE 


DREYFUS  SHORT-TERM  INCOME  B+  CS  A  294.5  37  No  load  0.80  8.2  8.5  6.9  7.1  8.8 

DREYFUS  STRATEGIC  INCOME  B  MU  C  277.0  -6  No  load  1.04  11.2  12.7  9.1  6.8  13.9 

EATON  VANCE  GOVT.  OBLIGATIONS  A  (y)  C  GS  C  276.8  -9  3.75  1.86 1  7.3  8.5  6.5  7.6  3.5 

EATON  VANCE  INCOME  OF  BOSTON  A  HY  B  209.2  36  3.75  1.07 1  16.4  15.2  12.2  9.0  6.5 

EATON  VANCE  SHORT-TERM  TREASURY  B+  UB  C  476.7  292  No  load  0.60 1  5.0  5.5  4.5  1.8  NA 


EATON  VANCE  STRATEGIC  INCOME  B  (z)  B  MU  D  133.5  2 

EATON  VANCE  MARATHON  HIGH-INCOME  A  HY  B  657.6  11 

EVERGREEN  DIVERSIFIED  BOND  B  (aa)  C  CI  C  445.1  -19 

EVERGREEN  HIGH-YIELD  BOND  B  (bb)  C-  HY  F  527.7  -11 

EVERGREEN  QUALITY  BOND  B  (cc)  D  CL  C-  177.9  17 


5.00**  2.17 1  8.7 

5.00**  1.77 1  15.4 

4.00**  1.87 1  11.1 

4.00**  1 .95 1  13.0 

4.00**  1.98 1  7.9 


13.7  9.1  8.4  NA  3QE 

14.3  11.4  8.1  6.5  BBE] 

10.6  7.5  5.9  12.9  ODE3 

11.1  8.7  7.4  6.3  BOO 

8.5  5.7  5.1  11.2  OSB 


EVERGREEN  STRATEGIC  INCOME  B  (dd)                        MU                      117.3  -3  5.00**  2.02 1  7.9  9.4  NA  6.4  9.5 

EVERGREEN  U.S.  GOVERNMENT  B                                 Gl                       143.4  -8  5.00**  1.73 1  7.9  8.5  NA  5.7  9.2 

EXCELSIOR  INTERM.-TERM  MGD.  INCOME  C           CI  C          91.4  20  No  load  0.63  8.5  9.7  6.6  5.7  7.3 

EXCELSIOR  MANAGED  INCOME  C-          CL  C          197.6  5  No  load  0.90  9.8  10.6  7.5  5.5  20.9 

FEDERATED  ADJ.  RATE  U.S.  GOVT.  F  B           GS  B+        186.5  -17  1.00**  1.02t  5  9  6.7  4.6  5.6  0.8 


'Includes  redemption  fee  "Includes  deferred  sales  charge  1 1 2(b)- 1  plan  in  effect  tNot  currently  accepting  new  accounts  or  deposits  NA 
(])  Prev.  Benham  Tar.  Mat.  2015.  (k)  Prev.  Ben.  T.  M.  2020.  (I)  Prev.  Benham  T.  M.  2025.  (m)  Prev.  Armada  Interm.  Govt.  Instl.  (n)  Prev.  1784  Inc.  (o)  Prev.  1784 
Colonial  U.S.  Govt.  A.  (r)  Prev.  DW  Conv.  Prev  DW  Divers.  Inc.  (t)  Prev.  DW  Fed.  (u)  Prev.  DW  Intmd.  Inc.  (v)  Prev.  OW  U.S.  Govt,  (w)  Prev.  DW  Wwde.  Inc.  (x)  Prev. 
Prev  EV  Mar.  Strat.  Inc.  B.  (aa)  Prev.  Keystone  Div.  Bd.  B-2.  (bb)  Prev  Keyston  Hi-lnc.  B-4.  (cc)  Prev.  Keystone  Qual.  Bd.  B-l.  (dd)  Prev.  Keystone  Strat.  Inc  B. 


=Not  available  NM=Not  meaningful. 
S-T  Inc.  (p)  Prev.  1784  U.S.  Govt.  M-T  Inc.  (q 
Premier  GNMA  A.  (y)  Prev.  EV  Tradl.  Govt.  Ot 
DATA  MORNINGSTAR,  INC.,  CHICAG 


rUAL  FUND  SCOREBOARD  Bond  Funds 


RATING 

CATEGORY 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

HISTORY 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(RATING  COMPARES  FUND 

HO  JL 10 

%  CHG 

SAI  [  S 

TOTAL  RETURN  (%) 

YIELD 

MATURITY 

RESULTS  VS. 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

$MIL 

1996-97 

CHARGE  (%) 

RATIO  (%) 

1  YR. 

3  YR. 

5  YR. 

(%) 

(YEARS) 

ALL  FUNDS 

ATED  ARMS  INSTITUTIONAL 

B+ 

GS 

A 

112.4 

15 

No  load 

0.80 1 

6.1 

7.0 

4.9 

5.8 

0.6 

zsnaaa 

ATED  BOND  F 

B+ 

CI 

A 

353.4 

26 

2.00  ** 

1.08 

10.9 

12.0 

9.6 

7.0 

1 1.0 

nnnnn 

ATED  FUND  FOR  U.S.  GOVT.  A 

c 

Gl 

B 

1 1 64.4 

-5 

4.50 

0.95 

8.5 

8.9 

5.9 

6.5 

NA 

nnciEici 

ATED  GOVT.  INCOME  SECURITIES  F 

c 

Gl 

B 

1477.7 

-20 

2.00  *  * 

0.96 

9.5 

9.3 

6.1 

6.9 

NA 

ytCMHIUlgl 
UMEIKiU 

ATED  HIGH-INCOME  BOND  B 

HY 

853.9 

91 

5.50  ** 

1.99 1 

12.4 

14.4 

NA 

7.8 

5.4 

UUU 

ATED  HIGH-YIELD 

A 

HY 

B 

1  121.3 

26 

No  load 

0.88 

13.3 

15.0 

1 1.8 

8.6 

5.2 

ooooa 

ATED  INCOME  INSTL. 

B 

Gl 

B  + 

759.2 

-10 

No  load 

0.58 

8.9 

9.6 

6.5 

6.5 

NA 

nfmnKi 

uilcjilc] 

ATED  INTERM.  INCOME  INSTL. 

CI 

152.6 

23 

No  load 

0.55 

8.7 

10.5 

NA 

6.3 

9.3 

UMJ  El  S 

ATED  INTL.  INCOME  A 

p 

IB 

c 

171.6 

-12 

4.50 

1.30 1 

-5.0 

7.4 

8.4 

6.1 

7.9 

gg&.ig»icMyi 

ATED  LTD.  TERM  A 

B 

CS 

c 

91 .2 

-18 

1.00 

I.IOt 

7.1 

7.9 

5.9 

5.9 

2.4 

nnniui 
fcliluUU 

ATED  SHORT-TERM  INCOME  INSTL. 

B+ 

CS 

B 

199.1 

-13 

No  load 

0.56 

6.4 

7.5 

5.5 

6.1 

1 .8 

□□□HQ 

ATED  STRATEGIC  INCOME  B 

MU 

323.7 

145 

5.50  ** 

1.80 1 

7.7 

NA 

NA 

7.6 

6.8 

II  E] 

TY  ADV.  EMERG.  MKTS.  T 

IB 

85.1 

9 

3.50 

1.48 1 

16.4 

20.5 

NA 

7.8 

17.6 

ri  wm  m 

bmwi 

TY  ADV.  GOVT.  INVMNT.  T 

c- 

Gl 

c- 

148.4 

-31 

3.50 

0.99 

8.7 

9.3 

6.6 

5.8 

8.3 

BBBOB 

TY  ADV.  HIGH-YIELD  T 

A 

HY 

B  + 

2268.1 

28 

3.50 

1.1 1  t 

17.0 

16.5 

13.4 

8.3 

7.7 

auuOB 

TY  ADV.  INTERM.  BOND  T 

c 

CS 

c- 

279.8 

7 

2.75 

0.96 1 

7.0 

7.5 

6.2 

5.8 

5.7 

BEK3BO 

TY  ADV.  SHORT  FIXED-INCOME  T 

B 

CS 

c 

357.8 

-1 1 

1 .50 

0.88  t 

6.2 

6.8 

5.2 

6.1 

2.2 

TY  ADV.  STRATEGIC  INCOME  T 

MU 

1 15.0 

17 

3.50 

1.22 1 

9.2 

14.6 

NA 

7.0 

7.2 

1 1 u  r  1 

TY  CAPITAL  &  INCOME 

A 

HY 

c 

2096.1 

-3 

1 .50  * 

0.86 

14.7 

14.3 

12.2 

6.8 

7.5 

ilea tail Si 

TY  CONVERTIBLE  SECURITIES 

c 

CV 

c- 

1029.1 

-8 

No  load 

0.83 

14.5 

16.3 

12.7 

3.6 

NA 

fttlEMSU 

TY  GINNIE  MAE 

B 

Gl 

B+ 

862.5 

9 

No  load 

0.75 

8.7 

10.0 

6.7 

6.5 

6.1 

□□BOB 

TY  GOVERNMENT  SECURITIES 

C- 

Gl 

c 

1 1 64.9 

20 

No  load 

0.72 

8.9 

9.5 

6.9 

6.2 

8.0 

ElElClfflEI 

TY  INTERMEDIATE  BOND 

B 

CS 

c 

3193.4 

4 

No  load 

0.69 

7.6 

8.0 

6.7 

6.4 

5.3 

tJDUEIEI 

TY  INVESTMENT  «  RADE  BOND 

c 

CI 

B 

1649.6 

13 

No  load 

0.75 

8.9 

9.0 

7.4 

6.2 

8.9 

UcicJcIei 

TY  MORTGAGE  SECURITIES  INITIAL  (ee) 

B  + 

Gl 

A 

488.3 

-6 

No  load 

0.73 

9.0 

10.4 

7.9 

6.2 

5.9 

□OBDB 

TY  NEW  MARKETS  INCOME 

IB 

371.3 

21 

1.00 

1.09 

17.4 

21 .5 

NA 

9.5 

15.7 

□□Ha 

TY  SHORT-INTERM.  GOVT. 

B 

GS 

C 

123.4 

2 

No  load 

0.81 

6.6 

7.5 

5.2 

6.1 

3.6 

□□□BO 

TY  SHORT-TERM  BOND 

B 

CS 

c 

876.1 

-12 

No  load 

0.70 

6.2 

6.9 

5.1 

6.3 

6.1 

BB0OO 

TY  SPARTAN  GINNIE  MAE 

B 

Gl 

B+ 

593.7 

34 

No  load 

0.51 

9.0 

10.1 

6.9 

6.7 

6.1 

UUBK1B 

TY  SPARTAN  GOVT.  INCOME 

c 

Gl 

c 

279.8 

1 

No  load 

0.60 

9.2 

9.8 

6.5 

6.2 

8.7 

'  ffi  #  WML 

TY  SPARTAN  HIGH-INCOME 

A 

HY 

A 

2446.9 

42 

1.00* 

0.80 

16.9 

1 6.5 

14.7 

7.7 

8.2 

QOODD 

rY  SPARTAN  INVESTMENT  GRADE  BOND 

C 

CI 

B 

658.3 

83 

No  load 

0.48 

9.3 

1 0.2 

8.0 

6.2 

8.4 

KIEUIEICI 

UKJliElEi 

TY  SPARTAN  LTD.  MAT.  GOVT. 

B 

GS 

B 

758.1 

6 

No  load 

0.38 

7.7 

8.5 

6.1 

7.0 

4.5 

ODBBS 

TY  SPARTAN  SHORT-TERM  BOND 

B 

CS 

c 

284.1 

-1 1 

No  load 

0.65 

6.5 

7.2 

5.1 

6.5 

2.3 

ElauuQ 

INVESTORS  FUND  FOR  INCOME  A 

A 

HY 

B  + 

434.0 

1 

6.25 

1.16t 

12.6 

14.6 

12.3 

8.5 

5.3 

EiilBfiil 

INVESTORS  GOVERNMENT  A 

D 

Gl 

D 

170.1 

-9 

6.25 

1.39t 

8.4 

8.7 

5.3 

5.8 

27.3 

□BSBB 

INVESTORS  HIGH-YIELD  A 

A 

HY 

B 

208.7 

3 

6.25 

1.37 1 

1 1 .9 

14.2 

1 1 .8 

8.7 

5.3 

PRIORITY  FIXED-INCOME  INVESTMENT 

c- 

CI 

D 

185.6 

25 

7.75  ** 

1.021 

8.0 

9.1 

5.9 

5.6 

6.1 

S  ADVANTAGE  HIGH-YIELD  A 

B 

HY 

F 

1 19.5 

1 

4.50 

1.19t 

9.5 

11.0 

10.0 

10.0 

5.3 

DBuDO 

5  U.S.  GOVT.  SECURITIES  E 

p 

Gl 

Q- 

307.4 

-14 

4.50  t 

0.81 

8.9 

9.3 

5.9 

6.1 

7.0 

QeIBeJB 

AIN  SQ.  QUALITY  BOND  A 

D 

CI 

F 

97.2 

9 

4.50 

0.75 1 

8.2 

8.7 

5.8 

5.6 

7.1 

BBBOB 

lW  INCOME 

B  + 

CI 

A 

563.2 

50 

4.50 

0.59 

8.3 

9.9 

8.2 

6  0 

7  7 

BOBOB 

U.N  ADJ.  U.S.  GOVT.  SECURITIES 

c 

GS 

Q- 

321.9 

-16 

2.25 

0.69 1 

7.0 

7.5 

4.3 

5.8 

NA 

BOQDu 

LIN  AGE  HIGH  INCOME  1 

A 

HY 

B 

3003.3 

21 

4.25 

0.71  t 

12.1 

15.0 

12.0 

8.9 

8.4 

BOOUD 

LIN  CONVERTIBLE  SECURITIES  1 

B+ 

CV 

B 

222.5 

60 

4.50 

1 .02  t 

20.3 

20.2 

15.6 

4.3 

NA 

DDQBD 

LIN  GLOBAL  GOVT.  INCOME  1 

C- 

IB 

C 

116.4 

-15 

4.25 

0.85 1 

2.8 

1 0.4 

8.0 

7.3 

NA 

BOHOO 

iLIN  SHORT-INTERM.  GOVT.  1 

C 

GS 

c- 

187.0 

-6 

2.25 

0.74 1 

6.1 

7.0 

5.3 

5.6 

NA 

□□□BO 

LIN  STRATEGIC  INCOME 

MU 

102.0 

346 

4.25 

0.23 1 

10.0 

15.2 

NA 

8.0 

NA 

bum 

kLIN  U.S.  GOVT.  SECURITIES  1 

c 

Gl 

B  + 

9287.8 

-7 

4.25 

0.64 1 

9.5 

10.2 

6.8 

6.9 

6.2 

□QBBD 

>NT  BOND 

CI 

109.4 

50 

No  load 

0.68 

9.1 

11.5 

NA 

5.7 

7.1 

BfcmB 

.Y  II  U.S.  TREAS.  INDEX  RET. 

C 

Gl 

B 

115.5 

1 

No  load 

0.40 

9  3 

9  7 

7  0 

6  0 

8  3 

BBBOB 

VERNMENT  B  (ff) 

D 

Gl 

F 

489.4 

-30 

5.00  ** 

1.69 1 

8  6 

8  0 

4  3 

6  0 

7  7 

□□BOB 

LL  TOTAL  RETURN  A 

B  + 

IB 

A 

190.1 

-17 

4.00 

1.33 1 

4.6 

14.1 

10.3 

8  3 

7  4 

□  □□□□ 

flAN  SACHS  GLOBAL  A 

B 

IB 

B+ 

168.3 

-16 

4.50 

1.16t 

9.6 

12.2 

8.6 

7.3 

NA 

BBBDD 

SON  GOVT.  INCOME  (gg) 

Q 

Gl 

B 

155.5 

-5 

No  load 

0.90 1 

8.3 

9.5 

6.4 

5.9 

4.8 

□BBBB 

N  U.S.  GOVT.  INCOME  A 

Gl 

84.5 

77 

4.50 

0.46 1 

8  8 

9  3 

NA 

6  1 

6  8 

HHBB 

)BAL  GOVT.  INCOME  A 

F 

IB 

c- 

144.3 

-38 

4.75 

1 .34 1 

3  4 

8  2 

6  5 

5  9 

8  6 

)BAL  HIGH-INCOME  B 

f 

IB 

Q- 

220.1 

-18 

5.00  ** 

2.34 1 

1 1.2 

21.7 

16.9 

O.J 

i  *+.□ 

BQBDO 

>BAL  STRAT.  INCOME  B 

D 

IB 

Q 

274.1 

-19 

5.00  ** 

2.03 1 

6.2 

14.1 

10.8 

6.3 

1 1.2 

HOBHO 

HAN  INVEST.  QUAL.  BOND  A 

CI 

97.3 

92 

4.50 

0.75 1 

8.4 

9.1 

NA 

5.9 

8.2 

BBOB 

>CK  GOVERNMENT  INCOME  A 

Gl 

353.3 

-8 

4.50 

1.17 1 

9  5 

9  8 

IMA 

p,  Q 

1  9  1 
1  I 

HOB 

>CK  HIGH-YIELD  BOND  B 

A 

HY 

C 

583.9 

108 

5.00  ** 

1.82  t 

1 6  9 

15  5 

1  1  Q 

ft  Q 

7  fl 
/  .O 

ESBBQB 

>CK  SOVEREIGN  BOND  A 

C 

CI 

B 

1 354. 1 

-4 

4.50 

1.14t 

9.6 

10.9 

8.1 

6  9 

1  o.'+ 

BBflBu 

>CK  SOVEREIGN  U.S.  GOVT.  A 

D 

Gl 

D 

302.1 

-7 

4.50 

1 .1 5 1 

9.3 

9.5 

6.6 

6.4 

9.7 

BBBOB 

>CK  STRATEGIC  INCOME  A 

B+ 

MU 

B+ 

444.9 

9 

4.50 

1.00 1 

12.7 

14.3 

10.5 

8.3 

8.2 

hbhud 

>R  BOND 

B 

CI 

B+ 

384.6 

33 

No  load 

0.70 

9.4 

11.0 

8.2 

5.7 

8.9 

BBflOB 

>R  SHORT  DURATION 

B+ 

CS 

A 

165.5 

-7 

No  load 

1.59 

6.3 

6.7 

5.4 

6.4 

2.0 

msmmm 

5TEAD  SHORT-TERM  BOND 

B  + 

CS 

B+ 

108.6 

34 

No  load 

0.75 

6.6 

7.5 

5.8 

5.7 

2.8 

OiKlOEl 

IKIS  &  WILEY  LOW  DUR. 

CS 

194.1 

14 

No  load 

0.58 

7.8 

8.9 

NA 

6.8 

3.1 

BQBB 

)ND  A 

B 

CI 

B+ 

2679.3 

2 

5.00 

0.84 

10.2 

12.1 

9.3 

6.7 

15.0 

HBUBEi 

:s  redemption  fee.  "Includes  deferred  sales  charge.  1 12(b)- 1  plan  in  effect  tNot  currently  accepting  new  accounts  or  deposits  NA=Not  available  NM=Not  meaningful 
v.  Fid.  Mort.  Sec.  (ff)  Prev.  Inv.  Tr.  Govt.  B.  (gg)  Prev.  Grad.-McD.d  Govt.  Inc. 

DATA:  MORNINGSTAR,  INC.,  CHICAGO.  IL. 


BUSINESS  WEEK  /  FEBRUARY  9.  1998  1  17 


MUTUAL  FUND  SCOREBOARD 


Bond  Fun 


FUND 


RATING     CATEGORY     RATING  SIZE 


FEES 


(COMPARES  RISK-ADJUSTED  PEREORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%  CHG. 
1996-97 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%) 


PERFORMANCE  PORTFOLIO  HISTOf 

TOTAL  RETURN  (%)       YIELD  MATURITY  RESUU 
1YR.    3YR.    5YR.     (%)   (YEARS)      ALL  Fl 


IDS  EXTRA  INCOME  A  B+  HY  C-  2910.9  21  5.00  0.94  13.0  16.3  11.8  8.3  7.6 

IDS  FEDERAL  INCOME  A  B  GS  C  1351.6  16  5.00  0.91  7.9  8.6  6.2  6.0  12.5 

IDS  GLOBAL  BOND  A  C-  IB  B  742.6  4  5.00  ,     1.20  3.1  9.9  8.3  4.4  11.2 

IDS  SELECTIVE  A  C-  CI  C-  1261.2  -8  5.00  0.89  8.3  10.4  7.8  6.2  17.2 

INTERMEDIATE  BOND  FUND  OF  AMERICA  C  CI  C  1327.7  -6  4.75  0.82 1  7.1  8.3  6.1  6.5  4.0 


INVESCO  HIGH-YIELD 
INVESCO  SELECT  INCOME 
ISI  TOTAL  RETURN  U.S.  TREAS. 
IVY  BOND  A 

JANUS  FLEXIBLE  INCOME 


A 
B  + 
D 
B 
B+ 


HY 
CL 
GL 
CL 
MU 


c 

A 

B+ 
B+ 
B+ 


588.3 
331.8 
294.9 
103.8 
766.4 


34 
23 
57 
7 
23 


No  load 
No  load 
4.45 
4.75 
No  load 


1.00 1 
1.03 1 
0.81  t 
1.56 1 
0.87 


17.1 
11.7 
10.6 
11.9 
10.7 


16.4 
12.2 
10.5 
12.4 
12.8 


11.6 
9.2 
8.0 
9.5 

10.0 


8.3  5.8 

6.6  8.9 

6.3  NA 

6.9  13.5 

NA  10.3 


Of 


JANUS  HIGH-YIELD 

KEMPER  DIVERSIFIED  INCOME  A 

KEMPER  HIGH-YIELD  A 

KEMPER  INCOME  &  CAP.  PRES.  A 

KEMPER  SHORT-INTERM.  GOVT.  B 


B  + 
A 
C 
C- 


HY 
MU 
HY 
CI 
GS 


357.4 
569.6 
3662.4 
523.9 
107.8 


50 
9 

21 
6 
-31 


No  load 
4.50 
4.50 
4.50 
4.00" 


1.00 
1.03 
0.88 
0.96 
1.97  t 


15.4 
8.3 

11.5 
8.6 
4.8 


NA 

12.1 
14.1 
10.4 
5.8 


NA 

10.4 
11.9 
7.7 
4.0 


7.8 
7.6 
8.7 
6.7 
5.4 


6.2 
7.3 
7.7 
9.5 
3.3 


001 

mm 


KEMPER  U.S.  GOVT.  SECURITIES  A  C           Gl  C       3484.8  -12  4.50  0.77  9.0  9.9  6.5  7.1  7.9 

KEMPER  U.S.  MORTGAGE  A  C-         Gl  C       1767.4  -5  4.50  0.97  8.9  9.7  6.1  7.2  7.9 

KEY  SBSF  CONVERTIBLE  SECURITIES  A          CV  A         100.8  59  No  load  1.31  16.7  20.0  14.2  4.1  6.7 

KEYPREMIER  INTERM.  INCOME                                   CI  230.6  22  4.50  0.37  8.1  NA  NA  6.3  8.6 

KIEWIT  INTERMEDIATE-TERM  BOND                           CI  247.5  111  No  load  0.50  8.1  8.5  NA  6.0  5.5 


m 

BBS 


KIEWIT  SHORT-TERM  GOVERNMENT 
LEGG  MASON  GLOBAL  GOVT.  PRIM. 
LEGG  MASON  HIGH-YIELD  PRIM. 
LEGG  MASON  INVESTMENT  GRADE  PRIM. 
LEGG  MASON  U.S.  GOVT.  I/T  PRIM. 


GS 
IB 
HY 
CI 

GS 


255.5 
136.7 
380.4 
121.7 
300.3 


82 
-15 
63 
33 
2 


No  load 
No  load 
No  load 
No  load 
No  load 


0.30 
1 .86 1 
1.50t 
0.88 1 
0.90 1 


6.2 
-1.7 
15.9 
10.0 

6.7 


6.6 
8.8 
16.3 
11.3 
8.4 


NA 
NA 
NA 

7.9 
5.9 


5.7  1.8 

5.5  7.0 
8.2  NA 
5.9  15.6 

5.6  7.0 


LEXINGTON  GNMA  INCOME  B+  Gl  A  157.6  18  No  load  1.05  10.2  10.5  7.4 

LORD  ABBETT  BOND-DEBENTURE  A  B+  HY  D  2031.0  16  4.75  0.89 1  12.7  13.8  10.4 

LORD  ABBETT  GLOBAL  INCOME  A  C-  IB  C  145.1  -25  4.75  1.04t  4.0  9.2  6.9 

LORD  ABBETT  U.S.  GOVT.  SECURITIES  A  D  Gl  F  2081.3  -18  4.75  0.881  8.9  8.6  5.9 

MAINSTAY  CONVERTIBLE  B  B+  CV  B  868.3  9  5.00  ":  2.10  10.7  14.9  13.2 


6.2  NA 

8.2  8.3 

7.0  8.7 

7.7  6.9 

3.5  8.6 


MAINSTAY  GOVERNMENT  B 
MAINSTAY  HIGH- YIELD  CORP.  BOND  B 
MARKETVEST  INTERM.  U.S.  GOVT. 
MARKETVEST  SHORT-TERM  BOND 
MARKETWATCH  INTERM.  FIXED-INC. 


C- 
A 


Gl 
HY 
Gl 
CS 
CI 

Gl 
Gl 
CS 
CS 
CI 


638.5 
3339.6 
263.5 
136.3 
94.9 


-19 
37 
3 
-7 
-4 


5.00' 

5.00" 

3.50 

3.50 

4.50 


1.60 1 
1.60 1 
0.85 1 
0.90 1 
1.09 1 


8.5 
11.6 
6.7 
5.7 
8.7 


8.3  5.5 

15.6  13.8 

NA  NA 

NA  NA 

8.5  NA 


5.5  10.2 

8.1  5.3 

7.0  8.7 

5.7  6.7 

5.4  9.4 


0f 


MARQUIS  GOVT.  SECURITIES  A 
MARSHALL  GOVERNMENT  INCOME 
MARSHALL  INTERMEDIATE  BOND 
MARSHALL  SHORT-TERM  INCOME 
MCM  INTERMEDIATE  FIXED-INCOME 


C 
C 
B+ 


B 
F 

B* 


147.3 
219.1 
554.2 
150.4 
107.8 


-8 
39 
28 
45 
21 


3.50 
No  load 
No  load 
No  load 
No  load 


0.70 
0.86 
0.72 
0.51 
0.50 


8.0 
8.4 
7.2 
6.4 
7.9 


8.5 
9.3 
8.2 
6.8 
8.9 


NA 
6.1 
5.6 
5.2 
NA 


5.5  5.9 

6.6  8.0 
6.2  4.4 
6.4  2.1 

5.7  4.2 


m 
mm 

B0f 


MERRILL  LYNCH  ADJ.  RATE  SEC.  B  8  GS  B  91.9  -23  4.00"  1.65 1  5.5  6.6  4.5  5.3  3.4  QOI 

MERRILL  LYNCH  AMERICAS  INCOME  B  IB  84.5  4G  4.00"  2.10  1.1  19.2  NA  5.9  10.0  Oi 

MERRILL  LYNCH  CORP.  HIGH-INCOME  B  A  HY  C-  5526.8  22  4.00"  1.281  10.6  13.2  10.3  8.4  6.5  BBf 

MERRILL  LYNCH  CORP.  INTERM.-TERM  B  C  CI  C  149.2  -30  1.00"  1.11  t  7.6  9.1  6.8  5.8  5.3 

MERRILL  LYNCH  CORP.  INVMT.  GRADE  B  C-  CI  D  575.0  -19  4.00"  1.32  t  7.5  9.1  6.4  5.8  10.6  QE3U 


MERRILL  LYNCH  FEDERAL  SECURITIES  D  C  Gl  B  928.8  -2  4.00  0.901  8.4  9.3  6.2  6.3  5.8 

MERRILL  LYNCH  GLOBAL  BOND  B  F  IB  C  168.2  -52  4.00"  1.65 1  0.4  6.1  4.7  5.1  11.8 

MERRILL  LYNCH  SHORT-TERM  GLOB.  B  C  IB  B  166.3  -31  4.00"  1 .74 1  3.1  4.6  3.3  4.6  NA 

MERRILL  LYNCH  WORLD  INCOME  B  8  MU  C-  658.8  -33  4.00"  1.521  5.3  10.0  7.5  6.4  6.7 

MFS  BOND  A  C  CI  B  627.7  12  4.75  1.02 1  10.4  11.7  8.7  6.8  12.9 


MFS  GOVERNMENT  LTD.  MATURITY  A  C  GS 

MFS  GOVERNMENT  MORTGAGE  A  C  Gl 

MFS  GOVERNMENT  SECURITIES  A  C-  Gl 

MFS  HIGH-INCOME  A  A  HY 

MFS  INTERMEDIATE  INCOME  B  C-  MU 


C  193.5  -14 

B  628.6  20 

C  289.2  -4 

C  705.3  10 

F  119.6  -28 


2  50  0.84  r  6.3  6.5  5.1  6.2  4.1  □QQE 

4.75  1.09 1  8.5  9.2  6.3  6.4  8.7  OD0E 

4.75  0.841  9.2  9.6  6.9  6.3  4.8  Q0OC 

4.75  1.02 1  12.9  14.2  11.6  8.5  7.8  OO0I 

4.00"  2.241  4.9  7.8  5.1  5.5  6.7  HOEJE 


MFS  LIMITED  MATURITY  A  B  CS  C  93.9  -5  2.50  0.89 1  5.4  7.3  5.6  6.8  3.9 

MFS  WORLD  GOVERNMENTS  A  D  IB  C  187.2  -31  4.75  1.42 1  0.3  6.9  6.2  4.0  7.3 

MORGAN  (J.P.I  BOND  (hh)  C  CI  B  176.6  19  No  load  0.66  9.1  10.0  7.2  6.3  12.9 

MORGAN  STANLEY  WRLDWD.  HIGH  INCOME  A  IB  101.6  61  4.75  1.52'  15.6  20.5  NA  7.9  NA 

NATIONWIDE  BOND  D  CL  D  125.9  -4  4.50  0.70  9.3  11.3  7.0  6.2  7.6 


NEUBERGER  &  BERMAN  LTD.  MAT.  B  CS 

NEW  ENGLAND  ADJ.  RATE  U.S.  GOVT.  A  EW  GS 

NEW  ENGLAND  BOND  INCOME  A  C  CI 

NEW  ENGLAND  GOVT.  SECURITIES  A  D  GL 

NEW  ENGLAND  LTD.  TERM  U.S.  GOVT.  A  C  GS 


B  252.4  5 

A  197.8  -11 

C  193.5  2 

B  104.5  -14 

D  222.4  -19 


No  load 
1.00 
4.50 
4.50 
3.00 


0.70 
0.70 1 
1.05 1 
1.32 1 
1.25 1 


6.9 
6.1 
11.0 
10.3 
7.3 


7.3 
6.9 
11.9 
10.1 
7.4 


5.6 
5.0 
8.5 
6.6 
5.2 


6.3  2.5  ODQE 
5.7  0.7  OOQE 

6.6  8.5  001... 

5.4  13.7  □one 

6.2  5.2  aaat 


NEW  ENGLAND  STRATEGIC  INCOME  B 
NICHOLAS  INCOME 
NORTHEAST  INVESTORS 
NORTHERN  FIXED-INCOME 
NORTHERN  INCOME  EQUITY 


MU 
HY 
HY 
CI 
CV 


145.9  57 

B+       254.2  37 

A       2161.0  60 

163.7  43 

103.7  46 


4.00' 
No  load 
No  load 
No  load 
No  load 


1.71 1 

0.55 

0.66 

0.90 

1.00 


8.5 
13.1 
13.9 

9.3 
20.8 


NA  NA 

13.9  10.7 

17.1  15.2 

10.0  NA 

19.9  NA 


6.7  18.9 

7.9  7.3 

3.2  7.7 

5.7  12.0 

3.2  NA 


'Includes  redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  (Not  currently  accepting  new  accounts  or  deposits.  NA=Not  available.  NM=Not  meaningful, 
(hh)  Preu.  JPM  Pierpont  Bd. 


DATA:  MORNINGSTAR,  INC..  CHICAGO, I 


lift   Rl  KIMFC:<;  WFFK   /  CCBBI  I4BV  Q  1QQS 


1 


rUAL  FUND  SCOREBOARD  Bond  Funds 


RATING 

CATEGORY 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

HISTORY  - 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(RATING  COMPARES  FUND 

ASSETS 

%  CHG. 

SALES 

EXPENSE 

TOTAL  RETURN  (%) 

YIELD  MATURITY     RESULTS  VS. 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

$MIL 

1996-97 

CHARGE  (%) 

RATIO  (%) 

l  YR 

3  YR. 

5  YR. 

(%) 

(YEARS) 

ALL  FUNDS 

rpu  II  c  r.nVFBNMFNT 

GS 

2 14.5 

25 

NO  ID,K! 

n  an 
U .  JU 

7.3 

7.6 

NA 

5.3 

4.9 

□0B 

STAR  GOVERNMENT  SECURITIES  T 

F 

Gl 

F 

91.2 

-19 

4.00  ** 

1  1.30 1 

7.4 

9.8 

7.2 

6.3 

23.0 

□□BOB 

STAR  HIGH  TOTAL  RET.  B 

HY 

569.1 

42 

5.00  * 4 

2.23  t 

10.7 

15.2 

NA 

9.1 

8.0 

HDD 

STAR  HIGH-YIELD  T 

A 

HY 

C 

1 10.3 

-11 

4.00  *k 

t  1.31 1 

10.9 

13.0 

10.9 

8.0 

8.1 

□QEIOD 

(CORAN  BOND 

C 

CI 

C 

84.0 

-6 

4.50 

0.32 

8.6 

1 0.4 

7.5 

6.4 

6.7 

4FIMFR  RONn  A 
1  c  I  ill  L  n  Dunu  m 

CI 

1  QQ  Q 

i  oy.y 

- 1 

1  OR  t 
I  .ZD  I 

10.1 

10.5 

7.4 

7.0 

7.3 

E1BBDD 

4EIMER  BOND  FOR  GROWTH  B 

cv 

362.2 

77 

5.00  ** 

1.75 1 

17.9 

NA 

NA 

3.7 

7.1 

DD 

1EIMER  CHAMPION  INCOME  A 

A 

HY 

B+ 

527.8 

35 

4.75 

1.171 

11.9 

13.3 

12.0 

8.4 

7.2 

□□BOD 

4EIMER  HIGH-YIELD  A 

A 

HY 

C 

1224.0 

7 

4.75 

1.031 

11.9 

13.7 

11.6 

8.4 

8.8 

□□Baa 

1EIMER  INTL.  BOND  B 

IB 

124.0 

75 

5.00  ** 

NAt 

1 .7 

NA 

NA 

9.4 

7.3 

4FIMFR  1  TD  -TFRM  ftOVT  A 

B 

GS 

B  + 

EC  1  A 

on 
oU 

t  c;n 
o.DU 

U.O  /  1 

7.6 

7.6 

6.2 

7.0 

3.0 

□□□OB 

IEIMER  STRAT.  INCOME  A 

B  > 

MU 

B 

4013.0 

9 

4.75 

0.97  t 

8.4 

12.1 

10.0 

8.5 

6.0 

□BBOB 

IEIMER  U.S.  GOVT.  A 

C 

Gl 

B+ 

499.0 

4 

4.75 

1 .08 1 

10.4 

9.8 

7.1 

6.9 

5.7 

□OBBQ 

:  HORIZON  CAPITAL  INCOME  A 

B+ 

CV 

B 

385.0 

32 

4.50 

1.18 

22.0 

21.8 

15.9 

3.0 

3.6 

□□□no 

EBBER  GLOBAL  INCOME  A 

C 

IB 

B+ 

488.8 

-9 

4.00 

1.27  t 

3.8 

8.0 

6.7 

6.7 

6.0 

UKICJUt] 

FRRFR  HinH-INfOMF  A 
u  i .    i .  niun  1 1 . v —  v./ 1 t 1 1 —  m 

HY 

F 

272.3 

1 2 

4.00 

0.96  t 

13.0 

13.7 

9.8 

8.8 

8.6 

□□ana 

EBBER  INVMT.  GRADE  INCOME  A 

c 

CL 

B 

212.5 

-5 

4.00 

0.94 1 

12.1 

11.7 

8.3 

6.9 

14.6 

□BDBD 

EBBER  LOW  DUR.  U.S.  GOVT.  C 

GS 

91.7 

-22 

0.75  ** 

1 .80 1 

6.6 

7.1 

NA 

5.1 

NA 

BDQO 

EBBER  U.S.  GOVT.  INCOME  A 

F 

Gl 

F 

291.5 

-12 

4.00 

0.94 1 

9.4 

8.8 

4.2 

5.9 

14.2 

□QBQB 

1  &  RYGEL  GLOBAL  FIXED  INCOME  A 

B  + 

IB 

A 

493.6 

-25 

No  load 

0.53 

9.1 

10.8 

8.4 

9.3 

7.3 

J  ft,  PYHFI   INTFRM   RONn  A 
l  tt  ni  v> n I—  in!  i  cnifi.  duuu  m 

CS 

110.1 

279 

NO  1030 

0.45 

7.5 

8.2 

NA 

5.6 

4.4 

BBOB 

i  &  RYGEL  INVMT.  QUALITY  BOND  A 

CI 

1 19.2 

223 

No  load 

0.00 

9.0 

9.9 

NA 

5.9 

6.5 

BDEIB 

i  &  RYGEL  LIMITED  MATURITY  A 

UB 

138.4 

161 

No  load 

0.30 

5.5 

5.9 

NA 

5.4 

0.6 

IS  BOND  A 

C 

CI 

C 

125.5 

168 

4.50 

0.78  t 

9.6 

12.5 

8.1 

6.0 

6.1 

Baaaa 

4ENT  PORTFOLIO  TREASURY  BILL 

B 

UB 

D 

93.3 

-12 

No  load 

0.90 

4. 1 

4.4 

3.8 

4. 1 

0.2 

ClUEJUbi 

X  CONVERTIBLE  A 

B 

CV 

Q 

1  Q7  Q 

E 

—3 

A  7R 

1    17  + 

I .  I  /  T 

13.9 

15.5 

10.2 

2.8 

6.4 

BBOEin 

X  HIGH-YIELD  A 

B  + 

HY 

D 

664.9 

27 

4.75 

1.17t 

13.6 

16.2 

11.9 

8.8 

7.1 

□□boo 

X  MULTI-SECTOR  FIXED  INCOME  A 

C 

MU 

D 

174.7 

-1 

4.75 

1.07  t 

8.9 

14.0 

9.8 

7.2 

12.9 

□□DOB 

X  U.S.  GOVT.  SECURITIES  A 

c- 

Gl 

C- 

100.9 

-50 

4.75 

1.03 1 

9.2 

9.3 

6.4 

5.9 

11.6 

□BBQB 

R  AMERICA  INCOME  A 

c- 

Gl 

C 

137.1 

-5 

4.50 

1 .00 1 

8.3 

8.8 

6.1 

6.3 

7.9 

f  Hr-ffflltlrl 

?  BOND  A 

Q- 

Ci 

C- 

i  nc  n 

o 

4.50 

1.181 

9.2 

9.6 

7.0 

6.6 

8.3 

BBDQB 

OJ.  RATE  MORTGAGE  SECURITIES 

D 

GS 

F 

170.1 

-27 

1.50 

0.81  t 

6.3 

4.7 

3.1 

5.8 

1.1 

□□□□□ 

RED  FIXED-INCOME 

B 

CI 

B 

147.1 

12 

No  load 

0.74 

8.5 

9.5 

7.2 

6.2 

13.3 

BDBBB 

r.  ROWE)  EMERG  MKTS.  BOND 

IB 

113.4 

185 

No  load 

1.25 

16.9 

26.2 

NA 

8.2 

19.0 

aao 

r.  ROWE)  GNMA 

B 

Gl 

B+ 

1063.3 

15 

No  load 

0.74 

9.5 

1 0.0 

6.8 

6.7 

8.4 

KIKIC1C1EI 

cIWJCJU 

T  ROWE)  HIGH-YIELD 

B+ 

HY 

D 

1  £7 1  "7 

I  J  /  I  .  / 

1 .00  * 

n  Q/i 
U.o4 

14.5 

13.9 

10.6 

8.7 

9.6 

OQBOO 

T.  ROWE)  INTL.  BOND 

D 

IB 

C 

825.8 

-15 

No  load 

0.87 

-3.2 

7.7 

8.0 

5.5 

8.5 

oaaaa 

T.  ROWE)  NEW  INCOME 

C 

CI 

B 

1945.0 

15 

No  load 

0.74 

9.3 

9.8 

7.2 

6.3 

11.5 

Baaaa 

T.  ROWE)  SHORT-TERM  BOND 

C 

CS 

C- 

344.9 

-23 

No  load 

0.74 

6.3 

6.6 

4.6 

5.9 

2.3 

□BQBQ 

T.  ROWE)  SHORT-TERM  U.S. 

B 

GS 

C 

102.1 

7 

No  load 

0.70 

6.7 

7.3 

4.8 

6.0 

2.8 

nnifiEin 

ElilBBCl 

I .  ' "     wv  i— )  jrbw  inum  m\# unit 

B+ 

MU 

zuzz.z 

49 

No  load 

0.00 

12.2 

13.0 

9.7 

6.0 

9.0 

Baaaa 

T.  ROWE)  U.S.  TREAS.  INTERM. 

C 

Gl 

B 

199.5 

3 

No  load 

0.64 

8.2 

8.7 

6.3 

5.9 

5.1 

□□BOB 

T.  ROWE)  U.S.  TREAS.  LONG-TERM 

D 

GL 

C 

206.8 

183 

No  load 

0.80 

14.7 

12.9 

8.9 

5.6 

23.4 

BBOQO 

•AL  BOND  A  (ii) 

C- 

CL 

C 

127.7 

13 

4.75 

0.95 1 

11.0 

1 1.5 

8.4 

6.5 

11.2 

BBoaa 

>AL  GOVT.  SECURITIES  INCOME  A  (jj) 

C- 

GL 

B+ 

248.9 

-3 

4.75 

0.81  t 

9.7 

1 0.7 

7.1 

6.0 

9.6 

BBOBO 

ITIAL  DIVERSIFIED  RONn  R 
■  ■  mi.  mvtiijiriLU  u \j 1 1 \j  d 

CI 

1  i;l  a 

1  o 

r  nn  *  * 

1 .39 1 

7.3 

NA 

NA 

6.7 

12.1 

Dl  1 

ITIAL  GLOBAL  LTD.  MAT.  A 

C- 

IB 

B 

83.0 

2 

3.00 

1.32 1 

3.7 

8.4 

5.6 

6.8 

NA 

□□□□□ 

ITIAL  GOVT.  INCOME  A 

C- 

Gl 

C- 

829.0 

-7 

4.00 

0.90 1 

9.3 

9.9 

6.6 

6.4 

NA 

□BOOB 

ITIAL  GOVT.  SHORT-INTERM.  A 

C 

GS 

C 

149.4 

-17 

No  load 

1.01  t 

6.9 

7.9 

5.6 

5.2 

NA 

□□□□a 

ITIAL  HIGH-YIELD  B 

B+ 

HY 

c- 

2612.4 

1 

5.00  ** 

1.32  t 

12.1 

1 3.8 

10.8 

8.4 

9.0 

UBBDO 

ITIAL  INTL  GLOBAL  INCOME  A 

B 

IB 

B+ 

i  At  a 

1 i 

o.UU 

1 .40 1 

4.4 

12.7 

9.1 

6.3 

6.5 

□□□□□ 

ITIAL  INTL.  BOND  A  (kk) 

B  + 

IB 

A 

100.9 

-20 

4.00 

1.48  t 

3.7 

13.9 

10.6 

5.0 

7.9 

OBODQ 

ITIAL  MORTGAGE  INCOME  A 

C 

Gl 

c 

89.9 

-4 

4.00 

1.12t 

8.6 

9.3 

6.1 

6.2 

NA 

□QBBB 

A  AMERICAN  GOVT.  INCOME  A 

c- 

Gl 

c- 

1528.9 

-12 

4.75 

0.97  t 

9.2 

9.8 

6.4 

5.9 

6.6 

□BDQB 

A  CONVERT  INCOME-GROWTH  A 

B+ 

CV 

B+ 

1 187.6 

26 

5.75 

1.06  t 

1 9.6 

20.4 

14.9 

4.1 

6.9 

uDDDu 

A  DRVFRSIFIFD  INPOMF  R 

1  W0 Hbll9iriLU   111 V. I.I D 

MU 

ZJJD.Q 

a 

t;  nn  +  * 

1  1A  + 

I./4T 

7.3 

11.0 

NA 

6.1 

9.6 

BBOB 

A  FEDERAL  INCOME  A 

D 

Gl 

C- 

343.5 

-7 

4.75 

1.151 

8.3 

9.6 

6.0 

6.2 

8.1 

□BOOB 

A  GLOBAL  GOVT.  INCOME  A 

F 

IB 

C- 

298.5 

-12 

4.75 

1 .29 1 

-0.4 

8.1 

5.3 

6.7 

8.3 

DOBOO 

A  HIGH  YIELD  A 

A 

HY 

C- 

3279.9 

1 

4.75  t 

0.96 1 

14.7 

15.1 

11.5 

9.4 

6.3 

aoooa 

A  HIGH  YIELD  ADV.  M 

HY 

2191.5 

230 

3.25 

1.36 1 

13.1 

1 3.9 

NA 

9.0 

6.0 

ODD 

A  INCOME  A 

c 

CI 

1  1 1  Q  1 

Zo 

4.75 

1 .05 1 

8.4 

10.6 

7.9 

6.2 

10.9 

BBflBB 

A  INTERM.  U.S.  GOVT.  INC.  A 

GS 

135.1 

-5 

3.25 

1.22  t 

7.5 

8.7 

NA 

5.7 

6.7 

DBBB 

A  U.S.  GOVT.  INCOME  A 

c 

Gl 

c 

2106.6 

-12 

4.75 

0.89  t 

8.7 

9.5 

6.2 

6.3 

7.5 

BOBBB 

DN  BROS.  HIGH-YIELD  BOND  B 

HY 

312.7 

196 

5.00  ** 

1.99 1 

12.2 

NA 

NA 

8.9 

10.6 

DO 

B  SHORT-TERM  BOND  MKT.  INDEX  (II)  C 

GS 

c 

138.1 

5 

No  load 

0.49 

6.9 

7.2 

5.2 

5.9 

2.7 

□BQBQ 

IR  EMERGING  MKTS.  INCOME 

IB 

/ 

/ 

No  load 

1 .44 

13.1 

22.1 

NA 

8.3 

11.2 

DODO 

iR  GLOBAL  BOND 

D 

IB 

c 

131.7 

-35 

No  load 

1.00 

0.2 

3.6 

3.3 

6.2 

6.3 

QOQBQ 

lR  GNMA 

c 

Gl 

B 

387.7 

-4 

No  load 

0.96 

8.0 

9.5 

6.2 

6.1 

7.0 

QBBBB 

£R  HIGH-YIELD  BOND 

HY 

152.1 

188 

1.00* 

NA 

14.6 

NA 

NA 

8.7 

6.6 

D 

iR  INCOME 

c 

CI 

B 

682.8 

18 

No  load 

0.98 

8.7 

10.1 

7.5 

5.9 

10.1 

BBDBB 

redemption  fee.  "Includes  deferred  sales  charge.  1 12(b)- 1  plan  in  effect.  tNot  currently  accepting  new  accounts  or  deposits  NA=Not  available.  NM=Not  meaningful 
Princor  Bond  A.  (j|)  Preu.  Prmcor  Govt.  Sec.  Inc.  A.  (kk)  Prev.  Glob.  Govt.  PI.  A.  (II)  Prev.  Schwab  S/l  Govt.  Bd. 


DATA  MORNINGSTAR.  INC..  CHICAGO.  IL 


BUSINESS  WEEK  /  FEBRUARY  9,  1998  1  19 


MUTUAL  FUND  SCOREBOARD 


Bond  Fu 


FUND 


RATING     CATEGORY     RATING  SIZE 


FEES 


PERFORMANCE 


PORTFOLIO 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND    ASSETS    %  CHG. 
WITHIN  CATEGORY)     $MIL  1996-97 


SALES  EXPENSE 
CHARGE  (%)  RATIO  (%)      1  YR     3  YR 


TOTAL  RETURN  (%)        YIELD  MATURITY  RE 
5  YR,     (%)    (YEARS)  Al 


SCUDDER  INTERNATIONAL  BOND 
SCUDDER  SHORT-TERM  BOND 
SELIGMAN  HIGH-YIELD  BOND  A 
SENTINEL  BOND  A 
SIERRA  CORPORATE  INCOME  A 


IB 

CS 
HY 
CI 
CL 


187.0 
1185.1 
750.5 
88.6 
172.4 


-48 
-19 
84 
-9 
-31 


No  load 
No  load 
4.75 
4.00 
4.50 


1.36 
0.80 
1 .16 1 
0.99 1 
1 .18 1 


-4.3 
6.0 

14.1 
8.6 

12.0 


2.5 
6.8 

16.6 
9.9 

12.8 


2.6 
5.0 
13.7 
7.2 
8.4 


5.5 
5.9 
9.1 
6.2 


NA 

4.4 
8.6 
8.3 


7.0  20.4 


SMITH  BREEDEN  SHORT  DUR.  U.S.  GOVT. 
SOUTHTRUST  VULCAN  BOND 
SSGA  BOND  MARKET 
SSGA  YIELD  PLUS 

STAGECOACH  U.S.  GOVT.  INCOME  A  (mm) 


B  + 
C- 


B  + 
D 


UB 
CI 
CI 
UB 
Gl 


89.9 
105.5 
107.9 
701.2 
100.8 


-52 
18 
163 
-30 
30 


No  load 
3.50 
No  load 
No  load 
4.50 


0.78 
0.87 
0.54 1 
0.38 1 
0.89 1 


6.3 
9.5 
8.9 
5.5 
8.5 


6.2 
9.1 
NA 
5.9 
8.9 


5.4 
6.5 
NA 
5.0 
6.4 


5.2  0.5 

5.9  9.9 

5.5  6.0 

5.5  0.6 

5.9  19.2 


00 

00 

□a 

00 
00 

00 

□a 
□a 

□a 
10 


SIERRA  U.S.  GOVERNMENT  A  D  Gl  C-  222.9  -31  4.50  0.98 1  9.7  9.8  5.9  6.6  7.8 

SIT  U.S.  GOVERNMENT  SECURITIES  B+  GS  A  94.5  46  No  load  0.80  8.1  8.2  6.7  5.9  4.9 

SMITH  BARNEY  ADJ.  RATE  GOVT.  A  B+  GS  B+  121.4  -16  No  load  1 .58 1  5.7  6.3  4.8  5.3  NA 

SMITH  BARNEY  DIVERS.  STRAT.  INCOME  B  B+  MU  B  2382.8  -3  4.50**  1.511  7.1  10.6  8.1  7.8  6.0 

SMITH  BARNEY  GLOBAL  GOVT.  A  B  IB  B+  91.2  -12  4.50  1.241  8.2  10.3  9.0  7.2  NA 

SMITH  BARNEY  GOVT.  SECURITIES  A  D  Gl  D  361.6  -7  4.50  0.931  11.2  8.6  6.7  6.2  NA  00 

SMITH  BARNEY  HIGH-INCOME  B  A  HY  C  723.1  16  4.50"  1.55 1  12.5  14.1  10.9  8.7  6.6  OU 

SMITH  BARNEY  INVESTMENT  GRADE  BOND  B  F  CL  F  249.3  -4  4.50**  1 .54 1  16.4  15.8  10.7  5.6  NA  113 

SMITH  BARNEY  MANAGED  GOVT.  A  C-  Gl  C  391.0  -11  4.50  1.04 1  9.5  8.8  6.7  6.3  NA  00 

SMITH  BARNEY  U.S.  GOVT.  SECURITIES  A  C  Gl  B  271.9  -13  4.50  1.091  9.7  9.9  6.9  6.4  10.0  OQ 


STAGECOACH  VAR.  RATE  GOVT.  A  (nn) 
STAR  STRATEGIC  INCOME 
STAR  U.S.  GOVERNMENT  INCOME 
STATE  ST.  RESEARCH  GOVT.  INCOME  A 
STATE  ST.  RESEARCH  HIGH-INCOME  A 


GS 
MU 
Gl 
Gl 
HY 


276.3 
177.6 
136.3 
523.1 
693.8 


30 
57 

-2 
8 
3 


3.00 

5.00' 

3.50 

4.50 

4.50 


0.88 1 
1.36 1 
0.92  t 
1.09 1 
1.10 1 


5.2 
9.5 
9.0 
9.1 
14.4 


5.8 
9.3 
8.7 
9.8 
14.5 


3.6 
NA 
NA 

7.2 
12.5 


5.3  18.7 

7.1  9.9 
5.7  11.1 

6.4  8.4 

9.2  4.9 


□0 

0 
00 

□a 


STEIN  ROE  INCOME 

STEIN  ROE  INTERMEDIATE  BOND 

STRONG  ADVANTAGE 

STRONG  CORPORATE  BOND 

STRONG  GOVERNMENT  SECURITIES 


B 

B 

A 

B+ 

B 


CI 
CI 
UB 
CI 
CI 


B+ 

B+ 

B+ 

A 

B+ 


421.5 
392.5 
2041.0 
560.5 
907.4 


25 
26 
44 
84 
38 


No  load 
No  load 
No  load 
No  load 
No  load 


0.82 
0.70 
0.80 
1.00 
0.90 


9.4 
9.0 
6.5 
11.9 
9.1 


11.2 
10.0 
6.9 
14.0 
10.4 


8.4 
7.2 
6.5 
11.3 
7.9 


6.8  9.6 

6.3  12.1 

6.2  0.7 

6.8  14.7 

6.0  6.7 


STRONG  HIGH-YIELD  BOND 
STRONG  SHORT-TERM  BOND 
STRONG  SHORT-TERM  GLOBAL  BOND 
SUNAMERICA  HIGH-INCOME  B 
SUNAMERICA  U.S.  GOVT.  SECURITIES  B 


HY 
CS 
MU 
HY 
Gl 


B 


568.9 
1320.7 
106.8 
107.5 
233.3 


101 
12 
38 

-2 
33 


No  load 

No  load 

No  load 
4.00*' 
4.00** 


NA 
0.90 
0.00 
2.11  t 
2.18 1 


16.0 
7.0 
6.7 

12.8 
7.0 


NA 

8.6 
9.0 
13.4 
7.9 


NA 

6.6 
NA 
NA 

5.2 


8.6  7.6 

6.9  2.5  00 

8.6  2.1 

7.3  NA 

4.5  13.0  0OI 


TCW/DW  NORTH  AMERICA  GOVT.  INCOME  F  IB  C-  200.6  -36  No  load  1.59 1  7.9  9.2  3.5 

TEMPLETON  GLOBAL  BOND  I  C  IB  B  198.5  2  4.25  1.151  1.8  10.2  7.3 

THORNBURG  LTD.-TERM  U.S.  A  C  GS  C-  130.5  -6  2.50  0.97 1  6.6  7.9  5.5 

U.S.  GOVERNMENT  SECURITIES  C-  Gl  C-  1121.5  -6  4.75  0.80t  8.4  8.8  6.3 

UNITED  BOND  A  C-  CI  D  520.7  0  5.75  0.77 1  9.8  10.9  7.8 


5.0  NA  00! 

6.1  4.2  00I 
5.9  4.0  Q0| 
6.5  6.6  00I 
6.3  10.6  00I 


UNITED  GOVERNMENT  SECURITIES  A 
UNITED  HIGH-INCOME  A 
UNITED  HIGH-INCOME  II  A 
USAA  GNMA 
USAA  INCOME 


Gl 
HY 
HY 
Gl 
CL 


128.5 
1063.4 
410.4 
340.8 
1707.2 


5 
7 

10 
11 
1  I 


4.25 
5.75 
5.75 
No  load 
No  load 


0.91  t 
0.89 1 
0.931 
0.30 
0.39 


9.1 
14.3 
15.0 

9.5 
11.1 


9.8 
14.6 
14.6 

9.6 
11.9 


7.0 
11.3 
11.2 
7.1 
7.9 


6.0  NA  E 

8.3  5.5  £ 

8.2  5.7  Q0I 

6.6  8.4  OOI 

6.5  11.2  00I 


USAA  SHORT-TERM  BOND  CS  140.9  26  No  load  0.50  7.2  8.2  NA 

VALUE  LINE  AGGRESSIVE  INCOME  A  HY  B+  129.7  75  No  load  1.10  13.8  17.8  13.3 

VALUE  LINE  CONVERTIBLE  B+  CV  B  83.0  23  No  load  1.01  17.0  20.0  13.4 

VALUE  LINE  U.S.  GOVERNMENT  D  Gl  D  191.4  -6  No  load  0.65  9.2  9.1  5.0 

VAN  KAMPEN  AM.  CAP.  CORP.  BOND  A  C-  CI  C-  163.9  -2  4.75  1.13 1  10.7  11.3  8.1 


6.1  2.3  HI 

8.3  7.6  001 

4.6  7.4  001 

6.5  9.3  001 

6.9  14.5  001 


VAN  KAMPEN  AM.  CAP.  GOVT.  SECURITIES  A  D  Gl  C-  1937.6  -11  4.75  1.06 1  9.2  9.1  6.1 

VAN  KAMPEN  AM.  CAP.  HARBOR  A                  C-  CV  D  389.1  4  5.75  1.091  16.9  17.1  11,3 

VAN  KAMPEN  AM.  CAP.  HIGH-INCOME  A          A  HY  C  500.3  14  4.75  1.08 1  11.9  14.3  11.4 

VAN  KAMPEN  AM.  CAP.  HIGH-YIELD  A             A  HY  C-  292.5  4  4.75  1.311  11.0  13.6  10.8 

VAN  KAMPEN  AM.  CAP.  U.S.  GOVT.  INC.  B        D  Gl  D  120.0  -17  4.00**  1.94t  7.3  7.7  4.7 


6.4 
4.4 
9.2 
8.7 
6.0 


5.9 
NA 

7.3 
6.4 
4.8 


VAN  KAMPEN  AM.  CAP.  U.S.  GOVT.  A 
VANGUARD  BOND  INDEX  INTERM.-TERM 
VANGUARD  BOND  INDEX  LONG-TERM 
VANGUARD  BOND  INDEX  SHORT-TERM 
VANGUARD  BOND  INDEX  TOTAL 


Gl 
CI 
CL 
CS 
CI 


2304.1 
684.3 
87.3 
438.3 

5010.0 


-10 
50 
99 
34 
70 


4.75 
No  load 
No  load 
No  load 
No  load 


0.92  t 

0.20 

0.20 

0.20 

0.20 


8.5 
9.4 
14.3 
7.0 


9.9 
10.7 
13.9 

8.1 


6.4 
NA 
NA 
NA 


.0 
6.5 
6.3 
6.0 


7.0 


9.4    10.2     7.4      6.4  8.6 


VANGUARD  CONVERTIBLE  SECURITIES  D  CV  D  186.7  12  No  load  0.69  16.4  16.2  10.9 

VANGUARD  F/l  GNMA  B  Gl  A  8725.2  18  No  load  0.27  9.5  10.5  7.2 

VANGUARD  F/l  HIGH-YIELD  CORP.  A  HY  B  4543.9  28            1.00"  0.29  11.9  13.5  11.2 

VANGUARD  F/l  INTERM.-TERM  CORP.  CI  860.1  39  No  load  0.25  8.9  10.8  NA 

VANGUARD  F/l  INTERM.-TERM  U.S.  C-  Gl  C  1498.5  18  No  load  0.25  9.0  10.2  7.4 


4.2  7.0 

6.9  7.6 

8.5  8.2 

6.4  6.7 

6.1  6.6 


VANGUARD  F/l  L/T  CORP.  BOND                      C-         CL           C       3599.2  5  No  load  0.28  13.8  13.3  9.6  6.6  22.2 

VANGUARD  F/l  L/T  U.S.  TREAS.                         D           GL            C        1030.2  12  No  load  0.25  13.9  13.5  9.7  6.1  19.7 

VANGUARD  F/l  SHORT-TERM  CORP.                 B+         CS            B+      4595.5  0  No  load  0.25  7.0  8.1  6.2  6.1  2.4 

VANGUARD  F/l  SHORT-TERM  FED.                    B           GS            B+      1413.6  6  No  load  0.25  6.5  7.8  5.8  6.1  2.1 

VANGUARD  F/l  SHORT-TERM  U.S.  TREAS.        B  GS  B         993.8  3  No  load  0.25  6.5  7.6  5.7  5.9  1.9 

•Includes  redemption  lee.  ' ' Includes  deferred  sales  charge  1 12(b)- 1  plan  in  effect  tNot  currently  accepting  new  accounts  or  deposits  NA=Not  available  IMM=Not  meaningful, 
(mm)  Prev.  Overland  Exp.  U.S.  Govt.  Inc.  A.  (nn)  Prev.  Overland  Exp.  Var.  Rate  Govt  A 
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THE  CLOSEST  YOU  CAN  GET 

TO  WALL  STREET 

WITHOUT  LEAVING 

YOUR  STREET 

Introducing  Personal  Wealth 
by  Standard  &  Poor's 


com 


put,  it's  an  interactive  investment  advisory  service  for  the  individual 
I.  Personal  Wealth  will  recommend  the  right  investments  for  you 
)n  your  goals,  because  we  know  you  have  a  lot  of  important  things 
for.  Like  your  children's  education.  Or  your  mortgage.  Or  how  and 
rau'll  be  able  to  retire,  the  way  you'd  like.  For  over  125  years, 
rd  and  Poor's  has  been  the  pinnacle  of  unbiased  research  and 
s  for  the  financial  and  investment  community.  And  now  we're  making 
vices  available  to  you. 

al  Wealth  is  designed  to  help  you  maintain  peace  of  mind  when  it 
to  your  future.  And  since  all  the  knowledge  you'll  receive  comes 
Internet,  you  can  access  it  from  anyplace  you  like.  At  the  office, 
le,  wherever.  That  means  you'll  have  more  time  to  take  care  of  the 
mportant  things,  like  your  family.  Smart,  isn't  it? 

p  today,  and  for  just  $9.95  a  month  you'll  have  the  power  and 
:dge  of  Standard  &  Poor's  at  your  fingertips.  No  matter  where  your 
nps  happen  to  be  at  the  time. 


!  of  The  McGraw-Hill  Companies 


Sign  up  today  for  a  free  30-day 
trial  of  Personal  Wealth. 
www.personalwealth.com  or 
AOL  Keyword:  personalwealth 


8     0  0 


3     5  0 


5     0  5 


S&P 

PERSONAL  WEALTH 


HKffi 


MUTUAL  FUND  SCOREBOARD 


Bond  Full 


FUND 


RATING     CATEGORY     RATING  SIZE 


FEES 


PERFORMANCE 


(COMPARES  RISK-ADJUSTED  PERFORMANCE 
OF  EACH  FUND  AGAINST  ALL  FUNDS) 


(RATING  COMPARES  FUND 
WITHIN  CATEGORY) 


ASSETS 
SMIL. 


%  CHG. 
1996-97 


SALES       EXPENSE        TOTAL  RETURN  (%) 
CHARGE  (%)  RATIO  (%)      1  YR.    3  YR.    5  YR. 


PORTFOLIO  HIS 

YIELD  MATURITY  RE! 
(%)    (YEARS)  AL 


VANGUARD  PREFERRED  STOCK 
VICTORY  GOVERNMENT  MORTGAGE 
VICTORY  INTERMEDIATE  INCOME 
VICTORY  INVESTMENT  QUALITY  BOND 
VIRTUS  U.S.  GOVT.  SECURITIES  INVMT. 


CL 
Gl 

CS 
CI 
GS 


B  + 
E 


329.5 
103.7 
245.1 
184.6 
99.8 


11 

-15 
-9 
20 
14 


No  load 
5.75 
5.75 
5.75 
2.00  ' 


0.37 
0.89 
0.94 
1.01 
1.14  t 


13.0 
8.8 
7  1 

8.5 
6.3 


15.6 
9.3 
8.0 
9.0 
7.5 


9.9 
6.7 
NA 
NA 

5.2 


6.4 
6.3 
5.8 
5.8 
5.9 


29.3 
9.2 
4.7 
8.3 
5.0 


0 

ni 
am 


WARBURG  PINCUS  FIXED  INC.  COMM. 
WARBURG  PINCUS  GLOBAL  FIXED-INC. 
WESTERN  ASSET  INTL.  SECURITIES 
WPG  GOVERNMENT  SECURITIES 
WRIGHT  U.S.  TREAS.  NEAR  TERM 


B  + 
B 


CI 
IB 
IB 
CI 

GS 


F 

C- 


312.1  97  No  load  0.75  8.8  10.0  8.0  5.9  5.5 

174.5  22  No  load  0.95 1  2.2  9.2  8.1  8.6  4.4 

175.0  -34  No  load  0.28  7.7  10.9  NA  10.4  6.5 

107.7  -16  No  load  0.81  7.4  8.1  4.7  5.4  4.9  QQ 

102.4  -23  No  load  0.80 1  5.9  7.2  5.2  5.7  1.9  £30 


TAX  EXEMPT 


AARP  INSURED  T/F  GENERAL  BOND 

AIM  MUNICIPAL  BOND  A 

AIM  TAX-FREE  INTERMEDIATE 


ML 
Ml 

MS 


C 

c 

c- 


1699.9 
317.7 
193.2 


-2 
14 
132 


No  load 
4.75 
1.00 


0.66 
0.80 1 
0.56 


8.7 
7.3 
7.3 


9.4 
8.0 
7.1 


6.7 
6.2 
5.7 


4.5  11.0  as 
5.1    13.0  BO 

4.6  7.9  BO 


ALLIANCE  MUNI  INCOME  CALIF.  A 
ALLIANCE  MUNI  INCOME  NATL.  A 
ALLIANCE  MUNI  INCOME  N.Y.  A 
ALLIANCE  MUNI  INSURED  NATL.  A 


C 
C- 
D 
F 


AMERICAN  CENT.-BENHAM  CALIF.  MUNI  H-Y  (oo)  A 


SL 
ML 
SL 
ML 
SL 


482.8 
336.3 
189.0 
175.4 
213.9 


5 
4 
6 
6 
35 


4.25 
4.25 
4.25 
4.25 
No  load 


0.77  t 
0.69 1 
0.64 1 
1.02  t 
0.50 


10.9 
10.0 
11.2 
9.7 
10.5 


12.8 
12.0 
12.0 
12.0 
11.4 


7.8 
7.5 
7.3 
7.6 
8.2 


5.2 
5.3 
5.4 
4.9 
5.4 


25.0 
24.9 
25.7 
22.5 
19.8 


BE!! 

am 

BO 

BE!! 
BBI 


AMERICAN  CENT.-BENHAM  CALIF.  T/F  INS.  (pp)  C  SL  C  196.0  2  No  load  0.48  9.3  10.5  7.4  4.9  18.3  BO! 

AMERICAN  CENT.-BENHAM  CALIF.  T/F  INTERIM,  (qq)  B+  SI  B+  434.6  -1  No  load  0.48  7.4  8.3  6.3  4.6  8.2  00! 

AMERICAN  CENT.-BENHAM  CALIF.  T/F  LONG  (rr)  B  SL  B+  309.5  4  No  load  0.48  9.7  10.8  7.7  5.1  19.5  BB! 

AMERICAN  HIGH-INCOME  MUNI  BOND  Ml  364.7  47  4.75  0.871  10.4  11.8  NA  5.2  7.9 

ATLAS  CALIF.  MUNICIPAL  BOND  A                   C-  SL  C  176.5  0  3.00  0.931  7.9  8.8  6.6  4.6  19.6  OB! 


BERNSTEIN  CALIF.  MUNICIPAL  B+         SI  B+       429.5  38  No  load  0.68  6.4  7.8  5.6  4.2  7.2 

BERNSTEIN  DIVERSIFIED  MUNI  B+         Ml  B        1185.9  33  No  load  0.66  6.7  7.7  5.7  4.4  6.5 

BERNSTEIN  N.Y.  MUNICIPAL  B+          SI  B         705.3  24  No  load  0.66  6.6  7.5  5.7  4.4  6.0 

BOSTON  1784  MASS.  T/E  INCOME  (ss)  SI  184.3  41  No  load  0.79 1  8.9  8.6  NA  4.5  8.3 

BOSTON  1784  T  E  MED. -TERM  INC.  (tt)  Ml  287.1  24  No  load  0.80 1  9.1  9.2  NA  4.6  9.1 


CALIFORNIA  INVMT.  TAX-FEE  INCOME  C-  SL  C- 

CALVERT  TAX-FREE  RES.  LTD. -TERM  A  A  MS  B 

CHURCHILL  TAX-FREE  OF  KY.  A  B+  SI  B+ 

COLONIAL  CALIF.  TAX-EXEMPT  A  D  SL  D 

COLONIAL  MASS.  TAX-EXEMPT  A  C-  SL  C 


212.9  2  No  load  0.59  9.3  10.8  7.3 

566.2  11  1.00  0.70  4.1  4.5  4.0 

224.8  1  4.00  0.74 1  7.8  8.5  6.7 

253.0  -6  4.75  0.88 1  9.2  10.6  6.8 

180.5  -5  4.75  0.90 1  8.5  9.8  6.9 


4.5  13.1  BBI 

3.9  o.9  aai 

5.0  17.3  BBI 

4.4  1 8.4  BBI 

4.6  16.5  BBI 


COLONIAL  TAX-EXEMPT  A 
COLONIAL  TAX-EXEMPT  INSURED  A 
COLUMBIA  MUNICIPAL  BOND 
COMPOSITE  TAX-EXEMPT  BOND  A 
DAVIS  TAX-FREE  HIGH  INCOME  B 


D 
F 

B+ 

D 

A 


ML 
ML 
SI 
ML 

MS 


D 
F 

B+ 

D 

A 


2551.5 
181.6 
404.5 
187.0 
179.7 


-7 
-10 
8 
-8 
65 


4.75 
4.75 
No  load 
4.00 
4.00  ' 


0.99 1 
1.05 1 
0.56 
0.75 1 
2.10 1 


9.1 
9.0 
8.4 
8.5 
7.0 


9.7 
9.4 
8.7 
9.6 
6.8 


6.5 
6.4 
6.3 
6.7 
6.2 


4.9 
4.2 


19.1  BBI 

18.6  OBI 

4.8  13.9  BB! 
4.6    13.8  BBI 

5.9  16.6  OBI 


DEAN  WITTER  CALIF.  TAX-FREE  INCOME  B  (uu)  C  SL  C  912.5  -6  5.00  **  1 .33 1  7.5  8.4  5.9 

DEAN  WITTER  N.Y.  TAX-FREE  INC.  B  (vv)          C-  SL  C-  169.5  -12  5.00**  1.41  t  8.4  9.1  6.0 

DELAWARE  TAX-FREE  PA.  A                            B  SL  B+  923.9  -3  4.75  0.91  t  7.6  8.5  6.4 

DELAWARE  TAX-FREE  U.S.A.  A                         B  Ml  C  605.7  -11  4.75  0.94 1  8.2  7.4  6.1 

DELAWARE-VOYAGEUR  MINN.  INS.  A  (ww)        C  SL  C  288.1  -5  3.75  0.92 1  8.4  9.7  6.7 


4.4  19.8  BBE 

4.2  16.3  BBI 

5.2  21.4  BBE 

5.2  24.0  BBI 

4.8  19.7  BBE 


DELAWARE-VOYAGEUR  T/F  ARIZ.  INS.  A  (XX)  C  SL  C  186.6  -11  3.75  0.821  8.8  10.5  7.1 

DELAWARE-VOYAGEUR  T/F  COLO.  A  (yy)  C  SL  B  358.0  0  3.75  0.78 1  11.3  11.8  7.6 

DELAWARE-VOYAGEUR  T/F  FLA.  INS.  A  (zz)  D  SL  C-  162.2  -16  3.75  0.73 1  10.3  11.2  7.2 

DELAWARE-VOYAGEUR  T/F  MINN.  A  (aaa)  C  SL  B  417.1  -3  3.75  0.92 1  9.5  10.0  6.9 

DREYFUS  CALIF.  INTERMEDIATE  MUNI  B  SI  B  203.0  -8  No  load  0.78  7.6  8.2  6.5 


4.7  17.9  BBI 
5.1  21.6  BBI 

4.8  22.3  BBI 

4.9  20.6  BBE 
4.3  9.3  BBE 


DREYFUS  CALIF.  TAX-EXEMPT  BOND 
DREYFUS  FLA.  INTERMEDIATE  MUNI 
DREYFUS  INSURED  MUNI  BOND 
DREYFUS  INTERMEDIATE  MUNI 
DREYFUS  MASS.  TAX-EXEMPT  BOND 


C-  SL 

C  SI 

F  ML 

B+  Ml 

C  SL 


C-  1333.0 

C-  349.4 

F  195.1 

C  1372.4 

B  156.1 


-5 
-9 
-5 
A 
0 


No  load 

1.00' 
No  load 
No  load 
No  load 


0.73 
0.80 
0.80  t 
0.73 
0.79 


8  3 
6.4 
8.4 
7  6 

9.1 


8.5 
7.8 
8.6 
8.5 
9.4 


5.8 
6.1 
5.7 
6.3 
6.7 


4.8  19.8  BBE 

4.4  7.2  BBE 

4.8  22.8  BBE 

4.9  9.0  BBE 

5.0  21.1  BBE 


DREYFUS  MUNI  BOND  C  ML  C  3414.7  -5  No  load  0.71  8.0  9.0  6.3 

DREYFUS  N.J.  INTERM.  MUNI  BOND  C  SI  C  215.5  -4  No  load  0.78  6.9  8.0  6.! 

DREYFUS  N.J.  MUNI  BOND  B  SL  B+  594.3  0  1.00*  0.80 1  8.8  9.1  6.6 

DREYFUS  N.Y.TAX-EXEMPT  BOND  C-  SL  C-  1681.6  -5  1.00*  0.74  9.1  9.1  6.4 

DREYFUS  N.Y.  TAX-EXEMPT  INTERM.  BOND  B  SI  B  363.5  0  1.00*  0.80  L  8.2  8.7  6.4 


5.2  20.5  BBE 

4.3  7.5  BBE 
5.1  18.0  BBE 
4.8  16.6  BBE 

4.4  8.7  BBE 


DREYFUS  PREMIER  CALIF.  MUNI  BOND  A  (bbb)C-  SL 

DREYFUS  PREMIER  MUNI  BOND  A  (CCC)  B  ML 

DREYFUS  PREMIER  STATE  MUNI  CONN.  A  (ddd)  C  SL 

DREYFUS  PREMIER  STATE  MUNI  FLA.  A  (eee)  D  SL 

DREYFUS  PREMIER  STATE  MUNI  MD.  A  (fff)      B  SL 


C  153.4  -8 

B  448.6  -6 

B  315.1  0 

C-  181.2  -13 

B+  265.5  -3 


4.50  0.92  7.9  9.6  7.1  4.7  20.0  BBE 

4.50  0.91  9.6  10.2  7.4  5.4  21.2  BBE 

4.50  0.93  9.3  9.7  7.0  5.1  20.6  BBE 

4.50  0.92  4.9  8.1  6.2  4.9  23.0  BBE 

4.50  0.90  9.5  9.9  7.1  5.1  22.7  BBE 


DREYFUS  PREMIER  STATE  MUNI  MICH.  A  (ggg)B  SL  B  155.9  -A  4.50  0.91  8.5  9.6  7.4 

DREYFUS  PREMIER  STATE  MUNI  OHIO  A  (hhh)  B  SL  B+  240.9  -4  4.50  0.91  8.2  9.1  7.0 

DREYFUS  PREMIER  STATE  MUNI  PA.  A  (III)       C  SL  B  200.6  -A  4.50  0.92  9.8  10.3  7.5 

DREYFUS  SHORT-INTERM.  MUNI  BOND            A  MS  B  288.2  -8  No  load  0.80 1  5.2  5.5  4.5 

DUPREE  KY.  TAX-FREE  INCOME                       B+  SI  B+  348.2  1 1  No  load  0.63  8.0  8.5  7.0 


5.1  17.6  BBE 

5.1  17.9  BBE 
5.0  21.2  BBE 

4.2  2.8  BBE 
5.2  16.8  BBE 


'Includes  redemption  fee  1 'Includes  deferred  sales  charge  tl2(b)-l  plan  in  effect  tNot  currently  accepting  new  accounts  or  deposits  NA=Not  available  NM=Not  meaningfu 
(co)  Prev.  Benham  Ca.  Muni.  H-Y.  (pp)  Prev  Benham  Ca.  T-F  Ins.  (qq)  Prev.  Benham  Ca.  T-F  Iff.  (rr)  Prev.  Benham  Ca  T-F  L/T.  (ss)  Prev.  1784  Mass.  T-E  Inc.  (tt)  Prev.  1784  T-E  M/T  Inc.  (uu)  Pre/  DW  Calif.  T-F  Inc.  (w)  Pt 
N.Y.  T-F  Inc.  (ww)  Prev  Voyageur  Minn  Ins.  A.  too  Prev  Voyageur  Anz.  Ins.  T-F  A.  (yy)  Prev  Voyageur  Colo.  T-F  A  (zz)  Prev  Voyageur  Fla.  Ins.  T-F  A.  (aaa)  Prev.  Vcyageur  Minn.  T-F  A.  (bob)  Prev  Premier  Calif.  A  (occ)  Prev. 
Muni.  Bd.  A.  (ddd)  Prev.  Premier  Conn.  A  (eee)  Pre/.  Premier  Fla.  A.  (fff)  Prev.  Premier  Md.  A.  (ggg)  Pre*  Premier  Mich.  A.  (hhh)  Fto.  Premier  Ohio  A.  (iii)  Prev.  Premier  Pa.  A.  DATA  MORNINGSTAR,  INC.,  CHICAC 
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TUAL  FUND  SCOREBOARD 


Bond  Funds 


RATING 

CATEGORY 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

HISTORY  .. 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(RATING  COMPARES  FUND 

%  CHG 

SALES 

LArciijL 

TOTAL  RETURN  (%) 

YIELD  MATURITY 

RESULTS  VS. 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

SMIL 

1996-97 

CHARGE  (%) 

RATIO  (%) 

1  YR. 

3  YR. 

5  YR. 

(%) 

(YEARS) 

ALL  FUNDS 

N  VANCE  CALIF.  MUNICIPALS  B  (jjj) 

D 

SL 

D 

317.2 

-9 

5.00" 

1.65  t 

10.8 

10.5 

6.4 

4.5 

21.4 

annua 

N  VANCE  CONN.  MUNICIPALS  B  (kkk) 

F 

SL 

F 

167.0 

-8 

5.00  * " 

1 .57  t 

8.5 

9.5 

5.8 

4.2 

20.1 

ClfTBClFICl 

EitlcJCJEl 

N  VANCE  FLA.  MUNICIPALS  B  (III) 

F 

SL 

F 
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4.4 

22.9 

EJEfUUE] 
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D 
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D 
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SL 

C- 

333.9 
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6.1 
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F 

SL 

D 
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9.3 
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19.7 
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D 

SL 

D 
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-7 
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D 

SL 

C- 
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ML 

c 
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5.1 
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B+ 
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No  load 

0.58 

7.3 

8.8 

6.4 

4.3 
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B 

Ml 

C 

213.2 

-4 

No  load 

0.57 

6.9 

7.4 

5.5 

5.0 

6.6 
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RATED  MUNICIPAL  OPPORT.  F 

C 

ML 

B 

327.6 
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2.00  *  * 
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9.8 
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6.3 

5.1 

20.5 
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RATED  MUNICIPAL  SECURITIES  A 

C 

ML 

C 

595.1 

-3 

4.50 

0.93 

9.1 

7.5 

5.7 

4.8 

19.2 

bbbbb 

RATED  PA.  MUNI  INCOME  A 

c 

SL 

B 

217.6 
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4.50 

0.75  t 

9.3 

10.9 

7.5 

5.3 

10.7 
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RATED  SHORT-TERM  MUNI  INST. 

A 

MS 

C 

177.9 

-14 

No  load 

0.47 

4.5 

5.5 

4.1 

4.3 
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ITY  ADV.  MUNI  INCOME  T  (uuu) 
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ML 

C 

388.1 

-15 

3.50 
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9.8 

6.7 

4.8 

14.2 
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B+ 

Ml 

B 

91 1 .8 

1 

No  load 

0.56 

8.2 

9.1 

6.8 

4.9 

7.5 

ITY  MUNI  BOND  INITIAL 

C 

ML 

C 

924.8 

-2 

No  load  i 

0.56 

9.0 

10.3 

6.8 

4.6 

11.6 

BQDBB 

ITY  N.Y.  INSURED  MUNI  INCOME 

C- 

SL 

C 

302.7 

-5 

No  load 

0.60 

8.8 

10.2 

6.8 

4.6 

10.8 
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ITY  N.Y.  MUNICIPAL  INCOME 

C 

SL 

c 

444.6 

8 

No  load 

0.59 

9.7 

10.8 

7.2 

4.9 

15.1 
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ITY  SPARTAN  AGGRES.  MUNI  (vvv) 

B+ 

ML 

B+ 

954.6 

12 

1 .00  * 

0.63 

9.8 

9.3 

6.9 

4.9 

1 3.7 

DBBBB 

ITY  SPARTAN  CALIF.  MUNI  INC.  (www) 

C 

SL 

B 

1209.7 
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0.57 

9.8 

11.1 

7.2 

4.8 

14.2 
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C 

SL 

B 

344.1 

4 
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9.1 

10.0 

7.0 

4.8 

12.1 

BBBBB 

ITY  SPARTAN  FLA.  MUNI  INC. 

B 

SL 

B 

419.0 

7 
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8.8 

10.3 

7.5 

4.7 

13.1 
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ITY  SPARTAN  INS.  MUNI  INC.  (xxx) 

C 

ML 

C 
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0 
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9.5 

10.5 

7.2 

4.7 

13.0 
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Ml 

196.8 

-7 
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0.55 
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8.9 

NA 

4.6 
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ITY  SPARTAN  MASS.  MUNI  INC.  (yyy) 

B 

SL 

8+ 

1210.3 

6 
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0.56 

9.3 

10.2 

7.2 

5.0 

14.1 
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C 

SL 

C 
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1 
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0.59 
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6.5 

4.9 
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B 

SL 

B+ 
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1 
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B 

ML 
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31 
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B 

SL 
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C 

SL 

B 
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7.3 

4.8 
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B 

SL 

B+ 

387.8 

2 
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0.59 

8.7 

9.7 

7.0 

4.7 

12.2 

BBBBB 

ITY  SPARTAN  PA.  MUNI  INC. 

B+ 

SL 

A 
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-3 
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A 

MS 

C 
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-5 

No  load 

0.55 

5.5 
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4.9 

4.2 

3.1 

□DEiQQ 
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D 

ML 

D 
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-5 

6.25 
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4.9 
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D 

SL 

C- 
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-4 

6.25 
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8.5 

5.9 

4.8 
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BBBBB 

TAIN  SQ.  OHIO  TAX-FREE  BOND  A 

SI 

173.2 

-1 

4.50 

0.74 1 

6.9 

8.0 

NA 

4.2 

7.1 

BBBB 

KLIN  ALA.  TAX-FREE  INCOME  1 

B+ 

SL 

A 

213.0 

12 

4.25 

0.71  t 

9.0 

9.7 

7.2 

5.4 

21.3 

BBBDB 

KLIN  ARIZ.  TAX-FREE  INCOME  1 

B+ 

SL 

A 

789.4 

5 

4.25 

0.62  t 

8.3 

8.9 

6.6 

5.4 

18.7 

BBBBB 

KLIN  CALIF.  HIGH  YIELD  MUNI  1 

SL 

314.8 

81 

4.25 

0.34 1 

1 1.7 

12.2 

NA 

5.9 

23.3 

BDDD 

KLIN  CALIF.  INS.  TAX-FREE  INCOME  1 

B 

SL 

B+ 

1683.7 

3 

4.25 

0.60 1 

8.3 

9.5 

7.0 

5.2 

21.1 

BBBBB 

KLIN  CALIF.  TAX-FREE  INCOME  1 

B+ 

SL 

A 

14681.1 

7 

4.25 

0.56  t 

8.8 

9.4 

6.9 

5.8 

20.6 

BBBDB 

KLIN  COLO.  TAX-FREE  INCOME  1 

B+ 

SL 

A 

265.6 

13 

4.25 

0.71  t 

8.9 

9.8 

7.1 

5.3 

20.1 

BBBBB 

KLIN  CONN.  TAX-FREE  INCOME  1 

B 

SL 

B+ 

200.2 

1 1 

4.25 

0.72  t 

8.5 

9.0 

6.6 

5.4 

17.6 

BBBBB 

KLIN  FED.  TAX-FREE  INCOME  1 

A 

ML 

A 

7096.2 

1 

4.25 

0.58 1 

9.0 

9.5 

7. 1 

5.7 

19.6 

BBBDB 

KLIN  FLA.  TAX-FREE  INCOME  1 

B  + 

SL 

A 

1664.9 

15 

4.25 

0.60 1 

8.1 

9.0 

7.0 

5.7 

19.7 
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A 

ML 

A 
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21 

4.25 
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11.0 

8.6 
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20.1 

DDBDD 
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B+ 

ML 

B+ 
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1 

4.25 

0.60  t 

8.2 

8.6 

6.7 

5.4 

19.9 

BBBBB 

KLIN  MD.  TAX-FREE  INCOME  1 

B  + 

SL 

B+ 

21 1 .6 

16 

4.25 

0.73  t 

8.6 

9.8 

7.1 

5.2 

20.2 

BBBBB 

KLIN  MASS.  INSURED  TAX-FREE  INC.  1 

B  + 

SL 

A 

343.1 

1 1 

4.25 

0.68  t 

8.9 

8.9 

6.8 

5.2 

20.7 

BBBBB 

KLIN  MICH.  INSURED  TAX-FREE  INC.  1 

B  + 

SL 

B+ 
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2 

4.25 
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8.7 

6.7 

5.3 

19.7 

BBBBB 

KLIN  MINN.  INSURED  TAX-FREE  INC.  1 

B  + 

SL 

B+ 

490.1 

1 

4.25 

0.66 1 

7.7 

8.1 

6.2 

5.3 

18.1 

BBBBB 

KLIN  MO.  TAX-FREE  INCOME  1 

B  + 

SL 

A 

302.7 

14 

4.25 

0.70 1 

9.2 

9.8 

7.3 

5.3 

18.8 

BBBDB 

KLIN  N.J.  TAX-FREE  INCOME  1 

B 

SL 

B+ 

628.6 

10 

4.25 

0.64 1 

8.4 

9.2 

6.5 

5.4 

20.0 

BBBBB 

KLIN  N.Y.  INSURED  TAX-FREE  INC.  1 

C- 

SL 

C 

261 .0 

0 

4.25 

0.65 1 

8.8 

10.4 

7.1 

5.0 

23.5 

OBDBB 

KLIN  N.Y.  TAX-FREE  INCOME  1 

B+ 

SL 

A 

4826.6 

1 

4.25 

0.59 1 

9.5 

9.0 

6.9 

5.5 

20.5 

BBBBB 

KLIN  N.C.  TAX-FREE  INCOME  1 

B 

SL 

B+ 

292.2 

14 

4.25 

0.701 

8.9 

9.6 

6.8 

5.2 

19.1 

BBBBB 

KLIN  OHIO  INS.  TAX-FREE  INCOME  1 

B+ 

SL 

e+ 

733.9 

5 

4.25 

0.64 1 

8.2 

8.9 

6.8 

5.2 

20.8 

BBBBB 

KLIN  ORE.  TAX-FREE  INCOME  1 

B 

SL 

B+ 

419.0 

10 

4.25 

0.66 1 

8.3 

9.1 

6.5 

5.3 

18.3 

m^m  v*m  m—m  w-m  n 

BBBBB 

KLIN  PA.  TAX-FREE  INCOME  1 

A 

SL 

A 

704.4 

8 

4.25 

0.64 1 

9.0 

9.2 

7.1 

5.5 

1 8.9 

BBBBB 

KLIN  P.R.  TAX-FREE  INCOME  1 

B  + 

SL 

B  + 

205.1 

7 

4.25 

0.73 1 

8.8 

9.4 

6.8 

5.3 

20.3 

mmm       mt»M&  m 

BBBDB 

KLIN  VA.  TAX-FREE  INCOME  1 

B  + 

SL 

A 

325.8 

15 

4.25 

0.69 1 

8.5 

9.3 

7.0 

5.4 

21.4 

BBBBB 

RAL  CALIF.  MUNICIPAL  BOND 

C 

SL 

B 

294.0 

-3 

0.10* 

0.76 

8.8 

10.2 

7.2 

5.1 

19.7 

BBBBB 

RAL  MUNICIPAL  BOND 

C 

ML 

C 

654.1 

-19 

0.10* 

0.88 1 

8.1 

9.3 

6.5 

5.2 

19.9 

BBBBB 

RAL  N.Y.  MUNICIPAL  BOND 

c 

SL 

C 

317.4 

1 

No  load 

0.91  t 

9.6 

9.6 

6.9 

4.8 

20.7 

DBBBD 

OCK  CALIF.  TAX-FREE  INCOME  A 

c 

SL 

c 

292.6 

-1 

4.50 

0.75 1 

10.1 

11.9 

7.6 
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21.6 

DBDBO 

es  redemption  fee.  "Includes  deferred  sales  charge  tl2(b)-l  plan  In  effect  iNot  currently  accepting  new  accounts  or  deposits  NA=Not  available  NM=Not  meaningful 
.  EV  Mara.  Ca.  Muni,  (kkk)  Prev  EV  M.  Conn.  Muni.  (Ill)  Prev.  EV  M.  Ha.  Muni,  (mmm)  Prev.  EV  M.  Mass.  Muni,  (nnn)  Prev.  EV  M.  Natl.  Muni,  (coo)  Prev.  EV  M.  NJ.  Muni,  (ppp)  Prev.  EV  M.  N.Y.  Muni,  (qqq)  Prev.  EV 
Muni,  (rrr)  Prev.  EV  M.  Pa.  Muni,  (sss)  Prev.  EV  M.  Va.  Muni,  (ttf)  Prev.  Keystone  T-F.  (uuu)  Prev.  Fid.  Adv.  Hi-lnc.  Muni  T.  (wv)  Prev.  Fid.  Aggres.  Muni,  (www)  Prev.  Fid.  Calif.  Muni.  Inc.  (xxx)  Prev.  Fid.  Ins.  Muni.  Inc. 
/.  FkJ.  Mass.  Muni.  Inc.  (zzz)  Prev.  Fid.  Mich.  Muni.  Inc.  (aaaa)  Prev.  Fid.  Minn.  Muni.  Ince.  (bbbb)  Prev.  Fid.  Mum.  Inc.  (cccc)  Prev.  Fid.  Ohio  Mun.  Inc.  DATA:  MORNINGSTAR,  INC  .  CHICAGO,  IL 
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FUND  RATING     CATEGORY    RATING    SIZE   FEES   PERFORMANCE  PORTFOLIO  HISTOj 

(COMPARES  RISK-ADJUSTED  PERFORMANCE   (RATING  COMPARES  FUND    ASSETS    %  CHG.         SALES       EXPENSE        TOTAL  RETURN  (%)       YIELD  MATURITY  RE3UL1 
OF  EACH  FUND  AGAINST  ALL  FUNDS)  WITHIN  CATEGORY)     SMIL    1996-97     CHARGE  (%)  RATIO  (%)      1 YR.    3  YR.    5YR.     (%)   (YEARS)  ALLFl 
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C- 
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4.50 

0.85" 

9.8 

11.2 

7.5 

5.3 

19.0 
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C 

SL 

B 
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-1 

4.00 
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0  J 
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C 

SL 

B 
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-1 

5.00 
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6.6 

5.6 

21.3 
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D 

ML 

D 
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-4 
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10.0 

6.9 
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n 

H.U 
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KEMPER  STATE  TAX-FREE  INCOME  CALIF  A 

Q_ 

SL 

998.4 

_3 
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10.1 

7  3 

4  9 

17  7 

KEMPER  STATE  TAX-FREE  INCOME  N.Y.  A 

c 

SL 

C 

271.1 

-7 

4.50 
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8.9 

9.8 

7.3 

4.9 

15.9 

□BBI 
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MS 
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15 
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207  9 
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D 
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C 

SI 
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SL 
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NA 

NA 
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MERRILL  LYNCH  CALIF.  MUNI  BOND  B 

c- 

SL 

c- 

364.6 

-18 

4.00" 

1.14t 

8.2 

9.6 

6.4 

4.8 

21.4 



BQBI 

MERRILL  LYNCH  MUNI  INSURED  B 

D 

ML 

D 

532.9 

-20 

4.00  " 

1 .19 1 

7.9 

8.9 

6.0 

4.6 

19.0 

ODBC 

MERRILL  LYNCH  MUNI  NATL  R 

ML 

408  1 

3 

4  00  ** 

1 .31  t 

8  5 

9.8 

6  5 

4  8 

20  3 

Emm 

MFRRILL  LYNCH  N  Y   MUNI  RDND  R 
niLnniLL  l  i  rii<n  it .  i  .  iti uhi  di/piu  d 

f 

SL 

p 

27 1  1 

-27 

4  00  TT 

1 .16  7 

9  0 

9  0 

5  6 

4  6 

21  1 

EiriEil 

MFS  CAI  IF    MIINICIPAI    RDND  A 

Q 

SL 

224  3 

-1 0 

4  75 

0  66  T 

9  8 

10.1 

6  7 

s  n 
o.u 

1  R  c 

i  3.3 

nniu 

MFS  MASS.  MUNICIPAL  BOND  A 

c 

SL 

c 

236.8 

-3 

4.75 

1 .12 1 

8.8 

9.1 

6.4 

5.1 

17.1 

BBBE 

MFS  MUNICIPAL  BOND  A 

D 

ML 

D 

1682.1 

-9 

4.75 

0.60 

8.9 

9.1 

6.7 

4.8 

16.5 

□BBI 

MFS  MIINICIPAI    HIDH-INCDMF  A 

B+ 

ML 

B+ 

1 089  9 

1 0 

4  75 

0  93 

8  7 

9.2 

6  8 

6  3 

21  1 

MFS  MIINICIPAI    INCDMF  R 

ML 

Q 

1 90  4 

-26 

4  00  " 

2  1 1  t 

8  8 

o.*t 

6  0 

4  6 

17  7 

Pel  CI  KIP 

MFS  N  C    MIINICIPAI    RDND  A 

SL 

Q_ 

376  1 

_5 

4  75 

1  08  f 

9  0 

9.5 

6  4 

4  8 

1 8  3 

EJCJul 

MFS  VA.  MUNICIPAL  BOND  A 

D 

SL 

D 

374.4 

-5 

4.75 

1.08* 

8.9 

8.9 

6.0 

4.9 

16.7 

BQBE 

MORGAN  (J.P.J  TAX-EXEMPT  BOND  (dddd) 

B  + 

Ml 

c 

390.3 

7 

No  load 

0.64 

7.4 

8.0 

6.1 

4.5 

8.0 

BBElf 

NATIDNWIDF  TAX-FRFF  INCDMF 

PI  M  1  IUH  TT  1  U  C    IMA   rnLL   IITV  \J  ITI  C 

Q  _ 

ML 

Q  _ 

258  8 

_2 

5  00  ** 

0  96  T 

8  6 

9.8 

6  3 

4  7 

1 8  9 

uUQI 

NFW  FNHI  AND  MIINICIPAI    INCDMF  A 

Q  _ 

ML 

Q_ 

177  2 

_2 

4  50 

0  92  T 

8  6 

1 0  0 

6  6 

5  2 

1 1  0 

Einni 

CJUEU 

NDRTHFRN  INTFRMFDIATF  TAX-FXFMPT 
nun  i  nLnri  i  pi  i        in  luih  i  l   ima  cac  m  r  i 

MS 

290  6 

1 4 

Nn  Inari 

0  85 

5  8 

7.0 

NA 

3  9 

5  4 

OE 

NORTHERN  TAX-EXEMPT 

ML 

154.1 

17 

No  load 

0.85 

8.7 

9.5 

NA 

4.5 

14.7 

GE 

NUVEEN  FLAGSHIP  ALL-AMER.  A  ■  eeee 

B 

ML 

B- 

224.6 

5 

4.20 

0.87  f 

10.8 

10.7 

7.9 

5.2 

22.0 

□BBE 

NIIVFFN  Fl  flntuip  CDNN    MUNI  A  .•  ff-H 
PI U  V  C C it  i  LM U9nlr  \*  \J  Pi  rr  .  P71  Ulll  M  11(11/ 

Q 

SL 

215  2 

2 

4  20 

0  73  T 

8  8 

9.7 

6  9 

5  2 

19  6 

r-tririf 

NIIVFFN  Fl  AfiSHIP  Fl  A    MUNI  A  (aaaa\ 
nuvttri  rnwanir  r lm,  mum  m 

C— 

SL 

I* 

297  0 

_4 

4  20 

0  82  7 

8  5 

q  n 

6  7 

5  1 

21  2 

IlicinE 

UsiEn 

NIIVFFN  Fl  Af^SMIP  KY    MUNI  A  fhhhhi 

c 

SL 

D 
D 

445  3 

4  20 

0  75 1 

9  1 

9.9 

7  i 

5  2 

20  9 

EasllEfl 

NUVEEN  FLAGSHIP  LTD.-TERM  MUNI  A  (nil) 

B+ 

MS 

D 

430.5 

-6 

2.50 

0.80  t 

6.9 

7.1 

5.6 

4.6 

7.1 

BDQE 

NUVEEN  FLAGSHIP  MICH.  MUNI  A  (jjjj) 

C 

SL 

B 

262.7 

3 

4.20 

0.85  f 

8.8 

9.5 

6.9 

5.1 

18.4 

BBBE 

NIIVFFN  Fl  AftSUIP  MD    MUNI  A  LLi-L 
riU  V  tt  IT  r  LMUjnlr    m  \J .  lYIUrll  H  IKKKKJ 

r- 
\* 

ci 

/* 

234  8 

c 

4  20 

0  86  7 

9  4 

9.7 

7  ^ 

s  n 
□.u 

1  g  g 

NIIVFFN  Fl  AIRSHIP  N  C    MUNI  A  dlltl 
iTU  VCCrl  r  UHuSnlr    Pi .     .  (Tl  U  PI  1  H  UMw 

p  _ 

a  l 

1 87  1 

1 

4  20 

0  93  7 

8  9 

9.0 

6  4 

5  0 

1 9  7 

CICIEclE 
UclEJE 

NIIVFFN  Fl  Af^SHIP  OHIO  MUNI  A  mmmml 

nuvLtn  r  LMusnir  uniu  itiuiti  m  \ inni min ) 

I* 

S  L 

p 

476  8 

4  20 

0  89  7 

8  3 

8.9 

6  5 

5  2 

1 9  3 

■vsnnc 

NUVEEN  FLAGSHIP  TENN.  MUNI  A  (nnnn) 

c 

SL 

C 

271.3 

5 

4.20 

0.85 1 

9.1 

9.3 

6.7 

5.1 

19.0 

BFJFJE 

NUVEEN  MUNICIPAL  BOND  R 

A 

ML 

A 

2965.4 

5 

No  load  f 

0.57 

9.1 

9.5 

6.9 

5.1 

20.0 

□DE1E 

DPPFNHFIMFR  CAI  IF    MIINICIPAI  A 
Urr  LPIiilI (Tl C PI  UHLIr  ,  ITI unilrlrHL  M 

|* 
\r 

SL 

/* 
%0 

298  7 

2 

4  75 

q  97  T 

9  7 

1 1.3 

7  3 

5  1 

22  6 

DPPFNHFIMFR  MIINICIPAI    RDND  A 
urrLnnCimLn  ITI Unil/lrHL  DvnU  M 

ML 

**_ 

585  9 

_1 

4  75 

0  92  7 

9  4 

1 0.8 

7  0 

5  2 

18  5 

illllMI 

DPPFNHFIMFR  N  Y    MIINICIPAI  A 
UrrLiin C ImLn  Pl.t.  lYlUnllLlrML  M 

u 

ci 

c 

—3 

h.  i  a 

10.2 

fi  7 

17  4 

nnni 

PACIFIC  HORIZON  CALIF.  T  E  BOND  A 

c- 

SL 

c 

217.8 

-1 

4.50 

0.90 

8.5 

9.5 

6.8 

4.7 

16.2 

PAINEWEBBER  NATL.  TAX-FREE  INCOME  A 

F 

Ml 

F 

229.5 

-18 

4.00 

0.91  t 

9.3 

9.0 

6.2 

4.6 

19.2 

□□Eff 

PIDNFFR  TAY-FRFF  INCDMF  A 
rlUrlCCn    1  HA  r  ntt  IPlWUirlC  M 

l- 

ML 

41  1  4 

_~j 

4  50 

0  90  T 

8  8 

9.6 

6  9 

4  6 

20  8 

EJCJESC 

PRICF  fT    RDWF1  CAI  IF    TAX-FRFF  RDND 
rnlLL  11.  nUTTLj  vHLIr  .    1  MA  r  ntL  DvnU 

D 

S  L 

D, 

o+ 

1 88  1 

20 

Nn  tnarl 
ITU  (Udll 

0  62 

9  1 

1 0.2 

7  3 

5  0 

1 7  0 

UCiLJC 

PRICF  IT    DHUfPI  MD  TAY-FRFF 

D  + 

A 

A 

no  iuj'j 

0  54 

fl  7 
o.  / 

9.5 

7  i 

1 5  g 

CJclEflC 

PRICE  (T.  ROWE)  N.Y.  TAX-FREE 

B 

SL 

B- 

171.1 

21 

No  load 

0.65 

9.5 

10.0 

7.3 

5.1 

20.6 

aoBi 

PRICE  (T.  ROWE)  TAX-FREE  HIGH-YIELD 

A 

ML 

A 

1 199.5 

16 

No  load 

0.74 

10.2 

10.5 

7.8 

5.5 

18.8 

BBBi 

DDirr  / t  Dntun  tay-cdcc  ihirnMr 

rnltL  (I.  KUVf  tj    1  HA  TKU  IrltUiYlt 

B 

Ml 

D 
D 

1  ^ 
1  jcW.j 

o 

MO  lUdu 

KJ.D  1 

a.  J 

9.9 

7  0 

R  9 

17  2 

rnlLL  VI.  KUnLJ  iftA-rntt  SfflWII  1  in  1  tKirl. 

A 

MC 

nfi  i 

i« 

1*1 

u 

Mn  Inart 
PfU  lOdU 

u.rjo 

3.0 

A  fl 

4  2 

3  8 

nnni 

kJEIblc 

DDirr  it  DAuurt  ua  tay-cdcc 

rnILL  V*-  H "  ™  Efi  /  VH.  IftATntt 

B 

CI 

JL 

D  , 
»+ 

Q 

on 

ZD 

Mn  1  r  5  rl 
(TO  lOdO 

U.D3 

9.9 

7  9 

17  5 

£1  El  C1C 
EaEJCflC 

PRINCIPAL  TAX-EXEMPT  BOND  A  (0000) 

c- 

ML 

C- 

195.2 

3 

4.75 

0.78  ' 

9.2 

11.3 

7.0 

4.9 

18.0 

BQOE 

PRUDENTIAL  CALIF.  MUNI  CALIF.  INCOME  A 

A 

SL 

A 

161.1 

5 

3.00 

0.73  7 

10.3 

10.9 

8.5 

5.4 

19.5 

QBDE 

PRUDENTIAL  MUNI  HIGH-YIELD  B 

B- 

ML 

A 

670.1 

-4 

5.00  ** 

1.04t 

10.4 

9.8 

7.3 

5.9 

10.0 

BBBE 

PRUDENTIAL  MUNI  INSURED  B 

D 

ML 

D 

266.7 

-20 

5.00** 

1.08  7 

8.4 

8.9 

6.3 

4.3 

15.8 

BBBE 

PRUDENTIAL  MUNICIPAL  N.Y.  A 

c 

SL 

C 

172.1 

-2 

3.00 

0.68  7 

9.2 

9.6 

6.9 

5.0 

17.0 

BBBEfl 

PRUDENTIAL  NATL.  MUNICIPALS  A 

c- 

ML 

C 

487.9 

-3 

3.00 

0.68 1 

9.8 

9.7 

6.9 

5.0 

17.6 

BBBE 

PUTNAM  CALIF.  TAX-EXEMPT  INCOME  A 

c 

SL 

c 

3102.3 

-2 

4.75 

0.74 1 

8.7 

10.3 

7.2 

5.0 

21.5 

BQOE 

PUTNAM  FLA.  TAX-EXEMPT  INCOME  A 

D 

SL 

c- 

244.1 

-3 

4.75 

0.96  7 

9.0 

9.6 

6.5 

5.1 

19.6 

BBBE 

PUTNAM  MASS.  TAX-EXEMPT  INCOME  A 

C 

SL 

B 

289.8 

6 

4.75 

0.96  7 

8.9 

10.2 

7.1 

5.4 

19.8 

BBBE 

PUTNAM  MUNICIPAL  INCOME  A 

C 

ML 

c 

826.0 

1 

4.75 

0.96  7 

9.6 

10.3 

7.1 

5.5 

18.7 

BBBE 

'Includes  redemption  fee  "Includes  deferred  sales  charge.  1 12(b)-l  plan  in  effect.  iNot  currently  accepting  new  accounts  or  deposits  NA=Not  available.  NM=Not  meaningful, 
(dddd)  Prev.  JPM  Pierpont  T-E  Bond,  (eeee)  Prev.  Flagship  All-Amer.  T-E  A.  (ffff)  Prev.  Flagship  Conn.  Double  T-E  A.  (gggg)  Prev.  Flagship  Fla.  Double  T-E  A.  (hhhh)  Prev.  Flag! 
Ky.  Triple  T-E  A.  (iiii)  Prev.  Flagship  L-T  T-E  A.        Prev.  Flagship  Mich.  Triple  T-E  A.  (kkkk)  Prev.  Flagship  Mo.  Double  T-E  A.  (Nil)  Prev.  Flagship  N.C  Double  T-E  A.  (mmmm)  F 
Flagship  Ohio  Double  T-E  A.  (nnnn)  Prev.  Flagship  Tenn.  Double  T-E  A.  (oooo)  Prev.  Princor  T-E  Bond  A.  DATA  MORNINGSTAR,  INC..  CHICAGO 
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rUAL  FUND  SCOREBOARD  Bond  Funds 


RATING 

CATEGORY 

RATING 

SIZE 

FEES 

PERFORMANCE 

PORTFOLIO 

UICTDDV 

(COMPARES  RISK-ADJUSTED  PERFORMANCE 

(RATING  COMPARES  FUND 

ASSETS 

%  CHG 

SALES 

EXPENSE 

TOTAL  RETURN (%) 

IltLU 

MATURITY 

RESULTS  VS. 

OF  EACH  FUND  AGAINST  ALL  FUNDS) 

WITHIN  CATEGORY) 

$MIL. 

1996-9/ 

/■> 1 1 ft  n/^r  /o/  \ 

CHARGE (%) 

n  ft t i n  to/  \ 

KAIIU  (%) 

1  YR. 

3  YR. 

5  YR. 

(%) 

(YEARS) 

am  ci  mine 
ALL  rUINUi 

HI  N.J.  TAX-EXEMPT  INCOME  A 

C- 

SL 

C 

225.9 

-2 

4.75 

0.96  t 

8.8 

9.5 

6.7 

4.9 

18.7 

BQQQQ 

HI  N.Y.  TAX-EXEMPT  INCOME  A 

F 

SL 

D 

1732.3 

-6 

4.75 

0.81  t 

9.0 

9.2 

6.4 

5.1 

10.7 

DE1EIBB 

rl  N.Y.  TAX-EXEMPT  OPPORT.  A 

B+ 

SI 

A 

166.7 

1 

4.75 

0.96 1 

8.9 

9.6 

6.9 

5.3 

18.2 

OE3FJQ0 

A  OHIO  TAX-EXEMPT  INCOME  A 

C 

SL 

B 

185.2 

-2 

4.75 

0.981 

O.J 

D.D 

5.0 

17.3 

QQQQE3 

A  PA.  TAX-EXEMPT  INCOME  A 

C 

SL 

B 

191.1 

1 

4.75 

0.98 1 

8.7 

9.6 

7.1 

1 1  Q 

QQBQB 

11  TAX-EXEMPT  INCOME  A 

D 

ML 

D 

2054.0 

-3 

4.75 

0.78 1 

9.6 

9.9 

6.8 

5.2 

9.9 

DQBBO 

A  TAX-FREE  HIGH  YIELD  B 

B 

ML 

B 

1227.3 

-15 

5.00** 

1.50t 

8.5 

8.9 

6.4 

5.0 

18.9 

BSBE1B 

A  TAX-FREE  INSURED  B 

C- 

ML 

C- 

337.0 

-A 

5.00  ** 

1.58t 

8.2 

9.1 

6.2 

5.0 

18.3 

BBBOB 

iTER  FUND  MUNICIPALS  A 

B 

SL 

B 

2847.2 

23 

4.75 

0.82 1 

in  9 

1  U.  z. 

112 

y  -7 

5.9 

21.9 

00000 

>  MUNICIPAL  BOND  NO  LOAD 

C- 

ML 

C- 

503.0 

4 

No  load 

0.54 

10.6 

11.5 

7.5 

5  0 

23  5 

BQOBO 

ER  CALIF.  TAX-FREE 

c 

SL 

B 

310.1 

5 

No  load 

0.78 

10.1 

10.7 

7.4 

4.6 

1 1.0 

aODBO 

LR  HIGH-YIELD  TAX-FREE 

B+ 

ML 

B+ 

324.8 

11 

No  load 

0.91 

1 1.9 

11.7 

7.8 

5.1 

10.0 

□□□BO 

ER  MASS.  TAX-FREE 

B 

SL 

B+ 

356.0 

8 

No  load 

0.76 

8.4 

10.0 

7.4 

4.8 

9.0 

DBBBB 

ER  MANAGED  MUNI  BONDS 

B 

ML 

B 

719.2 

-2 

No  load 

0.63 

o  o 

I  U.U 

4.9 

10.2 

OBBBB 

ER  MEDIUM-TERM  TAX-FREE 

B+ 

Ml 

B 

651.7 

0 

No  load 

0.72 

7.6 

8.5 

6.5 

A  A 

D.D 

BBBBB 

ER  N.Y.  TAX-FREE 

D 

SL 

C- 

189.1 

1 

No  load 

0.83 

9.5 

10.1 

6.9 

4.2 

10.7 

□□BOO 

AN  MUNICIPAL  OHIO  A 

C 

SI 

C- 

154.3 

-3 

4.75 

0.77 1 

8.4 

9.0 

6.6 

5.0 

19.1 

BBBBB 

CALIF.  MUNICIPAL  A 

C 

SL 

C 

312.8 

-13 

4.50 

0.97  t 

10.3 

10.8 

7.2 

5.2 

19.7 

aaoBO 

NATIONAL  MUNICIPAL  A 

C 

ML 

c 

161.6 

-23 

4.50 

1.04t 

q  n 

y .  u 

y  .t> 

7  1 

5.4 

18.8 

DQBBB 

[-FREE  INCOME 

A 

MS 

B+ 

445.2 

46 

No  load 

0.79 

9.7 

9.4 

7.5 

J.Z 

1  o.U 

BOQDO 

3ARNEY  CALIF.  MUNICIPALS  A 

B 

SL 

B+ 

650.0 

13 

4.00 

0.71  t 

11.1 

12.8 

8.6 

4.9 

21.1 

□□□□□ 

3ARNEY  INTERM.  MAT.  CALIF.  A 

B 

SI 

B 

258.3 

945 

2.00 

0.77 1 

7.5 

8.6 

6.3 

4.6 

7.3 

BBBBB 

SARNEY  MANAGED  MUNIS  A 

B  + 

ML 

B+ 

2306.4 

17 

4.00 

0.68 1 

10.9 

12.1 

9.3 

5.4 

24.0 

DBDOn 

HARNEY  MUNI  HIGH  INCOME  B  (pppp) 

B 

ML 

B 

532.9 

-15 

4.50** 

1.32 1 

Q  1 

y.  i 

Q  R 

D.D 

4.9 

22.4 

BBBBB 

3ARNEY  MUNI  LTD.  TERM  A 

A 

Ml 

B+ 

253.9 

-32 

2.00 

0.75 1 

8.1 

7.7 

6.1 

J.U 

Q  C 
O.U 

BOQBB 

3ARNEY  MUNI  NATIONAL  A 

B+ 

ML 

B  + 

365.4 

0 

4.00 

0.70 1 

10.6 

10.9 

7.8 

5.6 

21.4 

DBOBO 

3ARNEY  MUNI  N.Y.  A 

B 

SL 

B+ 

553.3 

1 

4.00 

0.75 1 

10.3 

10.8 

7.6 

5.3 

24.0 

BBOBD 

SARNEY  N.J.  MUNICIPALS  A 

C 

SL 

C 

154.2 

4 

4.00 

0.76 1 

9.3 

10.0 

6.9 

5.2 

20.5 

BQBBB 

OACH  CALIF.  TAX-FREE  BOND  A  (qqqq)  B 

SL 

B+ 

219.8 

-8 

4.50 

0.71  t 

Q  Q 

Q  ~l 

4.8 

15.3 

BBBBB 

ST.  RESEARCH  TAX-EXEMPT  A 

C- 

ML 

C- 

207.5 

-7 

4.50 

1.04t 

10.2 

9.8 

6.7 

A  C 

1  n  a 

BQBBO 

IOE  HIGH-YIELD  MUNIS 

A 

ML 

A 

323.1 

10 

No  load 

0.77 

9.2 

10.3 

7.3 

5.4 

20.3 

BBBBB 

tOE  INTERMEDIATE  MUNIS 

B+ 

Ml 

C 

200.1 

0 

No  load 

0.70 

7.2 

8.1 

6.2 

4.5 

8.9 

BBOBB 

IOE  MANAGED  MUNICIPALS 

B 

ML 

B 

591.7 

-3 

No  load 

0.73 

9.0 

9.7 

6.8 

4.8 

15.3 

BBBBB 

i  HIGH-YIELD  MUNI  BOND 

ML 

443.6 

81 

No  load 

0.70 

1 3.9 

11.1 

NA 

5.8 

10.5 

□BOO 

i  MUNICIPAL  ADVANTAGE 

MS 

925.2 

85 

No  load 

0.00 

4.9 

NA 

NA 

4.4 

y.  j 

□□ 

i  MUNICIPAL  BOND 

B 

Ml 

C- 

240.9 

3 

No  load 

0.80 

12.1 

8.6 

6.4 

5.2 

9.1 

BBQSO 

*  SHORT-TERM  MUNI  BOND 

B+ 

MS 

D 

180.7 

24 

No  load 

0.70 

6.9 

5.7 

4.5 

4.8 

2.9 

□aaaa 

EMPT  BOND  OF  AMERICA 

B 

ML 

B  + 

1666.0 

10 

4.75 

0.68  T 

9.0 

10.2 

7.3 

5.1 

8.7 

BBBOB 

EMPT  FUND  OF  CALIF. 

B 

SL 

B+ 

314.9 

20 

4.75 

0.72  t 

Q  1 

Q  Q 

y.y 

"7  1 

4.6 

8.9 

BBBBB 

EE  FUND  OF  COLO.  A 

B 

SI 

B 

214.0 

0 

4.00 

0.69 1 

7.3 

8.0 

6.1 

A  Q 

o.  J 

BBQBB 

EE  TRUST  OF  ARIZ.  A 

C 

SI 

C- 

393.7 

0 

4.00 

0.72 1 

8.4 

9.0 

6.4 

5.0 

14.9 

BBBBB 

EE  TRUST  OF  ORE.  A 

B 

SI 

C 

312.8 

3 

4.00 

0.72 1 

7.4 

8.3 

6.1 

5.0 

14.5 

BBBBB 

SURG  INTERM.  MUNI  A 

A 

Ml 

B  + 

315.9 

28 

3.50 

1.00 1 

7.2 

8.2 

6.8 

4.8 

7.5 

BOQBB 

1URG  LTD.-TERM  NATL.  A 

A 

MS 

C- 

856.2 

-6 

2.50 

0.96 1 

3.U 

JO 

4.6 

3.6 

□□□□□ 

MUNICIPAL  BOND  A 

C 

ML 

c 

995.6 

2 

4.25 

0.67  t 

10.2 

11.3 

7.9 

c  n 
u.U 

DQOBO 

MUNICIPAL  HIGH-INCOME  A 

A 

ML 

A 

482.0 

18 

4.25 

0.78 1 

1 1.8 

11.7 

8.9 

5.9 

22.0 

BBBDD 

ALIF.  BOND 

B 

SL 

B+ 

498.6 

14 

No  load 

0.41 

10.4 

12.3 

7.7 

5.4 

19.9 

□□□□□ 

AX-EXEMPT  INTERM.-TERM 

A 

Ml 

B+ 

1936.0 

13 

No  load 

0.37 

9.4 

9.6 

7.1 

5.4 

9.7 

BBBBD 

AX-EXEMPT  LONG-TERM 

B 

ML 

B+ 

1995.4 

7 

No  load 

0.37 

1  C\  A 

It  n 

7.2 

5.6 

22.4 

BQOBO 

AX-EXEMPT  SHORT-TERM 

A 

MS 

B+ 

878.3 

12 

No  load 

0.41 

5.9 

6.1 

4.9 

4.5 

2.8 

□□□□□ 

A.  BOND 

B  + 

SL 

A 

324.7 

14 

No  load 

0.46 

9.5 

10.4 

7.3 

5.4 

20.8 

BBBDD 

LINE  TAX-EXEMPT  HIGH-YIELD 

C 

ML 

C 

187.5 

-7 

No  load 

0.60 

8.6 

9.5 

6.4 

4.7 

17.7 

BDBBB 

MPEN  AM.  CAP.  HIGH-YIELD  MN.  A 

A 

Ml 

A 

778.1 

27 

4.75  X 

1.01  T 

1 1.0 

10.2 

8.1 

6.3 

21.0 

BDBDD 

MPEN  AM.  CAP.  INS.  TAX-FREE  A 

D 

ML 

D 

1288.6 

0 

4.75 

0.95  t 

7.7 

9.5 

6.7 

4.9 

19.5 

BBBBB 

MPEN  AM.  CAP.  MUNI  INCOME  A 

C- 

ML 

C 

794.1 

-1 

4.75 

0.94 1 

9.1 

9.5 

6.6 

5.4 

1 9.8 

BBBBB 

MPEN  AM.  CAP.  PA.  T/F  A 

C- 

SL 

C 

222.0 

-2 

4.75 

1.09T 

8.6 

9.6 

7.0 

5.0 

19.3 

DBBBB 

MPEN  AM.  CAP.  T/F  HIGH  A 

B+ 

ML 

B+ 

697.0 

4 

4.75 

0.99 1 

9.1 

9.1 

7.4 

6.0 

21.1 

DBBBB 

VRD  CALIF.  TAX-FREE  INS.  INTERM. 

SI 

622.9 

78 

No  load 

0.19 

7.7 

8.7 

NA 

4.7 

6.0 

mm 

VRD  CALIF.  TAX-FREE  INS.  LONG-TERM  C 

SL 

B 

1225.6 

17 

No  load 

0.19 

8.9 

10.7 

7.6 

5.1 

10.1 

BBOOB 

\RD  FLA.  INSURED  TAX-FREE 

B 

SL 

B 

687.8 

26 

No  load 

0.19 

8.9 

10.1 

7.6 

4.9 

9.7 

DBBBB 

»RD  MUNI  HIGH-YIELD 

B 

ML 

B+ 

2292.3 

12 

No  load 

0.19 

9.2 

10.5 

7.6 

5.5 

9.2 

BBOBB 

s*RD  MUNI  INSURED  LONG-TERM 

C 

ML 

C 

2075.3 

6 

No  load 

0.19 

8.7 

10.3 

7.4 

5.3 

9.7 

BBOBB 

IVRD  MUNI  INTERMEDIATE-TERM 

A 

Ml 

B+ 

6849.4 

12 

No  load 

0.19 

7.1 

8.2 

6.7 

5.0 

6.7 

BDOBQ 

IVRD  MUNI  LIMITED-TERM 

A 

MS 

C 

2020.1 

13 

No  load 

0.19 

5. 1 

^  Q 

A  O 

4.4 

3.4 

□DOBS 

IVRD  MUNI  LONG-TERM 

B 

ML 

B 

1282.0 

12 

No  load 

0.19 

9.3 

10.7 

7.7 

OBOBB 

IVRD  MUNI  SHORT-TERM 

A 

MS 

B 

1494.7 

3 

No  load 

0.19 

4.1 

4.6 

3.8 

4.0 

1.2 

□DQBO 

IVRD  N.J.  TAX-FREE  INS.  LONG-TERM 

C 

SL 

B 

965.1 

15 

No  load 

0.20 

8.6 

9.5 

7.1 

5.1 

8.2 

OBBBB 

&RD  N.Y.  INSURED  LONG-TERM  (rrrr) 

C 

SL 

B 

1161.0 

23 

No  load 

0.20 

8.7 

10.0 

7.3 

5.1 

8.4 

BBBBB 

IVRD  OHIO  TAX-FREE  INS.  LONG-TERM  B 

SL 

B  + 

258.5 

20 

No  load 

0.20 

8.5 

9.7 

7.2 

5.0 

7.9 

BBBBB 

IVRD  PA.  TAX-FREE  INS.  LONG-TERM 

B  + 

SL 

B+ 

1771.9 

9 

No  load 

0.19 

8.3 

9.6 

7.2 

5.3 

7.4 

BBBBB 

redemption  fee.  "Includes  deferred  sales  charge.  tl2(b)-l  plan  in  effect.  {Not  currently  accepting  new  accounts  or  deposits  NA=Not  available  NM=Not  meaningful 
ev.  Smith  Barney  T-E  Inc.  ES.  (qqqq)  Prev.  Overland  Express  Calif.  T-F  Bond  A.  (rrrr)  Prev.  Vanguard  N.Y.  Insured  Tax-Free. 
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MUTUAL  FUND  SCOREBOARD 


Telephone  Numb 


AARP  INVESTMENT  PROGRAM 

800-322-2282 

ADVANCE  CAPITAL  I  GROUP 

800-345-4783 

AIM  FUNDS 

800-347-4246 

ALLIANCE  CAPITAL  GROUP 

800-227-4618 

AMCORE  VINTAGE  MUTUAL  FUNDS 

800-438-6375 

AMERICAN  CENTURY  INVESTMENTS 

800-345-2021 

AMERICAN  FUNDS  GROUP 

800-421-4120 

AMERISTAR  FUNDS 

800-824-3741 

AMSOUTH  FUNDS 

800-451-8379 

AQUILA  GROUP 

800-872-5859 

ARMADA  FUNDS 

800-342-5734 

ASSET  MANAGEMENT  FUND  (AMF) 

800-527-3713 
ATLAS  FUNDS 
800-933-2852 
BABSON  FUND  GROUP 

800-422-2766 

BERNSTEIN  (SANFORD  C.)  FUND 

212-756-4097 

BLAIR  (WILLIAM)  MUTUAL  FUNDS 

800-742-7272 

BLANCHARD  GROUP  OF  FUNDS 

800-829-3863 

BOND  FUND  OF  AMERICA 

See  American  Funds  Group 
BOSTON  1784  FUNDS 

800-252-1784 

CALIFORNIA  INVESTMENT  TRUST  GRP. 

800-225-8778 
CALVERT  GROUP 
800-368-2748 
CAPITAL  WORLD  BOND 

See  American  Funds  Group 
CARDINAL  GROUP 

800-848-7734 

CHICAGO  TRUST  BOND  FUNDS 

800-992-8151 
CHURCHILL  FUNDS 
800-872-5859 
COLONIAL  GROUP 
800-426-3750 
COLUMBIA  FUNDS 
800-547-1707 
COMMERCE  FUNDS 
800-305-2140 
COMMON  SENSE  TRUST 
800-544-5445 

COMPOSITE  GROUP  OF  FUNDS 

800-543-8072 

DAVIS  FUNDS 

800-279-0279 

DEAN  WITTER  FUNDS 

800-869-3863 

DELAWARE  GROUP 

800-523-4640 

DG  INVESTOR  SERIES 

800-748-8500 

DODGE  &  COX  GROUP 

800-621-3979 

DREYFUS  GROUP 

800-373-9387 

DREYFUS  PREMIER  FUNDS 

800-554-4611 

DUPREE  MUTUAL  FUNDS 

800-866-0614 

EATON  VANCE  GROUP 

800-225-6265 


EVERGREEN  KEYSTONE  FUNDS 

800-343-2829 

EXCELSIOR  FUNDS 

800-446-1012 

FEDERATED  FUNDS 

800-341-7400 

FIDELITY  ADVISOR  FUNDS 

800-522-7297 

FIDELITY  GROUP 

800-544-8888 

FIRST  INVESTORS  GROUP 

800-423-4026 

FIRST  OMAHA  FUNDS 

800-662-4203 

FIRST  PRIORITY  FUNDS 

800-433-2829 

FORTIS  FUNDS 

800-800-2638 

FOUNTAIN  SQUARE  FUNDS 

800-334-0483 

FPA  FUNDS 

800-982-4372 

FRANKLIN  GROUP  OF  FUNDS 

800-342-5236 
FREMONT  FUNDS 
800-824-1580 
FUNDAMENTAL  FUNDS 

800-322-6864 
GALAXY  FUNDS 
800-628-0414 
GE  FUNDS 

800-656-6626 

GENERAL  CA  MUNICIPAL  BOND 

See  Dreyfus  Group 

GENERAL  MUNICIPAL  BOND 

See  Dreyfus  Group 

GENERAL  N.Y.  MUNICIPAL  BOND 

See  Dreyfus  Group 

GLOBAL  GOVERNMENT  PLUS 

See  Prudential  Mutual  Funds 

GLOBAL  TOTAL  RETURN  A 

See  Prudential  Mutual  Funds 

GOLDMAN  SACHS  ASSET  MGMT.  GRP. 

800-526-7384 

GRADISON  MUTUAL  FUNDS 

800-869-5999 

GT  GLOBAL  GROUP  OF  FUNDS 

800-824-1580 

GUARDIAN  FUNDS 

800-221-3253 

HANCOCK  JOHN  FUNDS 

800-225-5291 

HARBOR  FUNDS 

800-422-1050 

HAWAIIAN  TAX-FREE  A 

See  Aquila  Group 

HOMESTEAD  FUNDS 

800-258-3030 

HOTCHKIS  &  WILEY  FUNDS 

800-346-7301 

IDS  GROUP 

800-328-8300 

INTERMEDIATE  BOND  FD.  AMERICA 

See  American  Funds  Group 

INVESCO  FUNDS 

800-525-8085 

INVESTORS  TRUST 

800-656-6626 

ISI  FUNDS 

800-955-7175 

IVY  MACKENZIE  GROUP  OF  FUNDS 

800-456-5111 
JANUS  GROUP 
800-525-8983 
KEMPER  FUNDS 
800-621-1048 
KEY  FUNDS 
See  Victory  Group 
KEYPREMIER  FUNDS 
800-766-3960 


KEYSTONE  FUNDS 

See  Evergreen  Keystone  Funds 

KIEWIT  MUTUAL  FUND 

800-254-3948 

LEGG  MASON  FUNDS 

800-577-8589 

LEXINGTON  GROUP 

800-526-0056 

LIMITED  TERM  TAX-EX.  BD.  AMER 

See  American  Funds  Group 

LORD  ABBETT  FUNDS 

800-874-3733 

MAINSTAY  FUNDS 

800-624-6768 

MARKETVEST  FUNDS 

800-658-8378 

MARKETWATCH  FUNDS 

800-232-9091 

MARQUIS  FUNDS 

800-462-9511 

MARSHALL  FUNDS 

800-236-8560 

MCM  FUNDS 

800-788-9485 

MERRILL  LYNCH  GROUP 

800-637-3863 

MFS FUNDS 

800-637-2929 

MORGAN  (J.  P.)  FUNDS 

800-225-7670 

MORGAN  STANLEY  FUNDS 

800-282-4404 

NATIONWIDE  FUNDS 

800-848-0920 

NEUBERGER  &  BERMAN  GROUP 

800-877-9700 

NEW  ENGLAND  FUND  GROUP 

800-225-7670 
NICHOLAS  GROUP 

800-227-5987 

NORTHEAST  INVESTORS  GROUP 

800-225-6704 

NORTHERN  FUNDS 

800-595-9111 

NORTHSTAR  FUNDS 

800-595-7827 

NUVEEN  MUTUAL  FUNDS 

800-621-7227 

111  CORCORAN  FUNDS 

800-422-2080 

OPPENHEIMER  FUNDS 

800-525-7048 

OVERLAND  EXPRESS  FUNDS 

800-552-9612 

PACIFIC  HORIZON  FUNDS 

800-332-3863 

PAINEWEBBER  MUTUAL  FUNDS 

800-647-1568 

PAYDEN  &  RYGEL  INVESTMENT  GRP. 

800-572-9336 

PERMANENT  PORTFOLIO  FUNDS 

800-531-5142 

PHOENIX  FUNDS 

800-243-4361 

PIONEER  GROUP 

800-225-6292 

PIPER  FUNDS 

800-866-7778 

PREFERRED  GROUP 

800-662-4769 

PRICE  (T.  ROWE)  FUNDS 

800-638-5660 

PRINCOR  FUNDS 

800-451-5447 

PRUDENTIAL  MUTUAL  FUNDS 

800-225-1852 

PUTNAM  FUNDS 

800-225-1581 

ROCHESTER  FUNDS 

716-383-1300 

SAFECO  MUTUAL  FUNDS 

800-426-6730 


SALOMON  BROTHERS  GROUP 

800-725-6666 
SCHWAB  FUNDS 
800-526-8600 
SCUDDER  FUNDS 
800-225-2470 
SELIGMAN  GROUP 
800-221-2783 
SENTINEL  GROUP 
800-282-3863 
SIERRA  TRUST  FUNDS 
800-222-5852 
SIT  GROUP 
800-332-5580 
SMITH  BARNEY  GROUP 
800-451-2010 
SMITH  BREEDEN  FUNDS 
800-221-3138 

SOUTHTRUST  VULCAN  FUND 

800-239-7470 
SSGA  FUNDS 
800-647-7327 
STAGECOACH  FUNDS 
800-222-8222 
STAR  FUNDS 
800-677-3863 
STATE  STREET  RESEARCH  GR 
800-882-0052 
STEIN  ROE  MUTUAL  FUNDS 
800-338-2550 
STRONG  FUNDS 
800-368-1030 
SUNAMERICA  FUNDS 
800-858-8850 

TAX-EXEMPT  BOND  OF  AMERI 

See  American  Funds  Group 
TAX-FREE  FUND  OF  COLO.  A 
See  Aquila  Group 
TAX-FREE  TRUST  OF  ARIZ.  A 
See  Aquila  Group 
TAX-FREE  TRUST  OF  ORE.  A 
See  Aquila  Group 
TCW  DW  FUNDS 
800-526-3143 
TEMPLETON  GROUP 
800-292-9293 
THORNBURG  FUNDS 
800-847-0200 
U.S.  GOVERNMENT  SECURITIE! 
See  American  Funds  Group 
UNITED  GROUP 
800-366-5465 
USAA  GROUP 
800-382-8722 

VALUE  LINE  MUTUAL  FUNDS 

800-223-0818 

VAN  ECK  GLOBAL  FUNDS 

800-826-1115 

VAN  KAMPEN  AMER.  CAPITAL  I 

800-421-5666 
VANGUARD  GROUP 
800-662-7447 
VICTORY  GROUP 
800-539-3863 
VIRTUS  FUNDS 
800-723-9512 
VISTA  MUTUAL  FUNDS 
800-648-4782 
WARBURG  PINCUS  FUNDS 
800-927-2874 
WESTERN  ASSET  TRUST 
818-584-4300 
WPG  MUTUAL  FUNDS 
800-223-3332 

WRIGHT  MANAGED  NVESTMENT  IS 

800-888-9471 
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Personal  Business 


EDITED  BY  AMY  DUNKIN  

IF  ONE  MANAGER 
IS  GOOD,  ARE 
FOUR  BETTER? 


Last  spring,  James  Kras- 
ka  was  clicking  through 
Morningstar's  Web  site 
when  he  became  intrigued  by 
a  review  of  the  Masters'  Se- 
lect Equity  Fund.  After 
drilling  down  for  more  infor- 
mation, he  learned  that  Mas- 
ters' Select  divvies  up  its 
cash  among  six  managers,  in- 
cluding superstars  such  as 
large-cap  stock-picker  Shelby 
Davis  and  mid-cap  growth 
specialist  Foster  Friess. 
Quickly,  the  32-year-old  U.  S. 
Navy  lieutenant  stationed  in 
Alameda.  Calif.,  invested 
$5,000  and  has  been  adding 
$300  a  month  since.  "It's  a 
shortcut."  he  says.  "You  look 
at  all  the  Morningstar  cate- 
gories, and  you  go:  'Jeez!'  If 
you  picked  one  of  each,  pret- 
ty soon  you'd  have  more 
funds  than  you  know  what  to 
do  with." 

Has  Kraska  hit  on  the  per- 
fect way  to  slice  through  the 
ever-proliferating  clutter  of 
mutual  funds?  It's  a  timely 
question,  as  multimanager 
funds  spread.  Masters'  Select 
has  launched  an  international 
fund  and  is  considering  oth- 
ers, while  financial-services 
giant  SunAmerica  has  dou- 
bled, to  eight,  the  number  of 
funds  in  its  multimanager 
Style  Select  series.  The  ap- 
proach, which  long  ago  be- 
came common  among  pension 
funds,  "is  trickling  down  to 
the  retail  level."  notes  Randy 
Lert.  chief  investment  officer 
at  Frank  Russell  Co..  which 
runs  multimanager  funds 
with  S6  billion  in  assets  from 
individuals. 

Yet  while  multimanager 
funds  seem  promising,  many 
are  expensive,  and  some  have 


yet  to  show  a  decided  per- 
formance advantage  (table). 
Also  important  is  separating 
tine  multimanager  funds — in 
which   the    managers  are 
wholly  independent — from 
the  legions  of  team- 
managed  funds, 
which  are  directed  by 
consensus  among  man- 
agers who  work  for  the 
same  company.  Xo  advan- 
tage there  "if  they're  all 
reading  the  same  re- 
search," says  Vanguard  ; 
Group's  portfolio  review  % 
chief.  Jeff  Molitor.  "It's  the 
independence  of  thought" 
that  counts. 

That  said,  is  one  of  these 
fimds  right  for  you?  Perhaps, 
if  you  enjoy  the  simplicity  of 
one-stop  shopping.  If,  in  di- 
versifying your  portfolio, 


MUTUAL  FUNDS 


One  advantage:  Multiple 
styles  lead  to  less  volatility 


you've  wound  up  with  a  half- 
dozen  or  more  funds,  you 
know  how  it  feels  to  see  your 
mailbox  stuffed  with  state- 
ments and  reports.  Investors 
"don't  have  enough  time  to 
keep  up  with  all  of  this,"  says 
J.  Steven  Xeamtz,  executive 
vice-president  at  SunAmerica 
Asset  Management.  Unless 
you  keep  close  tabs  on  what 
your  funds'  managers  are  up 
to,  you  may  not  really  be 
diversified. 

A  multimanager  fund  may 
give  smaller  investors  access 
to  talent  otherwise  available 


only  to  big  money.  Jim 
Carstensen.  a  Xew  Jersey 
systems  administrator,  recalls 
being  attracted  last  year  to 
Friess's  Brandywine  Fund 
but  was  put  off  by  its  $25,000 
minimum.  "That  was  a  jump 
I  didn't  want  to  make  initial- 
ly." he  says.  So  he  chose  Mas- 
ters' Select,  where  Friess 
runs  10%  of  the  money. 

Bruce  Bee.  a  global  small- 
cap  growth-stock  ace  in  Den- 
ver, insists  on  a  minimum  of 
S10  million.  "Short  of  John 
Elway  walking  in  here,  we're 
not  going  to  see  too  many  in- 


dividual investors,"  he  n 
But  the  new  Masters' 
lect  International  Fund 
Bee  in  charge  of  10%. 
balance  split  among  fou 
ers.  Minimum:  85,000. 

Perhaps  the  best  argi 
for  the  approach  is  that 
tiple  managers  and  s 
should  result  in  less  vc 
ty — "a  smoother  ride." 
Managers  Funds  Pres 
Robert  Watson.  That,  in 
may  help  investors  1 
their  anxious  natures.  € 
ing  they  don't  try  to 
markets  and  wind  up 
mitting  that  cardinal  sir 
ing  low  and  buying  hig. 
fee  TRAP.  If  all  this  s 
right  for  you,  heed 
warnings.  For  starters 
"smoother  ride"  often 
extra — sometimes  a  lot 
SunAmeriea's  Style  Sele|s 
ries  is  weighed  down 
sales  charges.  Its  5.75% 
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crv' 


\  immediately  cuts  an 
510,000  investment  to 
The  expense  ratios  of 
ire  well  above  aver- 
). 

I  others  come  without 
lany  are  available  only 
i  brokers  or  advisers 
ake  their  money  by 
ig  a  wrap  fee,  often 
nore  annually  for  run- 
)ur  account.  And  not 
funds  have  a  low  cost 
y.  Russell,  for  exam- 
ers  10  multimanager 
:hrough  independent 
s  and  the  brokers  at 
Idwards,  where  the 
m  is  $50,000.  Your  to- 
for  the  services  might 
high  as  2.25%  of  as- 
year. 

p,  by  looking  at  past 


returns,  it's  hard  to 
see  that  these  funds, 
as  a  class,  have  a 
clear  edge  in  perfor- 
mance. In  most  cas- 
es, they're  better 
than  the  average 
Wfc^     comparable  fund. 

Vet  they  often  un- 
derperform  the  in- 
dex benchmarks  they're  de- 
signed to  beat. 

Say,  for  instance,  you  had 
put  your  money  into  the  Do- 
mestic Equity  Portfolio  of  SEI 
Investments,  a  $30  billion 
pension-fund  consultant  and 
fund  sponsor.  This  is  a  blend 
of  four  large-stock  and  small- 
stock,  growth,  and  value 
funds.  Over  the  five  years 
ended  Dec.  31,  your  annual 
average  total  return  would 
have  come  to  18.2% — minus 
whatever  wrap  fee  you  paid 
your  adviser.  Alternatively, 
you  might  simply  have  pur- 
chased Vanguard's  Total 
Stock  Market  index  fund  and 
seen  18.9%  a  year,  paying  no 
extra  fees.  Would  an  index 
fund  have  been  more  volatile? 
Probably,  but  most  multi- 


manager  funds  haven't  been 
around  long  enough  yet  to 
make  a  fair  judgment  on  the 
question. 

So  what's  the  trick?  Pick 
carefully  Happily,  choices  are 
growing.  Trusted  brokers  can 
doubtless  help  you  find  your 
way  into  a  multimanager  fund, 
such  as  the  Russell  and  SEI 
offerings,  which  are  available 
only  through  intermediaries. 
Just  try  to  negotiate  as  low 
a  fee  as  possible.  The  bigger 
your  balance,  the  more  nego- 
tiating leverage  you'll  enjoy. 
RESULTS  MATTER.  If  you're  a 
do-it-yourselfer,  you  should 
not  necessarily  make  a  bee- 
line  for  the  low-cost  provider. 
Vanguard's  Explorer  small- 
cap  stock  fund  is  certainly  in- 
expensive, but  it  has  a  long, 
dreary  record  of  underper- 
formance,  a  fact  that  resulted 
last  year  in  the  addition  of 
new  managers. 

Managers  Special  Equity, 
a  $686  million  no-load  fund 
with  average  expenses, 
blends  the  talents  of  four 
stock-pickers.  Over  the  past 
decade,  it  has  returned  an 
annual  average  of  19.5%  and 
consistently  beaten  its  bench- 
mark, the  Wilshire  Small 
Growth  Index.  Its  money  is 
divided  among  "momentum" 
growth-stock  picker  Gary 
Pilgrim,  value  mid-cap  stock 
specialist  Tim  E  bright,  small- 
cap  value  investor  Andrew 


Knuth,  and  micro-cap  growth- 
advocate  Robert  Kern. 

The  Masters'  Select  series 
is  interesting  because  of  its 
dedication  to  "concentrated" 
investing — that  is,  to  focusing 
on  each  manager's  best  ideas. 
Ken  Gregory,  an  Orinda 
(Calif.)  investment  adviser 
whose  firm,  L/G  Research, 
sponsors  the  funds,  observes 
that,  for  their  personal  ac- 
counts, "fund  managers  don't 
buy  60  or  70  stocks.  They're 
probably  buying  10  or  20," 
putting  their  own  money  only 
on  their  best  ideas.  So  in  his 
funds,  Gregory  limits  the  man- 
agers to  a  maximum  of  15 
stocks,  forcing  them  to  con- 
centrate on  the  best  picks. 

Last  year,  the  domestic 
stock  fund  returned  29.1% — 
impressive,  but  hardly  a  su- 
perstar performance,  consid- 
ering that  the  broad  market 
did  even  better.  Gregory  says 
he's  willing  to  give  his  brain- 
stem! three  years  to  pan  out, 
but  he's  confident  enough  that 
he  has  placed  $75  million  of 
his  clients'  money  into  the 
$285  million  fund."  Other  in- 
vestors don't  seem  antsy,  ei- 
ther. "It's  too  new  to  have 
holdings  that  have  matured 
for  all  of  the  managers,"  says 
Carstensen.  A  little  more  ex- 
perience, and  he'll  know 
whether  the  different  man- 
agers' styles  meld  into  one 
ideal  blend.     Robert  Barker 


Funds  with  Many  Masters 


FUND 

1997 
TOTAL 
RETURN 

TOTAL 
RETURN 
VS.  INDEX* 

EXPENSE 
RATIO 

MANAGERS  SPECIAL  EQUITY 

24.5% 

8.6 

1.43% 

MASTERS'  SELECT  EQUITY 

29.1 

-4.6 

1.43 

RUSSELL  DIVERSIFIED  EQUITY 

31.3 

-1.5 

0.94** 

RUSSELL  SPECIAL  GROWTH 

28.8 

6.4 

1.19** 

SEI  LARGE  CAP  GROWTH 

34.8 

LI 

0.82** 

SEI  SMALL  CAP  VALUE 

35.1 

2.7 

1.11** 

STYLE  SELECT  AGGRESSIVE  GR.  A 

24.7 

4.6 

1.78** 

STYLE  SELECT  VALUE  A 

29.4 

-6.4 

1.78** 

VANGUARD  EXPLORER 

14.6 

-7.8 

0.63 

VANGUARD  WINDSOR  II 

32.4 

1.0 

0.39 

AVERAGE  DOMESTIC  STOCK  FUND 

24.3 

-7.0 

1.41 

'Compared  with  the  benchmark  index  for  the  style  of  fund 
**Does  not  Include  sales  charges  or  advisory  fees 

DATA:  MORNINGSTAR  INC  .  BUSINESS  WEEK 
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Personal  Business 


In  a  modest  office 
overlooking  a  London 
church  designed  by 
Sir  Christopher 

Wren  sits  an  ascetic-looking 
man  who  is  one  of  the  world's 
biggest  buyers 
of  European 
stocks.  His  name  is  Robert 
Friedman.  For  the  past  two 
years,  lie  has  been  on  a  shop- 
ping spree  for  Michael  Price's 
Franklin  Mutual  Advisers 
funds. 

Price,  a  legendary  value  in- 
vestor, is  best  known  for 
challenging  such  underper- 
forming  U.  S.  corporations  as 
Chase  Manhattan  and  Dow 
Jones  to  restnjcture  their  op- 
erations and  boost  share 
prices.  Friedman,  in  turn,  has 
gone  in  search  of  European 
underperformers  that  meet 
Price's  criterion:  companies 
that  trade  for  40%  less  than 
what  he  defines  as  their  true 
value.  With  many  European 
industries  ripe  for  restruc- 
turing, Friedman,  a  38-year- 
old  graduate  of  Johns  Hop- 
kins University  and  the 
Wharion  School,  has  had  no 
trouble  finding  cheap  stocks. 
Since  arriving  in  London  two 
years  ago,  Mutual's  European 
equity  holdings  have  jumped 
from  $3  billion  to  about  $6 
billion.  Europe  now  accounts 
for  about  Wc  of  Mutual's  $28 


GLOBAL  INVESTING 


billion  under  management. 

Friedman's  stock  picks 
powered  Mutual  European 
Fund,  founded  in  1996,  to  a 
22.7%  total  return  last  year. 
Meanwhile,  Mutual  Discovery, 
which  is  about  45%  invested 
in  small  and  midsize  Euro- 
pean compa- 
nies, turned  in 
a  22.5%  gain.  Price's  other 
funds — Mutual  Beacon,  Mu- 
tual Shares,  and  Mutual  Qual- 
ified— also  have  substantial 
European  holdings.  While 
many  U.  S.  investors  in  Eu- 
rope have  seen  the  rising  dol- 
lar erode  the  value  of  their 
offshore  holdings,  Friedman 
has  hedged  his  portfolios 
against  the  greenback's  re- 
cent gains. 

Some  of  Friedman's  biggest 
successes  have  occurred 
among  large-cap  issues. 
Mutual  made  a  killing  in 
Philips,  for  example,  af- 
ter two  successive  chief 
executives  slashed  costs 
and     sold  businesses. 


1995,  it  was  trading  at  a  50% 
discount  to  the  value  of  its 
underlying  portfolio.  The 
stock  has  more  than  doubled, 
thanks  to  restructuring.  And 
he  still  thinks  Elf  Aquitaine, 
the  French  oil  giant,  has 
room  to  rise  despite  weak 
crude  prices.  But  with  Euro- 
pean bourses  up  35%  last 
year,  Friedman  is  getting 
worried  about  a  sharp  cor- 
rection among  big-cap  stocks. 
So  he's  turning  his  gaze  to- 
ward smaller  companies,  such 
as  British  chemical  maker 
Lapoite  and  insurer  Guardian 
Royal  Exchange. 

Mutual  has  also  plunged 
into  bankruptcies  in  a  big 
way.  It  owns  25%-  of  London's 
Canary  Wharf  development, 
which  it  acquired  in  bank- 
ruptcy for  about  $160  million 


ROBERT  FRIEDIi 

He  searches  for  valu 
European  stocks 

in  1995.  With  London 
tate  booming,  that  st 
appreciated  substantia 
tual  owns  about  $150 
in  Eurotunnel  bank  i 
well;  its  value  has 
roughly  60%  in  a  yeai 
half. 

Mutual  has  yet  to  t 
confrontational  apprc 
European  companies 
pursues  in  the  U.  S. 
man  worries  that  Pri 
your-face  tactics  migh 
fire  in  Europe,  where, 
of  Britain,  shareholdei 
fewer  rights.  His  p 
was  recently  tested 
recent  acquisition  of 
insurer  agf  Assuran 
Germany's  Allianz  foi 
share.  Mutual  has  a  bi 
tion  in  agf,  and  Fr: 
thinks  the  price  shoulfci 
been  about  $60. 
BUBBLE-WARY.  With  !«< 
furnishing  Friedmarav 
such  fertile  territory!?!' 
has  so  far  skilled  Asiapti 
kets — despite  their  In  e 
clines.  The  group  holl  1 
than  $30  million  wogh 
Asian  stocks:  FriedmE  s; 
the  group  always  figuri  t 
Japan  was  too  expensl 
that  Hong  Kong  lookerjik 
bubble.  Even  though  nt 
is  now  checking  out  Aji& 
bargains,  Friedman  dob' 
would  shift  more  thani'i 
its  assets  there. 

While  Friedman  rafcn 
moved  his  home  base  If 


Mutual's  European  Picks 


COMPANY 


SHARE  PRICE 
IAN  26 


ELF  AQUITAINE  Franc 


$60* 


erations  back  to 
Short  Hills  (N.J 
quarters,  he  stillj 
monthly  forays 
rope.  And  he'll  ha 
tie  trouble  stay 


Cheap  for  a  global  oil  company 

Friedman  sold  some  of    7.7.7--,.-:-  - — -,  J   touch  from  the 

INVESTOR  Sweden  47 


the  stock  for  $80,  double 
what  Mutual  paid,  and 


More  restructuring  likely  at  the 
Wallenberg  family  company 


State,  either.  Thle 
four  years  ago,  r 


says  he  may  go  back  in  '  ---   man  observes,  Eujj 


again  now  that  Philips 
has  dropped  to  $61  & 

Another  Friedman  fa- 
vorite is  Investor,  the 
holding  company  of  Swe- 
den's Wallenberg  family. 
When  Mutual  first 
bought  into  Investor  in 


RAILTRACK  Britain  14 
Rail  operator  with  valuable  real  estate 

SUEZ  [yWNAISYDES  EA'UY  France' 
Could  achieve  more  value  by  selling 
nonwater  businesses 

•American  depositary  receipt 

DATA  MUTUAL  ADVISERS  BLOOMBERG  FINANCIAL  MARKETS 


brokers  and  arly 
moaned  at  the  tfe 
of  crossing  the  Imi 
River.  Now,  they  la 
path  to  Mutual's  ■( 
They  know  that  lei 
big  money  in  thos  •) 
sev  hills.  Stanle, 
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ITION:  THESE  STOCKS 
E  STILL  TEETHING 


sident  Clinton's 
7  billion  package 
;ax  credits  and 
er  child-care 

tives  appeals  to  more 
middle-income  families. 
3  increased 


isiasm  on 
Street  for  child-care 
s.  "More  government 
ling  for  child  care  is  a 
|as  for  the  handful  of 
ely  traded  companies 
provide  the  services," 
Leslie  Nelkin,  an  ana- 
at  Furman  Selz.  The 
fter  Clinton  previewed 
lan  on  Jan.  7,  Nelkin 
mt  buy  recommenda- 

on  three  child-care 
s:  Childtime  Learning 
;rs,  Children's  Discov- 
lenters  of  America,  and 
1  Education  Dynamics, 
t  while  the  Ad- 
tration  initia- 
md  the  grow- 
2mand  for  child 

are  positive 
for  the  $30  bil- 
industry,  in- 
rs  should  be 
jus  about 
ing  in.  For  all 
nages  of  happy 
at  play,  day 
is  a  difficult 
ess. 

t  P-Es.  For  ex- 

5,  Clinton's 
care  plan  is  a  I 
way  from  be- 
tg  law.  The  Re- 
gans will  likely 
)se  a  broad- 
1  tax  cut  for 
its  rather  than 
redits  for  child 

"Republicans 
i  discriminate 
st  stay-at-home 
5  or  be  biased 
vor  of  institu- 
1  child  care," 

Darcy  Olsen, 
I  analyst  at  the 

Institute,  a 


SMART  MONEY 


conservative  Washington 
think  tank. 

Another  reason  to  be  wary: 
Most  child-care  stocks  are 
trading  near  all-time  highs 
and  have  lofty  price-to-eam- 
ings  ratios  (table).  Take  Blight 
Horizons  and  CorporateFami- 
ly  Solutions, 
which  man- 
age corporate-based  pro- 
grams. As  the  leaders  in  the 
fastest-growing  market  and 
potential  beneficiaries  of  Clin- 
ton's proposed  $150,000  tax 
credit  for  companies  provid- 
ing on-site  care,  these  com- 
panies have  bright  futures. 
For  1998,  they  each  project 
double-digit  revenue  growth 
and  expect  to  open  at  least 
20  centers. 

But  shares  of  both  com- 
panies have  shot  up  since 
they  went  public  last  year. 
Bright  Horizons'  stock  is  up 

a 


tional 


Child-Care  Plays 


COMPANY 

STOCK 
PRICE 

52-WEEK  P.E. 
HIGH  RATIO** 

BRIGHT  HORIZONS 

19 

20% 

44.2 

CHILDREN'S  DISCOVERY  CENTER 

9%, 

10 

20.8 

CHILDTIME  LEARNING  CENTERS 

14"%, 

16% 

18.7 

CORPORATEFAMILY  SOLUTIONS 

23X 

24/ 

50.8 

NOBEL  EDUCATION  DYNAMICS 

TA 

12/ 

26.3 

*Jan.  26,  1998    "Based  on  estimated  1998  earnin 

is 
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almost  50%,  to  19,  since  its 
offering  in  early  November, 
while  CorporateFamily's 
stock  has  nearly  doubled,  to 
23%,  since  August.  Corporate 
child-care  stocks  "have  run 
up  too  much,  too  fast," 
Nelkin  says. 

BRIGHT  SPOT.  Keep  in  mind, 
too,  that  child-care  stocks, 
which  also  include  traditional 
day-care  providers,  are  vul- 
nerable to  an  economic  slow- 
down. Corporations  and  indi- 
viduals tend  to  cut  back  on 
child-care  spending  when 
their  financial  situations 
worsen.  During  the  1991  re- 
cession, child-care  facilities 
lost  enrollment.  And  corpo- 
rate downsizing  is  a  threat 
to  existing  centers.  "The  in- 
dustry is  overregulated,  re- 
cession-prone, and  price-sen- 
sitive," notes  Gerald  Odening, 
a  Salomon  Smith  Barney  an- 
alyst. Tuition  costs  have  re- 
mained flat  for  the  past  25 
years,  making  it  difficult  for 
the  companies  to  improve 
profit  margins  or  expand  ser- 
vices. In  addition,  the  na- 
chains  compete  with 
lower-cost  nonprofits 
and  mom-and-pop 
operations. 

The  one  child-care 
stock  that  may  still 
be  undervalued  is 
Nobel  Education 
Dynamics.  While  the 
company  offers  tra- 
ditional day-care 
services,  it  also  has 
become  the  nation's 
largest  nonsectarian 
private-school  oper- 
ator, with  130  ele- 
mentary schools  in 
15  states.  Nobel's 
goal  is  to  keep  its 
preschool  graduates 
within  its  education 
system.  "There's  up- 
side potential  with 
this  company  now 
that  it  has  solid 
management  and  a 
growth  strategy," 
says  Nelkin.  And  at 
TA,  its  stock  is  trad- 
ing closer  to  its  52- 
week  low,  giving  it 
an  advantage  over 
the  rest  of  the 
sector.  Adele  Malpass 


FUND  WATCH 


■  VALUE  MAVEN.  Besides 
running  the  $12.3  billion 
T.  Rowe  Price  Equity 
Income  Fund,  Brian 
Rogers  manages  the  firm's 
$509  million 
Value  Fund. 
Value  has 
returned  an 
annual  aver- 
age 30.8%  since 
its  199  h  debut 
by  betting  on 
turnarounds. 
He  chatted  with  business 
week  Senior  Writer 
Robert  Barker: 

Q:  What  Imve  you  bought 
lately? 

A:  U.  S.  Surgical.  The 
stock  fell  from  about  45  to 
25  over  the  past  18 
months;  it's  about  29  now. 
The  company  has  a  decent 
balance  sheet  and  a  rela- 
tively low  price-earnings 
ratio,  given  that  it's  in 
health-care  products. 
Q:  Wmt  else? 
A:  Inco  (16),  a  huge  nickel 
producer.  The  company's 
market  value  is  less  than 
what  it  paid  for  a  big  prop- 
erty, Voisey's  Bay,  in  Cana- 
da. Obviously,  Inco  is  a  bet 
on  nickel  prices  getting 
better  some  day,  but  in  our 
view,  it's  an  asset  play. 
Q:  Wliat  will  catch  your 
eye  next? 

A:  I'm  most  intrigued  with 
figuring  out  what  to  do 
about  energy.  That's  a  sec- 
tor where  the  Value  Fund 
has  not  had  substantial  in- 
vestments, and  the  stocks 
have  been  killed. 
Q:  You  mean  exploration 
and  production  companies, 
or  oil-service  outfits? 
A:  Companies  with  assets 
in  the  ground.  With  the 
price  of  the  commodity 
under  pressure,  the  service 
companies  don't  look  as 
inexpensive  as  the  compa- 
nies that  actually  own  the 
stuff. 

For  an  expanded  version,  go  to 
www.businessweek.com/today. 
htm  or  AOL,  keyword:  BW  Daily. 
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Business  Opportunities 


?  n  WHY  DIDN'T  I  0% 
•  *i  *THINK  OF  THAT. 


That's  the  response  we  hear  alter  we 
explain  our  unique  and  exciting 
opportunity.  IT  you're  looking  lor  a 
simple  business  with  HIGH  INCOMR 
POTENTIAL  and  absolutely  no 
downside,  let's  talk.  Territories  won't 
last.  Small  investment  includes 
inventory  necessary  to  start. 


Call  1-800257-6780 


Internet  Goldmine! 


♦  Make  over  HOOK  your  1st  year! 

♦  Guaranteed  Monthly  Payouts!! 

♦  No  Selling  ♦  Not  Multi-Level 

♦  Low  Start-up  ♦  Proven  Results 


inet  1  (888) 

,,B»ii,HM  788-INET 


MADE  OVER  $1,000,000 
LAST  YEAR... 


...in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system  Call  my 


24  Hr.  Hotline  800-367-3881 


CONSULTANTS 


International  firm  expanding  in 
US  needs  independent  consultants 
to  represent  our  company.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  today.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.L.  Englc,  VP  Development 
Department  WB802 

31  Hickory  Road 
Mohnton,  PA  19540 
(800)  799-6227,  Ext.  12 
FAX:  (610)  775-9686 


r   $350K+ Potential  > 
Annually  from  your 
own  HOME-BASED 
BUSINESS  calling 
4  pre-qualified  leads 
per  day 

•  One-time  start-up  less  than  $10K 
•  Rapid  ROI-$75K  possible  first 

few  months  closing  five 
$7,500  sales  per  month 

•  Proven  lead  generation  program 

•  Work  from  phone,  fax 
•  Complete  training 
No  inventory,  no  meetings,  not  MLM 

1-800-432-0018,  Ext.  5252 
,  FREEDOM  ASSOCIATES  j 


CONSULTANT 


Arrange  Business  Loans  and 
Equipment  Leasestoom  Sl.OOOto 
$10  million.  No  co-brokering.  Work 
directly  w/National  Lenders. 
Unlimited  earnings  potential  and 
residual  income. 
COLOR  brochure  and  FREE 
computer  disk 

CALL  1-800-336-3933 

k  The  Loan  Consultants,  Inc. 


Business  Services 


INCORPORATE 
BY  PHONE!  © 


For  as  little  as  $39  plus  state  fees 
we  will  form  your  Corporation  or  LLC 
in  any  state.  Last  year  our  compa- 
nies incorporated  over  100,000 
businesses.  We  specialize  in 
assisting  first-time  incorporators. 

In  as  little  as  5  minutes  over 
the  phone  we'll  take  your  order  and 
in  most  states  you  will  be  incorpo- 
rated in  just  24-48  hours.  No  forms 
to  fill  out,  we  do  all  the  work! 

Call  now  to  set  up  your  company 
or  get  our  free  guide  to  incorpo- 
rating today! 

800-877-4224 

302-998-0598  •  FAX  302-998-7078 
www.corporate.com  •  CompuServe:  GO  INC 
Email:  info@corporate.com 

CORPORATE  AGENTS,  INC. 

Since  1899 


We  incorporate  everybody; 


Financial  Services 


BUSINESS  ACQUISITIONS 

Long  established  &  reputable  investment 
firm  interested  in  buying  manufacturing 
companies  with  sales  between  $10-100 
million  &  strong  earnings 

•  long-term  investment  focus  for  both 
stand-alone  and  add-on  acquisitions 

•  private  and  confidential  negotiation 

•  management  incentives 

•  no  fees  or  intermediaries 

212-421-4748 


Business  Services 


SAVE  30%  to  50% 


3-TO-A-PAGE 

Business  Checks 
& 

Laser/InkJet 

Computer  Checks 

<  all  lor  a  FREE  brochure 

1-800-239-4087 

Designer  Checks 

www.dcsigncrchccks.com 


100%  SATISFACTION  GUARANTEED 


Business  Services 


Become  An 
OFFSHORE 
FINANCIAL 

ADVISOR 

Six-figure  potential 
(702)  883-1944 


INCORPORATE 


•  FREE  Information 

•  All  U.S.  States  and  Offshore 

•  Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations.com 


TRADEMARK 


RESEARCH  REPORTS 


20,000  ACADEMIC  TOPICS  AVAILABLE! 

Send  $2  for  the  290  page  catalog. 
Custom- written  teporls  also  available. 
RESEARCH  ASSISTANCE 
11322  Idaho  Ave .  #206BF 
Los  Angeles,  CA  90025 
TOLL  FREE  HOTLINE:  800-351-0222 


http://www.research-asslstance.cpm 


Investment  Service? 


KEEP  YOUR  EQUITIES  S 

Trust  Your  Broker? 

Let  Infoscore  research  yoi 
broker's  record.  We  provide 
with  the  information  you  nee 
invest  with  confidence 


For  information  call: 

1 -888-451 -SCOR  (72 


Int'i  Marketing/Consult' 


WORLDWI 


i 

ism 

Count  on  us  for  yoif 
international  growr^ 

•  Global  strategic  planning  advi: 

■  Worldwide  business  developrr 

■  Joint  ventures  &  strategic  allia 
Marint  Co.  714-248-2 
E-mail:  sal@Marint.c*-- 


Int'l  Marketing/Consult 


r 


Do  Business  inJapt 

China.  Malaysia,  Hong  Kong,  Singap 
Staples  Technology  Reseat 
John  Staples  Ph.D. 

713-266-8800  •  415-964-8  * 
   ; 


Franchising 


Franchis 

your  businesl 

Call  for  information  on  franchising  1 
"Franchise  Your  Business"  semim|i, 
scheduled  throughout  the  country 

Frcincorp' 

Specialists  In  Franchise  Dovotopmoi 

1 -SOP-FRANCHISE  (1-800-372-6: 


Financial  Services 


Private  Capit 
•  Available    I J 


Real  Estate  Dev.,  Busine 
Funding,  Seed  Capital.] 
Comral.'  Properties,  Cre« 
Lines,  Equity  &  Debt  j 

InveCap  410-820-67 


t 


OR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 
CHICAGO.  IL  6061  1 


Menswear/Apparel 


FREE  LOGO!  FREE  EMBROIDERY! 


Embroidered  Denim  Shirts  as  Low  As. 

(Order  as  lew  as  6  shirts  lor  $174.00) 

FREE  Catalog  Features: 

|  Caps,  Jackets  Sport  Shirts  &  More 

'800-670-3050  Fax :  (510)781  -3906 1 


$18-95 


ASPEN  RIVEF 


ogs/Marketing 


fouR  Products 

[ILLIONS  OF  MAIL 

ER  catalogs! 
nissioned  manufacturer's 
:ializing  in  selling  to  this 
market.  Please  call: 
to  Catalog,  Inc. 
f'mart  Farms  Road 
sville,  MD  21756 
01/432-4410 


thing  Services 


sh  Your  Book 

iion  of  quality.  Subsidy 
sher  offers  publishing 
books  of  all  types.  For 
Guide  write  Dorrance- 
ithfield,  Pittsburgh,  PA 
1  800-695-9599 


porate  Gifts 


o  Tattoos! 


i 


iry  Tattoos  with  your  Logo, 
ust  $189.00!! 

IfH  (CA  add  7.25%  sales  tax) 
zed!  Full  Color!  2"x2" 

Calico 

e,  Ste  201  •  Vacaville,  CA  95687 
1-7072  •  Fax:  707/446-8273 


Menswear/Fashion 


men's  wide  shoes 

EEE  EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  quality -160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55B  Hingham,  MA  02043 
1-800-992-wide  www.wideshoes.com 


Computer  Software 


http://www. 

datamining.com 


Automatically  Find 
Unexpected  Patterns  in 
Large  Databases 


Education/Instruction 


MBA  by  Distance  Learning 

Maior  British  university  offers  accredited  MBA;  no 
Bachelor's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  of  world's  best  MBA  programs 

HERIOT-WATT  UNIVERSITY  j  (800)  MBA-0707 
North  American  Distributor  I  »•+  Ask  for  ext  20 
6921  Stockton  St.  Suite  2,  El  Cerrito,  CA  94530 
For  Immediate  FaxBack  literature:  from  your 
(ax  machine's  phone,  call  (510)  486-8900. 


University  Degrees 


Approved  Set'  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in:  Business  Admin.  Public  Admin 
Health  Care  Admin.  Human  Resources, 
Finance.  Int'l  Business,  Tech  Mgmt.  Law, 
Paralegal,  Psychology,  Computer  Science 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92705 


Telecommunications  Services 


J0O\6  it 

Cf__SYSTEMS 


Before  you  lose  another 
customer  or  sale....  Hold  It! 

1-800-236-4058 


16  years  of  providing  the  best  comj^anies  with  the  l)est  message 
on  hold  service  in  the  world.  Hold  It  Systems. .  .It  may  be  the 
most  effective  marketing  tool  you'D  ever  have. 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft  /  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales@dasher.com 


Computer  Equipment 


AS/400 
Buy  ■  Sell  ■  Trade 

9402  Memory  Upgrades 

9406         Disks  Downgrades 
Servers       Tapes  Takeouts 
Only  IBM  Maintenance  Eligible 

Hardware  Worldwide 
us400mc-3650  Canton  Rd  •Marietta,  GA  30066 
Phone  1770)  928-3442  •  Fax  (770)  592-6754 
e-mail  wnolesale@us400  com  •  Web  www  us400  corn 


CD-Rom  Equipment 


Easy  to  CD  COPIER 
use!  No 
computer 
needed. 


=CBMoiess  by  Princeton  Diskette 

www  pnncetondiskette  com 


Gaming  Equipment/Supplies 


GAMBLERS 

GENERAL  STORE 


♦  Personalized  Poker  Chips 

V  Slot  Machines 

♦  Plaving  Cards 

V  Gambling  Books 

♦  Casino  Dice  ♦  Chip  Cases 

♦  I000's  of  Gambling  Items  MSB 

800  S.  MAIN  ST.,  LAS  VEGAS,  NV  89101 


Qpen        Catalog  Available 

7  Days  Call  800-322-2447 

A  Week  Fax  702-366-0329  •  In  Nevada  702-382-9903 


We  accept  all  Major  Credit  Cards  ■  We  Ship  Worldwide 


Internet  Products 


...finally,  an  Internet  Solution 
that  works  for  your  business 

•  Use  our  Product  to  Connect  Your 
Entire  Business  w/  one  $19  95 
Internet  access  account  &  one  dial 
up  or  dedicated  line 

»       Increased  speed  of  Connections  for 
all  Can  work  w/  or  replace  a  Router 

•  Absolute  Secunty  with  our  built-in 
Firewall 


NetWol 


WWW  NetWotves  Com 

call  for  Free  Brochure  888-NetWolves 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

■  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes. 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


•  Computer  in  every  dorm  room 
-  Full  athletic  program 

Band,  Fine  Arts,  and  Aviation 

■  Affordable  Tuition 

■  Located  on  Lake  Lanier  in  North  GA 

•  www  cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


The  OUTLOO 
has  never 


Introducing 
the  U.S. 
Industry 
&  Trade 
Outlook  '98 

For  35  years,  the  bestselling 
U.S.  Industrial  Outlook  was  the 
industry-growth  reference  of  choice 
for  economists,  business  analysts, 
and  researchers.  Now,  the  tradition 
continues  with  the  U.S.  Industry  & 
Trade  Outlook '98. 

Coauthored  by  DRI/McGraw-Hill, 
Standard  &  Poor's,  and  the  U.S. 
Department  of  Commerce's 
International  Trade  Administration, 
the  U.S.  Industry  8,  Trade 
Outlook  '98  builds  on  its 
predecessor's  annual  sector-by- 
sector  review  and  forecast  of  the 
U.S.  economy.  It  provides 
industry-specific  examinations  of 
international  trade,  and — even 
better  than  before — helps  you 
size  up  industrial  markets, 
identify  growth  potential,  or 
seize  the  next  investment 
opportunity. 

With  its  50  chapters  of 
expanded  coverage,  the  new 
Outlook  boasts  a  broader 
array  of  government, 
economic,  and  industry 
analysts  contributing  to  its 
profiles,  along  with  a  host  of  important 
enhancements.  All  of  which  points  to  why 
the  U.S.  Industry  &  Trade  Outlook  '98 
is  required  reading  for  every  professional. 

A  Division  of  /lie  McGraw-Hill  <  ompamts 


siness  Week  Index 


JCTION  INDEX 


je  from  last  week:  0.2% 
;e  from  last  year:  6.4% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

—  Jan.  17=132.7 
1992=100 


May  Sept.  Jan 

1997  1997  1998 

ex  is  a  4-week  moving  average 

iction  index  continued  to  climb  for  the  11th  consecutive  week, 
iculation  of  the  four-week  moving  average,  the  index  dipped  0.1%  to 
>m  133  a  week  ago.  After  seasonal  adjustment,  coal  production  was 
I  filling  143,411  railroad  cars.  Output  of  steel,  autos,  electric 
d  rail-freight  traffic  posted  gains  as  well.  Truck  production  was  down 
ide  oil  was  down  4.4%,  and  lumber  was  down  5.6%. 

i  index  copyright  1998  by  The  McGraw-Hill  Companies 


NG  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 

%  CHG 

RICES  (1/23)  S&P  500 

957.59 

961.51 

24.3 

TE  BOND  YIELD.  Aaa  (1/23) 

6.67% 

6.55% 

-10.0 

IAL  MATERIALS  PRICES  (1/23) 

96.5 

96.5 

-10.9 

UPPLY.  M2  (1/12)  billions 

$4,024.3  $4,041.4r 

5.1 

LAIMS,  UNEMPLOYMENT  (1/17)  thous 

326 

339r 

-3.6 

IE  APPLICATIONS.  PURCHASE  (1/23) 

313.4 

283.6 

74.5 

IE  APPLICATIONS.  REFINANCE  (1/23) 

3,093.3 

3,115.8 

805.5 

Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (Index:  1990=100), 
serve,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index:  March  16,  1990=100) 

EST  RATES' 

FUNDS  (1/27) 

LATEST 
WEEK 

5.52% 

WEEK 
AGO 

5.52% 

YEAR 
AGO 

5.27% 

DIAL  PAPER  (1/27)  3-month 

5.43 

5.42 

5.45 

ATES  OF  DEPOSIT  (1/28)  3 -month 

5  55 

5.50 

5.42 

IRTGAGE  (1/23)  30-year 

7.11 

7.05 

8.01 

BLE  MORTGAGE  (1/23)  one-year 

5.64 

5.72 

5.77 

(23) 

8.50 

8.50 

8.25 

Federal  Reserve,  HSH  Associates,  Bloomber 

g  Financial 

Markets 

STEEL  (1/24)  thous.  of  net  tons 

LATEST 
WEEK 

2,221 

WEEK 
AGO 

2,250# 

YEARLY 
%  CHG 

11.4 

AUTOS  i  :'4,  in  it--, 

100,548 

115,607r# 

-3.5 

TRUCKS  (1/24)  units 

108,733 

122,128r# 

-3.5 

ELECTRIC  POWER  :  ;.'4)  millions  of  kilowatt-hrs 

65,198 

65,91  1  t> 

-1.6 

CRUDE-OIL  REFINING  (1/24)  thous.  of  bbl./day 

14,322 

14,512# 

5.8 

COAL  (1/17)  thous.  of  net  tons 

22.773# 

20,081 

19.2 

LUMBER  (1/17)  millions  of  ft. 

441. 4# 

446.7 

-5.3 

RAIL  FREIGHT  (1/17)  billions  of  ton-miles 

27. 6# 

27.0 

14.5 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAi.  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (1/28)  $/troy  oz. 

LATEST 
WEEK 

300.000 

WEEK 
AGO 

291.000 

YEARLY 
%CHG 

-14.6 

STEEL  SCRAP  (1/27)  #1  heavy,  $/ton 

145.50 

145.50 

9.4 

COPPER  (1/23)  t/\b. 

80.6 

79.4 

-29.4 

ALUMINUM  (1/23)  e/lb. 

72,5 

71.3 

-7.1 

COTTON  (1/23)  strict  low  middling  1-1/16  in.,  e/lb.  62.17 

62.31 

-11.5 

OIL  (1/27)  $/bbl. 

16.32 

-29.1 

CRB  FOODSTUFFS  d/27)  1967=100 

227.11 

.  .  '8  '  i  / 

-4.4 

CRB  RAW  INDUSTRIALS  (1/27)  1967=100 

300.31 

298.81 

-11.9 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,   NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (1/28) 

LATEST 
WEEK 

125.23 

WEEK  YEAR 
AGO  AGO 

127.07  122.08 

GERMAN  MARK  (1/28) 

1.81 

1.82 

1.64 

BRITISH  POUND  (1/28) 

1.64 

1.63 

FRENCH  FRANC  (1/28) 

6.10 

5.54 

ITALIAN  LIRA  d/28) 

1784.5 

1790.5  1616.4 

CANADIAN  DOLLAR  (1/28) 

1.46 

1.44 

1.34 

MEXICAN  PESO  (1/28) 

8.368 

8.277 

7.819 

TRADE-WEIGHTED  DOLLAR  INDEX  (1/28) 

109.5 

110  5 

102.9 

Sources:  Major  New  York  banks  Currencies  expressed  in  units  per  U.S.  dollar, 
except  tor  British  pound  in  dollars.  Trade-weighted  dollar  via  J, P.  Morgan. 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  {estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2-Southern  Forest  Products  Assn.         3=Free  market  value       NA-Not  available       r=revised       NM=Not  meaningful 


IE  WEEK  AHEAD 


IL  INCOME 

Feb.  2,  8:30  a.m.EST>-  Personal 
kely  rose  0.2%  in  December,  foi- 
D.8%  jump  in  November,  says  the 
recast  of  economists  polled  by 
national,  one  of  The  McGraw-Hill 
is.  Consumer  spending  likely  rose 
:er  a  0.4%  advance  in  November. 

JCTION  SPENDING 

Feb.  2,  10  a.m. est  ►  Building 
-obably  rose  0.6%  in  December, 
ng  0.9%  in  November. 

IRVEY 

Feb.  2,  10  a.m. est  ►  The  National 
3n  of  Purchasing  Management's 


business  index  likely  stood  at  53%  in  Janu- 
ary, little  changed  from  December's  53.1%. 

FOMC  MEETING 

Tuesday,  Feb.  3  ►  The  Federal  Reserve's 
Open  Market  Committee  will  meet  to  set 
monetary  policy.  The  central  bankers  are 
not  expected  to  change  the  federal  funds 
rate  target  from  its  current  5.5%.  The 
meeting  continues  on  Feb.  4. 

LEADING  INDICATORS 

Tuesday,  Feb.  3,  10  a.m.EST>  The  mms 
survey  says  that  the  Conference  Board's 
index  of  leading  indicators  probably  edged 
up  0.1%  in  December,  the  same  gain  post- 
ed in  both  October  and  November. 


NEW  HOME  SALES 

Tuesday,  Feb.  3,  10  a.m. est  New  homes 
likely  sold  at  an  annual  rate  of  825,000  in 
December,  from  830,000  in  November. 

EMPLOYMENT 

Friday,  Feb.  6,  8:30  a.m. est*-  The  mms 
median  forecast  says  that  nonfarm  payrolls 
grew  by  238,000  jobs  in  January,  on  top  of 
the  large  370,000  slots  created  in  Decem- 
ber. The  unemployment  rate  is  expected  to 
have  remained  at  December's  4.7%. 

INSTALLMENT  CREDIT 

Friday,  Feb.  6,  3  p.m.EST*  Consumer  debt 
likely  grew  by  $5  billion  in  December,  after 
dropping  $4.2  billion  in  November. 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity  to 
ask  questions  about  fea- 
tures from  the  magazine. 

j5p|  Monday 

It'c  a  tinht  lahnr  m: 


It's  a  tight  labor  market  out 
there.  How  can  your  small 
company  attract,  and  keep, 
top  executive  talent7 
Headhunter  Alan  J.  Kaplan  of 
Philadelphia's  Kaplan  & 
Associates  will  share  his 
recruiting  strategies. 
Feb.  2,  8  p.m.  ET  in  the 
BW  Enterprise  Chat  Room 

Tuesday  & 
Thursday 

Join  us  every  week  through 
April  for  our  new  series  of 
B-School  Chats,  where 
prospective  MBAs  can  pick 
the  brains  of  our  guests:  two 
students  each  night  from  one 
the  top  25  business  programs. 
Feb.  3's  chat  will  feature 
NYU's  Stern  School,  and  Feb. 
5's  spotlights  Stanford. 
8  p.m.  ET  in  the 
Business  Week  Chat  Room 
AOL  keyword:  BW  Talk 

Transcripts  of  all  conferences 
are  available  for  downloading 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


A 

A  M  E  Ryl  C  A 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC(DIS)  23,40,68 
Advanced  Micro  Devices 
.AMD:  90 
Advest  (ADV)  44 
AGF130 

Airbus  Industrie  58 
Alliance  Capital 
Management  82 
Allianz  130 

American  Airlines  (AMR)  39 
American  Bankers  Insurance 
(ABI)  48 

American  Century-Benham 
Target  Maturities  2025 
Portfolio  112 

American  Express  (AXP)  38,  39, 
86 

American  International  Group 
(AIG)  48 

Amentech  (AIT)  98 
AMR  (AMR)  110 
Apple  Computer  (AAPL)  10,48, 
90 

Ariel  Capital  36 
Asahi  Bank  54 
Astra  USA  48 
AST  Research  (ASTA)  90 
AT&T  (T)  48.  90,  98 
Audit  &  Surveys  90 
Auerback  Grayson  10 
Automatic  Data  Processing 
(AUD)  44 

AutoNation  USA  (Rll)  82 
B 


Bankers  Trust  (BD  38 
Baron  (A.R.)  104 
Baxter  International  (BAX)  74 
Bear  Stearns  (BSC)  104 
Black  &  Decker  (BDK)  48 
Blockbuster  Entertainment  82, 
100 

Boeing  (BA)  58 
Bolero  Investment  Group  110 
Brandywine  Fund  128 
Bright  Horizons  (BRHZ)  131 
British  Airways  (BA)  110 
British  Petroleum  (BP)  26 
Burton  Snowboards  70 


Cadence  Design  6 
Calsonic  52 
CarMax(CC)  82, 106 
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Editorials 


HOW  DO  WE  EXPLAIN  THIS  TO  OUR  CHILDREN 


Bill  Clinton  has  had  more  political  comebacks  than 
any  other  major  20th  century  President  except  per- 
haps Richard  M.  Nixon.  His  entire  career  has  been  a 
cycle  of  success  followed  by  failure  (usually  self-inflicted)  fol- 
lowed, to  the  amazement  of  friends  and  foes  alike,  by  success 
again.  The  current  scandal  fits  into  this  pattern.  Just  when 
the  President  appeared  to  be  ridding  himself  of  lame-duck  las- 
situde with  strong  new  policy  initiatives,  he  is  hit  by  allega- 
tions of  extramarital  sex  in  the  White  House,  lying  under 
oath,  and  suborning  perjury.  Either  Bill  Clinton  is  innocent  or 
he's  guilty.  We  don't  yet  know  the  truth  or  whether  his  career 
will  follow  Nixon's  to  the  very  end. 

If  Clinton  is  guilty,  the  tragedy  will  be  that  a  reckless  lack 
i  >f  self-discipline  in  persnnal  matters  uvenvhelmed  skill  on  pol- 
icy and  politics.  Years  before  his  first  election  in  1992,  Clinton 
closely  studied  the  office  of  the  Presidency.  He  knew  why 
Presidents  succeeded  and  failed.  If  he  did  what  the  Monica 
Lewinsky  tapes  suggest,  it  will  mean  that  he  did  not  have 
enough  self-control  to  avoid  trouble. 

Should  Clinton  be  innocent,  however,  this  painful  invasion 
of  privacy  should  drive  a  stake  through  the  heart  of  prose- 
cutorial excess.  The  Independent  Counsel's  office  is  basically 
outside  the  checks  and  balances  of  the  Constitution.  The 
congressional  legislation  that  set  it  up  during  Watergate  was 
faulty  from  the  start.  Justice  Antonin  Scalia  was  correct  in 
1989  when  he  warned  against  an  office  that  has  unlimited  au- 
thority, money,  time,  and  direction.  The  Constitution  doesn't 
give  unlimited  powers  to  anyone  in  government.  The  inde- 
pendent counsel  statute,  scheduled  to  run  out  in  1999,  should 
be  allowed  to  die.  Indeed,  should  the  President  prove  not 
guilty.  Stair  should  immediately  be  compelled  to  provide  a  full 
accounting  of  an  investigation  that  has  lasted  four  years, 
cost  $40  million  in  taxpayer  dollars,  and  has  had  little  to 
show  for  it. 

POLL  RESULTS 

What  is  most  surprising  is  the  public  reaction.  The  polls 
show  that  the  majority  of  people  believe  that  the  President's 
sex  life  is  his  own  private  affair.  One  Washington  Post/ABC 
News  poll  taken  between  Jan.  23-25  asked  1,537  adults  if  they 
believed  Clinton  had  had  an  affair  with  his  intern;  57%  said 
"Yes."  When  asked  whether  he  should  resign  his  office  as  a 
consequence,  59%  said  they  wanted  him  to  remain  Presi- 
dent. Another  poll  on  Jan.  22  by  Yankelovich  Partners  Inc. 
showed  that  60%  of  those  asked  believe  the  private  lives  of 
Presidents,  including  their  extramarital  affairs,  should  re- 
main their  own  business.  Most  people  also  believe  that  such 
personal  behavior  has  little  or  no  effect  on  doing  the  job  of 
President.  Just  before  his  State  of  the  Union  address,  one 
Gallup  poll  showed  that  66%  of  the  public  had  confidence  in 
Clinton  carrying  out  his  duties.  After  the  address,  this  jumped 
to  a  78%  approval  rating. 

The  polls  show  that  the  public  takes  lying  under  oath  or 


suliiirninu  perjury  much  more  seriously.  But  even  then, 
is  great  and  perhaps  growing  ambivalence.  The  Washi 
Post/ABC  poll  showed  that  63%-  of  those  asked  said  C 
should  resign  if  he  lied  under  oath  and  55%  said  he  sho 
impeached  if  he  refuses.  Yet  a  New  York  Times/CB 
taken  later  on  Jan.  24-25  showed  that  only  30%  of 
asked  thought  Clinton  should  resign  if  he  encouraged  1 
Lewinsky  to  lie  and  only  18%  said  he  should  be  impe 
More  recent  polls  suggest  that  even  if  he  personally  1 
encouraged  others  to  lie,  less  than  a  solid  majority  no 
lieve  he  should  leave  office. 

The  public  appears  to  be  saying  it  likes  Clinton's 
policies  and  the  way  he  handles  the  job  more  than  it  d 
the  way  he  handles  his  private  life.  People  see  him  a 
during,  with  a  Republican  Congress,  the  centrist  econor 
social  policies  the  vast  majority  desire.  If  there  are 
equations  to  be  made,  the  public  seems  to  be  saying  th| 
greater  good  of  jobs,  prosperity,  improved  health,  educ 
the  environment,  welfare  reform,  and  a  balanced  budge 
weighs  the  sordid  private  morality  of  a  sitting  Preside 

Call  us  prudish  or  naive,  but  we  find  these  poll  resullj 
turning.  Doesn't  anyone  think  the  President  of  the 
States  ought  to  pass  the  test  of  moral  leadership? 

ECONOMIC  CONTINUITY 

One  way  or  another,  Clintonism  is  likely  to  outlast  Clin| 
the  Democratic  Party.  He  has  embraced  the  idea  of  si 
more  efficient  government  that  works  within  the  global  | 
omy.  His  economic  team  of  Alan  Greenspan  at  the  Fe 
Reserve  and  Robert  E.  Rubin  at  Treasury  is  likely  td 
tinue  should  Vice-President  Gore  have  to  step  into  the 
Office.  They  have  guided  the  country's  entry  into  the  I 
tech,  global  economy  where  many  of  the  old  rules  of  the 
relating  to  growth,  inflation,  and  jobs  have  changed — fd 
better.  Gore,  notwithstanding  his  strident  warnings  onl 
al  warming,  is  even  more  New  Democratic  than  Clint([ 

Whatever  else  happens  in  the  weeks  ahead,  economil 
icy  is  not  likely  to  change  much.  Globalization  is  puttiij 
vere  restraints  on  what  can  and  cannot  be  done  by  )1 
ington  politicians.  Competition,  deflationary  pressures]) 
capital  flows  strongly  influence  monetary  policy.  True, 
could  be  changes  in  the  policy  mix  for  next  year.  Presl 
Clinton  is  seeking  to  spend  about  $100  billion  for  educ| 
child  care,  and  other  programs.  He  also  proposed  in  his 
of  the  Union  message  to  set  aside  much  of  the  new  bi| 
surplus  to  shore  up  Social  Security.  Republicans,  in 
are  looking  for  about  $100  billion  in  tax  cuts.  WeakenJ 
President  Clinton  is  because  of  the  scandal,  odds  now  ar| 
eventual  compromise  will  tilt  toward  the  gop. 

Like  most  citizens,  we  hope  the  President  isn't  guilty 
sordid  accusations.  At  this  point,  there  seems  to  be  no 
but  to  let  the  ugly  process  play  out — as  fast  as  posj 
Meantime,  how  do  we  explain  this  to  our  children? 
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Dual  Zone  Remote  3100  V6  with 

ating  for  Six  Air  Filtration  System  Com/orTemp  Keyless  Entry  Automatic  Transmission 


7  GM  Corp  All  rights  reserved.  Century  is  a  registered  trademark  of  GM  Cnrp  Buckle  up.  America!  "Dual  zone  ComforTemp  is  not  included  in  the  SC  Package,  but  is  included  in  the  price 
above.  *"MSRP  includes  destination  charge  Tax,  license  and  optional  equipment  additional  Leather  seating  surlaces  additional 


THE  WHOLE  IS  G 


tEATER  THAN 

THE  SUM  OF  ITS  PARTS 


ITS  PARTS 

ARE  REALLY  SOMETHING.) 


With  sleeper-quality  seats 
featuring  an  industry-leading 
recline  of  up  to  155  degrees, 
new  Envoy  Class  is  one  part 
"cozy  den."  with  First  Class- 
style  dining,  it's  one  part 
"fine  restaurant."  With  per- 
sonal in-arm  video  screens, 
it's  one  part  "private  theater." 
With  business  news  and  jour- 
nals, it's  one  part  "window 
office."  Plus,  Envoy  Class  is 
available  at  no  more  than  a 
standard  business  class  fare. 
Which  may  be  the  best  part. 

Experience  Envoy  Class  on 
flights  to  Rome,  Paris, 
Madrid,  Frankfurt,  Munich, 
and  in  the  spring,  to 
London  and  Amsterdam.  Call 
your  travel  consultant  or 
US  Airways  at  1-800-622-1015. 
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As  audiences  fragment,  entertainment  giants  are 
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There's  too  much  discord  in  the  world.  Especially  when  it  comes  to  technology.  Which  is  why  we've  always  subscriber: 
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il  enterprise  software  solution  is  only  as  effective  as  the  support  that  comes 

,t.  Recognizing  this,  SAP  has  launched  a  new  initiative  called  TeamSAP.™ 

roordinated  network  of  people,  processes,  and  products  that  defines 

nvmitment  needed  to  achieve  the  successful  implementation  of  R/3™ 

ire.  With  TeamSAP,  you  can  be  certain  you'll  get  the  fastest, 

efficient  ways  to  create  a  solution  for  your  business. 

iince  TeamSAP  places  SAP  in  the  role  of  coach 

;hout  the  life  cycle  of  your  R/3  investment. 

in  feel  confident  knowing  we  will  be 

o  support  you  every  step  of  the  way 

re  successful  results.  For  more 

"ration  about  TeamSAP, 

s  at  http://www. 
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-Team 
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Up  Front 


EDITED  BY  ROBERT  McNATT  &  LARRY  LIGHT 


THE  FEDS 


IF  YOUR  PRIVACY'S  INVADED. .  .TOUGH  LUCK 


A    LITTLE   BIT  OF  PRIVACY 

protection  may  be  better 
than  no  protection  at  all. 
But  under  an  industry  plan 
to  keep  personal  data  from 
being  sold  indiscriminately,  a 
little  protection  may  be  all 
consumers  get. 

Pressured  by  Congress, 
the  Individual  Reference  Ser- 


vices Group  (irsg) — which  in- 
cludes Trans  Union,  Equifax 
Credit  Information,  and 
lexis-nexis,  among  others — 
has  set  privacy  standards.  By 
1999,  its  members  won't  sell 
Social  Security  numbers, 
mothers'  maiden  names,  birth 


dates,  credit  histories,  unlist- 
ed phone  numbers,  or  infor- 
mation on  people's  children 
to  the  public — only  to  "quali- 
fied subscribers." 

However,  who  is  "qualified" 
is  open  to  interpretation, 
while  the  effectiveness  of 
safeguards  against  shifty  op- 
erators is  unclear.  The  irsg 
plan  carries  no  penalties 
for  noncompliant 
companies. 

The  industry 
itself  admits 
that  this  last- 
ditch  defense 
against  govern- 
ment regulation 
is  far  from 
complete.  "Is 
this  the  whole  an- 
swer? I  don't  think  so,"  says 
Ronald  Plesser,  an  industry 
lawyer  with  the  firai  Piper  & 
Marbury.  However,  the  FTC 
has  promised  that  the  irsg 
plan  will  forestall  government 
regulation — at  least  for  the 
time  being.     Roy  Furchgott 


POWER  POWWOW 

BIG  CHEESES, 
TALKING  TURKEY 

IMAGINE  THE  WORLD'S  MOST 

powerful  leaders  holding  a 
freewheeling  discussion  on 
pressing  problems  without 
feeling  pressure  to  issue 
major  p  r  o  n  o  u  n  c  e  m  e  n  t  s . 
That's  British  Prime  Minis- 
ter Tony  Blair's  goal  when  he 
hosts  the  annual  Group  of 
Eight  economic 
summit  in  Birm- 
ingham May  15- 
17.  In  a  break 
with  tradition, 
B 1  a  i  r  and  his 
counterparts  from 
the  major  indus- 
trial nations  will 
meet  without 
their  foreign  and  BLAIR  AND 


finance  ministers — who  will 
gather  in  London  several 
days  earlier. 

The  Brits  hope  a  less-pop- 
ulous summit  will  focus  on 
three  issues  that  can  be  dis- 
cussed in  depth.  "So  much 
time  is  spent  drafting  a  long 
communique  on  every  topic 
under  the  sun  that  there's  no 
time  for  an  honest  give-and- 
take,"  says  one  Blair  aide. 

Blair's  topics:  combating  in- 
ternational crime,  creating 
jobs,  and  manag- 
ing global  econom- 
ic crises.  Will  the 
media  mob  cover- 
ing the  confab 
write  glowingly 
about  a  mushy 
"statement  of  con- 
cern" on  these  is- 
sues? Fat  chance. 
CLINTON    Owen  Ullmann 


TALK  SHOW  ttShe  wants  to  go  shopping.  She  wants  to  t  e 
a  walk  in  the  park.  She  wants  to  do  the  things  that  norma 
people  do." 

— Monica  Lewinsky's  lawyer,  William  Ginsburg 


l-WAY  PATROL 

TASTY  MATCH  FOR 
TASTELESS  TAB 

HERE'S  A  STRANGE  COUPLE 

for  you:  On  one  hand  there  is 
lexis-nexis,  a  serious  data- 
base of  magazines  and  news- 
papers where  lawyers,  jour- 
nalists,  and 
academics  can 
cozy  up  to  such 
page-turners  as 
the  Far  Eastern 
Economic  Review 
and  Intellectual 
Property  Today. 
On  the  other 
hand  is  the  New 
York  Post ,  a 
flashy  tabloid 
newspaper  famed  for  such 
artfully  nuanced  headlines 

as:  MADMAN  MOHAMAR  NOW  A 
DRUGGIE  DRAG  QUEEN. 

Well,  last  month  the  two 
were  hitched  when  lexis- 
nexis  agreed  to  include  the 
tattling  tab  among  its  13,800 


MONICA'S 


En-iirtem  kept 
gown  as  souvenir 
at  Clinton  affair 


sources.  The  deal,  which 
six  months  in  the  mal^ 
should  bring  the  moneyj 
ing  Post — part  of  Ruy 
Murdoch's  News  Corp. — 1 
sands  of  dollars  in  roysjf 
each  year. 

A  spokeswoman  for  M 
nexis,  owned  by  Dutch 
lisher  Reed  Elsevier, 
that    the  e 
York  Post 
added  becjg 
customers  a'e 
for  it. 

The  Post  j(| 

LEXIS-NEXIS  j 

Jan.  22,  two  | 
after  the  Chi 
sex  scandal  bu 
and  just  in  | 
for  such  heads 

as  THE  BIG  CREEP  TOLI 
TO  LIE  and  MONICA'S  1 

dress  to  make  it  into!  I 
database  of  record.  Post 
tor-in-Chief  Ken  Char 
says  that  "it's  just  onl 
those    wonderful  acts| 
timing."       Dennis  Ber% 


REALITY  BYTES 


WHAT'S  IN  A  NAME?  HOW  ABOUT  $10  MILLI 


THE   POWERS  THAT   BE  AT 

software  maker  Network 
Associates  have  discovered 
that  someone  else  has  first 
dibs  on  their  name.  That's  bad 
enough.  What  really  hurts  is 
that  the  someone  else  is  a 
public-relations  firm  that  rep- 


NETWORK  ASSOCIATES  AD 

resents  its  rival,  Symantec. 

This  is  no  small  oversight. 
After  the  former  McAfee  As- 
sociates bought  Network 
General  last  year  and 
changed  the  company's  name 
to  Network  Associates,  it 


shelled  out  $10  million 
wacky  commercials  to 
mote  the  name  change, 
expensive  ad  even  aired 
ing  the  Super  Bowl. 

Unfortunately,  it  turns 
that  a  Utah  PR  firm  wa 
ready  called  Network  As 
ates.  And  that  firm  re 
sents  Symantec,  anothei 
maker  of  antiviral  softv 
This  Network  Associates 
a  simple  solution  to  the 
fusion:  It  wants  the  soft1 
maker  to  change  its  nan 

The  software  companj 
not  turn  up  the  PR  firm  i 
trademark  search  becaus 
in  another  industry.  ' 
could  get  it  off  the  hook, 
it's  not  backing  clown 
ther — not  with  $10  millio 
the  line.  Both  companies 
negotiating  to  avoid  a 
suit,  which  would  be  call 
what  else? — Network  vs. 
irork.  Steve  He 
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We  connect. 

does  it  take  to  connect  to  places  in  Asia,  Europe,  the  Americas  and  all  other  parts  of  the  globe? 

ts  with  a  firm  understanding  of  local  ideas,  people  and  places.  It's  also  about  superior  services  and  cherished  commitments.  As  a  world- 
g  telecom  company,  Nippon  Telegraph  and  Telephone  Corporation  (NTT)  is  uniquely  positioned  to  help  you  connect  globally  through 
ale,  reliable  services  and  support. 

d  Communications  Services    /X^TCSta T 

r  is  NTT  Group's  recently  launched  global  end-to-end  communications  service,  which  utilizes  a  high-speed 
mmunications  highway  to  connect  to  major  cities  across  the  U.S.,  Europe  and  Asia  Arcstar  is  an  essential  part  of  NTTs 
;y  for  global  projects,  including  the  Malaysian  Multimedia  Super  Corridor  (MSC)  and  the  China-U.S.  undersea  cable. 

d  Systems  Integration 

global  systems  integration  can  make  all  the  difference  in  maintaining  reliable  connections  locally  or  across 
rs  and  even  oceans.  Our  offices  located  throughout  the  U.S.  —  New  York,  Los  Angeles,  Mountain  View,  and 
ington  D.C.  —  offer  end-to-end  systems  solutions  that  could  improve  the  way  you  communicate  in  business.  NIPPON  TELEGRAPH  AND  TELEPHONE  CORPORATION 


Connecting  the  world  through  multimedia 


For  more  information  on  how  NTT  can  connect  you,  call  1-800  4  NTT  USA,  or  visit  our  website:  http://www.nttinfo.ntt.co.jp 


Up  Front 


SILICON  CULTURE 


'LET'S  SEE-DWEEZIL?  NO,  THAT'S  TAKEN' 


FOR  SCOTT  MCNEALY,  CHIEF 
executive  of  Sun  Microsys- 
tems, and  wife  Susan,  it  was 
time  to  play  name-that-baby 
again  on  Jan.  30,  with  the 
birth  of  their  second  child, 
another  boy.  The  McNealys 
named  their  first  son  Maver- 
ick, which  neatly  fit  Sun's 
anti-establishment  role  in 
the  computer  business.  So 
naming  son  No.  2  shaped  up 
as  another  chance  to  make 
a  corporate  statement. 

McNealy  told  busi- 
ness week  that  he  ^^^k 
fliiled  with  the  ,t 
name  Stok- 

who  stokes 
fires.  But  he 
passed  on  it. 
"It's  too  close 
to  Toker,  or  ~ 
Stogey,  so  everybody  says 
there's  bad  connotations,"  he 
said.  Not  to  mention  the 
teasing  the  poor  kid  would 
get  in  school. 


McNEALY:  A  bo 


The  couple  finally  chose  the 
name  Dakota  Paul.  How 
come?  McNealy  isn't  saying 
yet.  But  in  the  Santee  Na- 
tive American  tongue,  the 
name  means  "allies,"  many  of 
which  McNealy  will  want  in 
his  corporate  battles  with 
Microsoft  and  Intel.  Or 
maybe  the  allies  Mc- 
Nealy has  in  mind 
are  those  who  will 
watch  his  son's  back 
during  hockey  games. 

Dad  is  an  avid 
L  In K-ki-y  | 'layer  ami 
fan  who  is  ap- 
parently al- 
ready plotting 
Dakota's  su- 
perstardom 
on  the  ice. 
y  named  Dakota  Proud  papa 
"  describes 
the  7-pound,  6-ounce  boy  as  a 
"power  forward."  Said  Mc- 
Nealy in  an  E-mail  to  col- 
leagues: "One  more,  and  I 
have  a  full  line."  Robert  Hof 


THE  FUND  FRONT 

GOOD  WORKS- 
AND  GREAT  PROFITS 

CASH  WITH  A  CONSCIENCE  IS 
paying  dividends.  The  Domi- 
ni 400  Social  Index,  which 
measures  the  performance 
of  stocks  in  "socially  respon- 
sible" mutual  funds,  reports 
that  in  1997  the  index  out- 
performed the  Standard  & 
Poor's  500-stock  index  by 
about  15%.  Even  more  sur- 
prising, this  is  the  third 
straight  year  the  Domini  has 
bested  the  S&P,  a  feat  plenty 
of  managers  would  be  envi- 
ous of.  Most  stock  funds 


TOTAL  RETURN 
DOMINI  401       S&P  500 

1997 

38.26% 

33.23% 

1996 

23.70% 

23.07% 

1995 

38.20% 

37.51% 

DATA  KINDER,  LYDENBERG.  DOMINI  f 

.  CO 

failed  to  meet  the  traditional 
benchmark  in  1997. 

The  Domini  index  of  400 
stocks  excludes  companies  in 
the  tobacco,  alcohol,  or  arms 
business.  Last  year,  it  had  a 
total  return  of  38.26%,  vs. 
33.23%  for  the  S&P.  The  mar- 
gin was  less  in  1996  and  1995, 
but  even  over  five  years,  the 
Domini  index  has  narrowly 
managed  to  outperform  the 
s&P,  20.77%  to  20.24%.  Last 
year,  the  Domini  was  helped 
out  by  beverage-industry 
stocks  and  technology  issues 
such  as  IBM  and  Microsoft, 
while  being  underweighted  in 
chemicals  and  other  cyclicals. 
The  index'  gains  shows 
that  managers  can  find 
both  performance  and  so- 
cial accountability,  says 
Peter  Kinder,  president  of 
Kinder,  Lydenberg,  Domi- 
ni &  Co.,  which  originated 
the  index:  "There  is  no 
fiduciary  duty  to  invest  in 
things  you  don't  like."  □ 


DRAWN  &  QUARTERED 


SPORTS  BIZ 

A  MELEE  OVER 
EUROPEAN  SOCCER 

EUROPE'S  MEDIA  BARONS  ARE 

in  a  foul  mood  over  sports. 
Germany's  Supreme  Court 
has  blocked  the  sale  of  some 
league-wide  tv 
rights  by  the  Ger- 
man Football  Assn., 
kicking  off  '98  with 
fears  for  the  future 
of  a  big  source  of 
programming — and 
revenue. 

Soccer  has  be- 
come a  chiving  force 
in  the  growth  of 
pay  TV  in  Europe. 
Rupert  Murdoch's  ~ 
BSkyB,  Silvio  Berlusconi's 
Italian  media  empire,  and  Ger- 
many's Bertelsmann,  which  is 
especially  interested  in  Ger- 
man soccer,  all  want  more 


HEADS  UP:  TV  tiff 


sports.  In  the  U.  S.,  leaj 
can  sell  broadcast  right 
the  highest  bidder  and  s 
the  proceeds.  But  that  is 
boten  in  Germany.  There: 
dividual  teams  may  be  g 
the  rights.  So  the  league  1 
TV  money,  while  broadcas 
say  heaping  cash  on  the 
teams  erodes 
petitive  balance 
ultimately,  vie 
interest. 

"U.  S.  sports  1 
been  commercial 
for  30  years,  am 
the  issues  of 
rights,  draft 
terns,  and  sa 
caps  have  been 
gated,"  says 


Bell,  the  E 
Football  Assn.'s 


dan 

pean 

adviser.  "But  it's  all  new 
in  Europe."  Expect  a 
battle,  then,  that  will  draj 
for  years.   William  Echih 


THE  BIG  PICTURE 


BANKRUPTCY 
EBBTIDE 

The  value  of  Chapter 
1 1  bankruptcy  filings 
has  come  down, 
mainly  because  fewer 
large  companies  are 
involved.  In  1997,  only 
four  with  assets  of 
more  than  $1  billion 
filed;  in  1990,  there 
were  10. 

DATA:  NEW  GENERATION  RESEARCH  INC 


90 


CORPORATIONS  WITH  PUBLIC  EQUITY 
OR  DEBT  FILING  FOR  CHAPTER  11 


AGGREGATE 
ASSETS 

BILLIONS  OF 
DOLLARS 


NUMBER  OF  COMPANIES 

90    '91     '92  '93 


70     84  84 


'94 


'95     '96  '< 


FOOTNOTES  Among  U.S.  vehicles,  share  of  miles  driven  by  trucks:  7%;  fatal  passenger-car  crashes  that  involved  trucks:  22% 
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DATA  INSURANCE  RESEARCH 


Digital_Nervous_System: 

preparation  for  the  unforeseen 


Where  do  you  want  to  go  today?" 


Microsoft 


osoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries 
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What  you  discuss 
in  your  meeting 
is  your  business. 
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IOMMUNICATE 


CAPTURE 


COLLABORATE 


CONNECT 


3M"'  Videoi  vnferent  'ing 
System  VCS3000 
makes  face-to-face 
ommunication  easy. 


'/'he  3M'"  Ideaboard 
IB3000  accurately  saves  and 
shares  meeting  notes. 


The  3M™  Dataconferem  ing 
System  DCSMHH)  quickly  dunes 
information  between  teams 
separated  by  distance. 


The  JM  Meeting  Network 
is  a  complete  professional 
resource  for  more 
productive  meetings. 


How  much 
you  accomplish 
is  ours. 


reducing  3M  Advanced  Meeting  Solutions.  As  your  business  evolves,  it's  our  business  to  help  you  communicate 
:er  and  accomplish  more  in  your  meetings.  That's  why  we're  introducing  a  new  family  of  easy-to-use,  innovative 
ducts  and  resources  designed  to  improve  group  communication  and  increase  meeting  productivity.  With  this  new 
lily  of  solutions,  we're  strengthening  our  commitment  to  provide  you  with  superior  products  and  information  for 
ir  meetings.  To  receive  more  information  about  3M  Advanced  Meeting 

utions,  call  1-800-952-4059  or  visit  us  at  www.3M.com/meetings  Make  the  meeting. 
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NAVISTAR 
FIRES  BACK 


A  few  points  need  clarification  in  your 
otherwise  excellent  profile  of  Navistars 
turnaround  ("Navistar:  Gunning  the  en- 
gines," The  Corporation,  Feb.  2). 

First,  while  our  partnership  with  Ford 
Motor  Co.  has  helped  make  Navistar  the 
worldwide  leader  in  midrange  diesel  en- 
gines, we  do  not  now  have  an  agree- 
ment to  supply  engines  for  the  company's 
Expedition  model  sport-utility  vehicle, 
as  the  article  said. 

Second,  in  our  groundbreaking  agree- 
ment with  the  United  Auto  Workers, 
it  is  unfair  to  say  that  "workers  folded 
their  cards."  We  worked  hard  with  the 
union  to  put  together  a  creative  deal 
that  addresses  our  challenge,  and  more 
than  two-thirds  of  voting  uaw  members 
agreed  it  was  the  right  thing  to  do. 

Finally,  the  article  omitted  informa- 
tion about  our  executive  stock-purchase 
plan,  designed  to  align  management  and 
shareholder  interests  more  closely.  We 
asked  our  top  30  executives  to  buy  Navi- 
star stock,  out  of  their  own  pockets,  in 
amounts  as  high  as  three  times  their 
salary.  This  represented  a  big  personal 
sacrifice  and  risk,  given  the  stock's  his- 
tory of  poor  performance. 

The  article  stated  that  management 
said  no  to  the  plan.  The  fact  is,  all  30 
executives  did  indeed  step  up  and  pur- 
chase the  stock  in  the  required 
amounts.  This  was  a  dramatic  vote  of 
confidence  in  the  company's  direction 
and  is  indicative  of  the  personal  stake 
our  executive  team  has  taken  in  Navi- 
star's future.  The  many  successes  you 
highlighted  came  about  because  of  the 
strength  of  our  management  team  and 
all  our  employees,  who  rightly  share  in 
both  the  risks  and  rewards  of  Navi- 
star's turnaround. 

John  R.  Home,  CEO 
Navistar  International  Corp. 

Chicago 

Editor's  note:  The  incorrect  information 
on  the  Ford  Expedition  was  provided 
by  a  top  Navistar  executive.  The  stock 
purchases  described  in  this  letter  took 
place  in  July,  three  months  after  Navi- 


star's executive  team  unanimousl\ 
fused  to  buy  shares  voluntarily,  al, 
scribed  in  the  story. 

LET  ASIAN  BANKS  TOPPLE- 
INTO  THE  HANDS  OF  THE  STATE 

I  fear  that  your  prescription  foiji 
Asian  crisis  might  take  too  long  txf 
plement  ("What  to  do  about  Asia," 
er  Story,  Jan.  26).  I  would  like  to 
gest  a  different  tack,  in  the  belief 
we  are  not  facing  a  global  crisis 
number  of  national  emergencies. 

For  one,  governments  should  let 
performing  banks  and  industrial  coi; 
nies  go  bankrupt,  according  to  the  f 
of  each  country.  Foreign  banks  srf.' 
take  their  losses  in  full.  Governmenfc- 
each  state  should  then  take  overt 
bankrupt  companies  at  market  pn 
hire  the  best  managers  they  can  getk 
cal  or  foreign,  to  run  and  restrua. 
them  and  sell  them  to  private  inve$:' 
once  the  emergency  is  over.  Othenk: 
they  will  rot  again.  Then  governm 
should  not  create  recession,  unemji- 
ment,  and  panic;  they  should  showfc 
people  that  the  country  is  in  firm  ha 

I  would  not  bother  to  discuss  wh^t 
this  recipe  is  socialism  or  market  \ 
talism.  To  me,  it  seems  neutral,  wittr 
added  advantage  that  it  will  not  usdi 
[tax]  money  to  bail  out  reckless  pec 
Giacomo  Si 
Trieste, : 


MONEY  SPENT 

IS  MONEY  INVESTED 


I  found  my  head  nodding  in  ag» 
ment  with  Peter  Coy's  article,  "Sj : 
and  grow  rich — it's  the  American  ^ 
(News:  Analysis  &  Commentary, 
26).  Another  problem  I  see  with  the 
sic  consumption-vs.-savings  argume;  ■ 
that  it  assumes  that  dollars  spew  ri 
consumption  go  down  some  botton  \- 
hole,  disappearing  forever.  On  the 
trary,  consumption  spending  is  a 
direct  and  efficient  means  of  investn 

When  consumers  buy  a  product,  1 1 
provide  the  company  with  net  pr 
(presumably),  which  the  company 
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fts:  The  pros  and  cons  of  converting" 
inal  Business,  Feb.  2),  the  rules 
ling  bequeathing  of  a  traditional  indi- 
retirement  account  to  someone  oth- 
n  the  owner's  spouse  were  oversim- 
.  An  IRA  can  be  structured  so  that  a 
ciary  other  than  a  spouse  can  with- 
the  funds  over  a  period  longer  than 
tar. 

:hild-care  plan  is  better.  Is  not!  Is 
(News:  Analysis  &  Commentary,  Feb. 
characterized  the  scope  of  President 
n's  child-care  proposal.  Unemployed 
rs  would  not  be  eligible  for  federal  aid 
the  plan. 


■  financing  projects  via  internally 
ted  equity  capital.  The  company 
sady  proved  it  provides  a  valuable 
least  desirable)  product  or  ser- 
herefore,  risks  associated  with  de- 
j  the  capital  are  lower  than  when 
mpany  is  trying  to  persuade  a 
hat  its  product  or  service  will  be 
ile  in  the  future.  Recall,  it  is  into 
ik's  lending  capital  where  the  con- 
would  be  placing  their  "savings" 
traditional  scenario, 
om  line:  If  consumers  are  also  ra- 
investors  through  their  mini- 
nents  in  the  producing  companies, 
is  being  efficiently  deployed. 

Patricia  Montgomery 
Littleton,  Colo. 

G  A  SOCIAL  CONSCIENCE 
ftRNING  FAT  PROFITS,  TOO 

Keith  Hammonds,  I'm  a  big  fan 
&  Jelly's  for  producing  tenific  ice 
and  for  taking  the  lead  in  social 
Ability  ("A  portfolio  with  a  heart 
eds  a  brain,"  Personal  Business: 
>ntaiy,  Jan.  26).  But  I'm  concerned 
ammonds  misleads  readers  about 
iousness  of  socially  responsible  in- 

Make  no  mistake  about  it,  it  is 
d  here  to  stay. 

he  past  two  years,  assets  under 
ement  in  the  U.  S.  in  socially  and 
lmentally  screened  portfolios  have 
rom  $639  billion  to  $1,185  trillion, 
rspective,  nearly  $1  out  of  eveiy 
ier  management  is  part  of  such  a 
sibly  invested  portfolio, 
imonds  asks  us  to  commiserate 
is  investing  problems.  What  in- 
s  don't  own  stocks  they  wish 
loing  better?  And  as  Hammonds 
out,  there  are  also  plenty  of  suc- 
tories.  Most  studies  show  that 
erfoimance  is  most  closely  linked 
lagement  style  (such  as  size  of 
ization),  not  the  effects  of  social 


screening — reinforcing  the  notion  that 
investors  don't  have  to  sacrifice  profit 
for  principles. 

Jim  Eskin 
San  Antonio 

NEW  MEASURING  STICKS 
BRING  NEW  PROBLEMS  TO  LIGHT 

Your  article  on  cellular  phones  and 
brain  tumors  ("More  sound  and  fury 
over  cell  phones,"  News:  Analysis  & 
Commentary,  Jan.  26)  reminded  me 


how,  with  the  introduction  of  cat  scan- 
ners in  the  early  1980s,  the  diagnosis  of 
brain  tumors  moved  from  the  dark 
ages  (squeeze  and  poke)  into  modern 
science — with  a  concomitant  increase 
in  the  number  of  cases  diagnosed. 

As  the  instrumentation  has  become 
more  widely  available,  the  number  of 
cases  has  also  increased — not  the  base 
occurrence  of  the  problem,  merely  its 
recognition.  One  would  expect  to  see 
further  "increases"  in  this  and  other 
medical  problems  as  mri  machines  be- 


'You  are  strong,  Edna.  I  like  that.  And  I 
absolutely  agree  with  your  suggestion  that  we  move 
past  the  Shorter  Network  to  that  Williams  network. " 


that  Williams  network 

mauf*^^'*'^  11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www.willtales.com,  or  call  1  800-WILLIAMS,  for  strong,  really  strong,  telecom  solutions. 


©1998  The  Williams  Companies,  Inc 
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Introducing  the 
AT&T  One  Rate  Calling  Card  Plan. 
One  low  rate.  No  hidden  charges. 


**• 


* 


*        m  *  * 


*  * « #  I 


AT&T  One  Rate  Calling  Card  Plan 

MCI  One 

Sprint  Sense 

Premiere 
WORLDLINK 

IS* 

Rates  in  effect  as  of  12/19/97. 


At  up  to  99^  a  calling  card  call,  service  charges  can 
really  add  up.  Sign  up  for  the  AT&T  One  Rate  Calling  Card 
Plan  and  then  you  only  have  to  dial  I  800  CALL  ATT® 
and  long  distance  calling  card  calls  are  one  low  rate  a 
minute  anytime,  anywhere  in  the  U.S.  There  are  no 
hidden  charges.  Just  a  $1.00  monthly  fee.  To  get  more 
information,  call  I  800  878-3288.  (If  you  already  have  a 
CALL  ATTSM  Calling  Card,  call  now  to  see  how  you  can 
save  with  this  new  plan.) 

Call  I  800  878-3288 


It's   all   within   your  reach. 


Readers  Report 


come  cheaper  and  more  widely  avail- 
able, facilitating  easier  and  more  reli- 
able diagnosis. 

We  often  fail  to  recognize  how  the 
development  of  improved  instrumenta- 
tion affects  many  aspects  of  modern 
society.  Detection  of  chemicals  at  parts- 
per-billion  levels,  for  example,  has  re- 
sulted in  the  "creation"  of  numerous 
environmental  problems  to  explain 
newly  recognized  maladies.  We  might 
even  ascribe  global  warming  to  the 
cheap  and  available  computing  power 
that  facilitates  the  modeling  games 
played  by  atmospheric  scientists. 

David  Vaughan 
Flemington,  N.J. 

LET'S  STOP  APPOINTING 
FEDERAL  JUDGES  FOR  LIFE 

I  read  with  interest  Paul  Craig 
Roberts'  column  about  judges  who  are 
usurping  legislative  powers  from  state 
and  local  democratic  bodies  ("Congress 
should  grab  back  the  reins  of  power," 
Economic  Viewpoint,  Jan.  26).  The  time 
has  come  for  a  constitutional  amend- 
ment to  end  lifetime  tenure  of  federal 
judges.  Judges  should  be  appointed  for  a 
fixed  term  (such  as  14  years).  Most  state 
court  judges  are  appointed  or  elected 
for  fixed  ternis.  And  the  process  works. 
Federal  judges  should  be  treated  the 
same  as  their  state  colleagues. 

Paul  Feiner 
Town  Supervisor 
Greenburgh,  N.  Y. 

SELLING  A  COMPANY 

OFTEN  MEANS  KEEPING  SECRETS 

Your  article  "Putting  your  company 
on  the  block"  (Personal  Business,  Jan. 
26)  was  an  excellent  synopsis  of  the 
processes  and  options  available  to  the 
owners  of  midsize  businesses  interested 
in  selling  their  companies. 

One  clarification:  The  marketing 
prospectus,  or  the  "glossy  book,"  is 
typically  not  sent  until  the  prospective 
buyer  signs  a  confidentiality  agreement. 
A  competent  mergers-and-acquisitions 
specialist  will  normally  not  include  any 
detailed  information  in  the  prospectus 
regarding  the  identity  of  the  customers 
and  suppliers  because  of  the  highly 
confidential  nature  of  that  information. 

The  customer  and  supplier  informa- 
tion is  usually  disclosed  only  at  a  much 
later  date,  after  the  prospective  buyer's 
qualifications  and  serious  interest  in 
buying  the  company  have  been  con- 
firmed and  the  seller  is  confident  that 
the  information  will  not  under  any  cir- 
cumstances be  compromised. 


Many  thanks  for  synthesizing  a  com- 
plicated subject  into  a  comprehensive 
and  understandable  article. 

Edmund  F.  Schnieders  Jr. 

Chairman 
First  Pacific  Group 
Mission  Viejo,  Calif. 

IN  SOME  SPHERES, 

COSTS  ARE  STILL  CLIMBING 

Although  "The  zero  inflation  econo- 
my" (News:  Analysis  &  Commentary, 
Jan.  19)  has  good  intentions,  it  fails  in 
three  key  cost  areas,  especially  for 
working  families.  These  three  income- 
siphoning  sectors  are  health  care,  college 
tuition,  and  child  care.  The  falling  price 
ut'  oil  just  doesn't  seem  to  affect  these 
essential  needs,  which  are  crucial  to 
holding  on  to  a  good  standard  of  living. 

Wayne  J.  Ritell 
Briarcliff  Manor,  N.  Y. 

HOW  TO  LEAPFROG 

MICROSOFT  

Microsoft  Corp.  upgrades  its  operat- 
ing systems  by  adding  a  new  layer. 
Windows  95  is  a  bloated  digital  bu- 
reaucracy sitting  upon  a  20-year-old 
technology  called  DOS.  Why  should  any- 
one be  surprised  or  offended  when  the 
company  takes  the  next  logical  step 
and  adds  still  another  layer — Internet 
Explorer  ("Microsoft's  future,"  Cover 
Story,  Jan.  19)? 

After  all,  the  Internet  "browser"  is 
the  operating  system  of  the  future.  Once 
we  escape  the  entanglement  of  copper 
wires,  it  should  make  no  difference  at  all 
whether  we  are  accessing  a  local  hard 
drive  or  a  Web  site  in  Tibet  to  get  at 
the  data  we  need. 

If  a  company  sincerely  wishes  to  com- 
pete with  Microsoft,  it  needs  to  have  the 
courage  to  start  from  scratch  and  write  a 
brand-new,  lean-and-mean  operating  sys- 
tem. What  about  it,  Netscape?  Put  low 
Dos  functions  in  firmware  where  they 
belong  and  give  us  a  new  OS/browser 
weighing  in  at  about  2  megabytes — with 
plug-ins  to  support  additional  bells  and 
whistles  as  desired.  Start  earnest  work 
on  this,  and  it  will  be  Microsoft  begging 
the  courts  to  stop  you! 

Edmund  N.  Ochs 
Daleville,  Ind. 

BRIBERY  OR  NO  BRIBERY, 
OSICOM  WASN'T  INVOLVED 

In  "Ripoff!"  (Cover  Story,  Dec.  15), 
you  mention  that  a  broker  was  al- 
legedly offered  a  bribe  by  a  "kid  from 
Utah"  in  order  to  induce  the  broker 


to  sell  shares  of  Builders  Warehii 
Association  Inc.  Your  story  faiLtc 
make  clear,  however,  that  these  evjfo 
(which  we  had  never  heard  of  be« 
your  reporter  called  us)  were  allegetr 
have  taken  place  only  prior  to  l| 
This  is  important  because  no  direia 
or  officer  of  Osicom  Technologies  .a 
either  past  or  present,  had  any* 
volvement  with  Builders  Warehck 
before  April,  1995.  Thus  your  readp 
could  easily  have  concluded  thatjfi 
events  described  in  the  story,  if 
(which  we  doubt),  reflect  negative! 
the  management  of  Osicom.  Base< 
the  facts,  that  can't  be  the  case. 

Par  Chadha,  k 
Osicom  Technologies  ■,. 
Santa  Monica,  Gi 
Editor's  note:  The  article  made  caf. 
that  the  alleged  incident  took  place  |" 
or  to  199£.  Moreover,  Osicom  failm, 
respond  to  requests  for  comment.  I 


FINDING  US  ONLINE 

MIMBMMMEniir 

The  full  text  of  Business  Week,  the  Business  Wef 
Daily  Briefing,  and  six  years  of  BW  archives  art 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 

MaVen  i 

Shopping  for  computer  equipment?  Visit  Maven,  c 
online  Computer  Buying  Guide,  for  continuously 
updated  ratings  and  price  information. 
Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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:  Struggle  Between  G.I.  Joe,  Barbie,  and  the  Companies  that  Make  Them 

ayne  Miller 

ooks- 348pp.  $25 


>WER  STRUGGLE  IN 
IE  PLAYPEN 


ivo  years  ago,  the  maker  of  Bar- 
aie  offered  the  producer  of  G.  I. 
loe  a  seemingly  irresistible  mar- 
roposal.  Mattel  Inc.'s  $5.2  billion 
•  bid  seemed  like  manna  from 
to  many  Hasbro  Inc.  sharehold- 
:Ce  it  offered  a  premium  of  some 
ind  many  toy-industry  experts 
as  a  nearly  perfect  union,  pairing 
rid  leader  in  dolls  with  the  mas- 
action  figures  to  create  an  unri- 
olossus. 

that's  not  the  way  it  was  seen 
Hasbro's  headquarters  in  Rhode 
There,  as  part  of  a  campaign 
aged  by  management,  a  blind- 
Barbie  was  strapped  to  a  skewer 
"Barbie-Q,"  and  posters  pro- 
1:  "Sure  Barbie  is  a  bitch,  but 
ft  have  everything."  No  wonder 
thin  days  of  making  its  proposal 
Mattel  felt  compelled  to  with- 
it,  charging  that  Hasbro's 
ed  earth  campaign  [had]  created 
lerable  climate." 
comes  Toy  Wars'  gripping  inside 
;  of  the  intense  rivalry  between 
lid's  two  largest  toymakers  and 
led  to  this  dramatic  denouement. 
Dk  will  appeal  to  any  parent  won- 
how  the  industry  captivates  chil- 
3ut  there's  a  broader  theme  as 
or  in  so  diligently  examining  the 
who  run  Mattel  and  especially 
i,  Toy  Wars  serves  as  an  impor- 
minder  of  how  personalities  and 
an  shape  critical  decisions  and  al- 
course  of  an  industry, 
ed,  few  recent  business  books 
ral  the  extraordinarily  intimate 
t  Toy  Wars  paints  of  Hasbro  ceo 
.  Hassenfeld  and  his  family,  who 
:1  the  business  in  the  1920s.  Dur- 
;  five  years  he  was  researching 
)ok,  author  G.  Wayne  Miller,  a 
riter  at  the  Providence  Journal- 
it,  was  allowed  virtually  unfet- 
.ccess  to  Hassenfeld  and  his  com- 


pany, including  many  of  its  most  sensi- 
tive meetings.  Not  many  companies  in 
Corporate  America  would  dream  of  do- 
ing that.  The  result  is  a  book  that,  with 
its  rich  character  depictions,  often  reads 
more  like  a  novel  than  a  business  tome. 

Miller's  story  revolves  around  Alan 
Hassenfeld.  It's  a  tale  of  a  man  long 
overshadowed  by  his  older  brother, 
Stephen,  a  visionary  who  transformed 
Hasbro  from  a  tiny  tot  one-eighth  the 
size  of  Mattel  into  what  was,  for  a  time, 
the  world's  largest  toy  company.  During 
the  1980s,  while  workaholic 
Stephen  was  putting  in  18- 
hour  days  as  CEO,  Alan  "was 
writing  short  stories  and 
dating  beautiful  women," 
writes  Miller.  To  be  sure, 
Alan,  who  became  president 
in  1984,  was  making  his 
mark  on  Hasbro,  especially 
in  international  operations. 
However,  writes  Miller, 
there  "was  never  a  suspi- 
cion the  younger  brother 
coveted  the  older  [brother's] 
job,  for  truthfully  he  did  not." 

But  in  1989,  when  47-year-old 
Stephen  died  of  aids,  Alan  was  sudden- 
ly thrust  into  the  top  job.  Stephen's 
death  came  as  a  shock.  He  had  long  re- 
sisted revealing  that  he  was  gay  or  that 
he  had  aids,  even  to  his  family.  One 
week  after  Stephen's  death,  the  board 
unanimously  elevated  Alan  to  ceo.  But 
in  a  telling  reflection  of  its  anxiety  over 
his  worthiness,  the  most  powerful  di- 
rector quipped:  "If  it  doesn't  work  out, 
we  can  always  sell  the  company." 

Most  of  Toy  Wars  is  a  blow-by-blow 
account  of  Alan  Hassenfeld's  struggle 
to  prove  his  merit.  Almost  invariably, 
that  required  jousting  with  arch-rival 
Mattel.  With  both  companies  hell-bent 
on  expansion  through  acquisition,  they 
fought  over  every  toy  company  that 
came  into  play  in  the  early  '90s.  In 


1991,  Hasbro  won  a  ferocious  bidding- 
war  for  Tonka  Corp.,  the  third-largest 
toymaker.  Two  years  later,  Mattel  re- 
gained the  upper  hand  by  acquiring 
Fisher-Price  Inc.  And  each  held  the 
manufacturing  license  for  the  Cabbage 
Patch  Kids  at  different  times.  Toy 
Wars  presents  an  especially  entertain- 
ing tale  of  how  Mattel's  then-president, 
Jill  Barad,  helped  persuade  the  creator 
of  Cabbage  Patch  Kids  to  dump  Has- 
bro in  favor  of  Mattel. 

Given  the  rivalry,  it's  surprising  that  in 
early  '95,  when  Mattel  first  approached 
Hasbro  about  a  merger,  Hassenfeld's  re- 
action was  positive.  "It  makes  all  kind 
of  sense,"  he  told  a  key  director.  Has- 
senfeld was  intrigued  by  the  idea  of  be- 
coming the  King  of  Toys.  Problem  was, 
the  hyperambitious  Barad  had  her  own 
designs  on  the  throne.  And  Hasbro's 
lawyers  doubted  such  a  linkup  would 
pass  antitrust  scrutiny.  So  at  the  end  of 
June  '95,  a  still-indecisive  Hassenfeld  told 
Mattel  he  wanted  to  put  the  talks  on  ice. 

Six  months  later,  Mattel 
was  back  with  another,  far 
more  menacing  offer.  Mattel 
warned  that  if  Hasbro  did 
not  quickly  accept,  it  would 
go  public — which  it  did  on 
Jan.  24.  This  offensive,  writes 
Miller,  galvanized  Hassenfeld 
to  fight.  Using  political  con- 
nections, he  quickly  got 
Rhode  Island  officials  to  de- 
mand an  antitrast  probe,  the 
specter  of  which  helped  per- 
suade Mattel  to  back  down. 
But  the  victory  came  at  a  price,  for  Has- 
senfeld now  faced  more  pressure  than 
ever  to  satisfy  shareholders.  Still,  within 
Hasbro,  he  was  at  last  seen  as  a  hero  in 
his  own  right. 

Unfortunately,  Miller  did  not  gain  any- 
thing like  equal  access  to  Mattel.  As  a  re- 
sult, Toy  Wars  doesn't  do  justice  to  Mat- 
tel's point  of  view.  Nor  does  the  book 
have  any  photos  of  the  people  and  toys 
that  come  alive  within  its  pages.  Still, 
this  is  an  unusually  candid  business  book. 
Some  might  say  that  the  exposure  of  so 
much  detail  should  be  embarrassing  to  a 
company.  But  it  is  through  these  partic- 
ulars that  Toy  Wars  makes  us  care  about 
one  man's  stinggle  to  shoulder  the  bur- 
dens of  the  corner  office. 

BY  WILLIAM  C.  SYMONDS 
Symonds  is  business  week's  Boston 
bureau  eh  iff. 


WHAT  KEPT  MATTEL  AND  HASBRO  APART- 


TITRUST  ISSUES  OR  THE  EGOS  OF  THEIR  CHIEFS? 
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It's  1998. 

You're  a  small  busine 


or  trademarks  of  Microsnft  Corporation  in  the  UniH-d  St.!f»-s  and/ or  other  countries. 


mer.  Pinch  yourself 


There  are  reasons  two  thirds  of  all  new  jobs  created  by 
the  end  of  the  century  will  be  in  small  business.  Opportunity. 
A  strong  economy.  And  technology. 

Today's  software,  for  example,  helps  you  do  more  and  access 
more  than  at  any  other  time  in  history.  We  make  this  software. 
It  cuts  down  on  paperwork  so  you  can  just  plain  work.  It  lets 
you  do  business  around  the  corner  or  around  the  world. 
It  helps  you  get  the  most  out  of  your  computer  so  you  can  get 
the  most  out  of  your  business.  And  this  software  is  found  in 
Microsoft  Office. 

What  a  great  time  to  be  calling  the  shots. 

We'll  send  you  our  small  business  information  packet  when 
you  call  1-800-60SOURCE.  It's  full  of  relevant,  pertinent  advice 
to  help  you  succeed. 

We  make  software  to  meet  your  small  business  needs.  And  it 
all  starts  with  Windows  .  Everything  fits  seam^ssly  together  to 
form  a  digital  nervous  system  so  your  business  is  ready,  willing 
and  able  to  deal  with  what's  around  the  corner. 

More  opportunities. 


Where  do  you  want  to  go  today? 


Microsoft 

www.microsoft.com  smallbiz, 


Technology  &  You 


I 


BY  STEPHEN  H.  WILDSTROM 


A  WIRELESS 
WORLD:  NOT  YET 


Radio  browsers  and 
two-way  pagers  are 
handy-and  often 
difficult  to  use 

Like  a  lot  of  people 
these  days,  I  depend  on 
electronic  communica- 
tions— E-mail  and  voice 
mail — to  do  my  job.  And  with 
a  crowded  itinerary  of  con- 
ferences and  company  visits, 
staying  in  touch  is  complicat- 
ed by  the  fact  that  I'm  away 
from  my  office  a  good  deal 
of  the  time. 

Fortunately,  my  job  also 
gives  me  the  chance  to  road 
test  early  versions  of  the  ar- 
ray of  new  products  directed 
at  people  just  like  me.  I  re- 
cently tried  out  four  wireless 
products.  One  was  an  improb- 
able combination  of  a  cell 
phone,  E-mail  reader,  and  lim- 
ited Web  browsi  r.  The  others 
were  a  pair  of  interesting 
two-way  pagers  and  a  radio 
modem  that  brings  v  ireless 
service  to  laptops  and  many 
handheld  computers. 

The  PocketNet  phoiK' 
from  at&t  Wireless  Services 
(www.attws.com)  is  the  most 
ambitious,  but  the  most 
problematic,  of  the  products. 
It's  a  $300  phone  thai  can 
retrieve  stock  quotes,  wei 
er  fort  asts,  sports  scores, 
flight  sc,  >dules,  and  other 
informatio  .  The  pho.  e  is 
free  if  you  sign  up  for  basic 
service,  and  the  other  fea- 
tures cost  $30  a  month.  My 
favorite  feature:  If  I  use  the 
optional  $70  Puma  Intelli- 
sync software  to  periodically 
transfer  data  from  my  com- 
puter to  the  at&t  network, 
the  PocketNet  phone  can  au- 
tomatically retrieve  my  per- 
sonal phone  directory  infor- 


mation and  daily  calendar. 

E-mail   is   a  challenge, 
though.  Reading  mail  on  a 
tiny  16-character,  four-line 
screen  is  awkward 
in  the  extreme,  and 
creating  a  message 
more  complicated 
than  "yes"  or  "no" 
using  a  telephone 
dial  pad  is,  frankly, 
painful.     I  can't 
imagine  being  hun- 
gry enough  for  E- 
mail  to  make  this 
worth  the  trouble. 

Another  problem 
is  that  the  Pocket- 
Net, though  it  uses 
digital  technology, 
shares  the  analog 
cellular  network 
with  voice  calls.  At 
busy  times  of  day, 
such  as  afternoon,  I 
was  often  unable  to 
get  data  service. 

The  combination 
of  a  laptop  or  handheld  com- 
puter and  a  radio  modem  is 
a  lot  clunkier  than  Pocket- 
Net, but  it's  a  lot  more  prac- 


PROMISING,  BUT... 


POCKETNET  PHONE 
FROM  AT&T 

Ambitious  but  flawed 
combination  of  cell 
phone,  E-mail  reader, 
and  Web  browser 

WYNDPOWER 

FROM  WYND 
COMMUNICATIONS 

Reliable  service  for  lap- 
top users,  clunky  to  use 

SKYWRITER  PAGER 
FROM  SKYTEL 

Delivers  E-mail  fine,  but 
replying  is  clumsy 


tical  for  my  needs.  I  tried 
out  WyndMail  and  Wynd- 
Power  from  Wynd  Commu- 
nications (www.wynd.com), 
using  a  $450  Megahertz  All- 
Points  Wireless  PC  Card  mo- 
dem from  3Com  and  the  ram 
Mobile  Data  Network.  Simi- 
lar services  are  offered  by 
RadioMail  (wwwjmtiomail.com) 
and  dts  Wireless'  Zap-It 
(www.dtswireless.com). 

WyndMail,  with  service 
starting  at  $19.95  per  month 
plus  49<2  for  each  kilobyte  of 
messages  over  50k,  offers  E- 
mail  and  Web  browsing.  The 


network's  9,600-bits-per-sec- 
ond  top  speed  makes  brows- 
ing tedious,  though.  Wynd- 
Power  allows  corporations  to 
provide  workers  with  the 
same  services  for  about  $10 
per  user  per  month.  The  big 
advantage  is  the  ability  to  re- 
trieve wireless  mail  from 
your  regular  corporate  ad- 
dress— WyndMail  requires  a 
special  address — and  to  get 
to  infonnation  kept  inside  the 
corporate  security  system. 

The  service  is  more  reli- 
able than  PocketNet,  though 
network  coverage  can  be 
spotty  outside  of  cities,  and 
radio  communication  is  poor 
inside  some  buildings.  The 
setup  is  easier,  and  often 
cheaper,  than  the  alternative 
of  dialing  in  using  a  cell 
phone  and  cellular-ready 
modem. 


Paging  is  the  most  rob 
and  most  available,  of  all  w| 
less  technologies,  and  the  ifl 
two-way  systems  allow  pa^s 
to  send  back  limited  amoi  g 
of  data.  The  $149  Motoia 
Tenor  pager  puts  the  r| 
technology  to  good  use.  Sak 
one  can  dial  a  toll-free  num 
(or  your  regular  numbei 
you  use  call  forwarding),  hi 
your  recorded  greeting,  I 
leave  a  message.  Within  a  v 
minutes,  the  voice  message 
dispatched  to  your  pager,  I 
you  can  play  it  at  will.  1 
pager  only  holds  about  the 
minutes  of  record; 
'  but     the  syst 
automatically  doi 
loads  new  messa  ■ 
as  space  is  freed  u 
Service  is  curre  - 
ly  offered  by  conxjs 
Communications  n 
the  Washington-Ba 
more  area  and  in  c 
tral  and  southern  FL 
da;  and  by  PageNetn 
parts  of  Georgia,  Te> 
and  California.  Both  c< 
panies  plan  to  expand  sfl 
toward  nationwide  covera?. 
Service  costs  about  $2(a 
month. 

The  new  $25-a-month  Sr- 
Writer  service  from  Skyl 
is,  like  the  PageNet  pho1. 
overly  ambitious.  It  lets  ;u 
exchange  messages  with  ci- 
er  pagers  or  E-mail  accouB. 
But  I  found  entering  ini  - 
mation  into  the  $322  Accew 
Link  pager  from  Wireless  1 
cess  even  more  painful  tin 
on  the  PocketNet  phone:  1 
select  letters  from  a  list 
the  bottom  of  a  four-le 
screen.  While  useful  for  se 
ing  canned  replies  to  E-ni 
or  pages,  writing  a  mess;ie 
or  entering  a  new  E-mail 
dress  is  not  something  yoei 
want  to  do  often. 

Each  of  these  wireLi 
technologies  has  its  uses,  1' 
even  at  best  they  remp 
niche  products.  It  looks 
I'll  be  waiting  a  while  loni.r 
for  the  device  that  allows  i3 
to  stay  in  touch  as  quicy 
and  easily  as  with  a  ph<e 
or  conventional  modem, 
without  plugging  in. 


lit 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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dence  Inn  by  Marriott,  Inc 


We     greet     every     visitor     to    your     n  e  t  w  c 


the     same     warmth     and  hospitality 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


DON'T  THANK  THE  FREE  MARKET 
FOR  ECO-FRIENDLY  CARS 


TEAMWORK: 

When  it  came 
to  developing 
fuel-efficient 
engines, 
Washington's 
alliance 
with  Detroit 
pulled  off  what 
market  forces 
couldn't 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 
End  of  Laissez-Faire 


At  last  month's  auto  show,  Detroit  con- 
gratulated itself  for  finally  getting  se- 
rious about  fuel-efficient  engines.  In 
the  afterglow  of  the  Kyoto  summit  on  global 
warming,  General  Motors  Corp.  Chairman 
John  F.  Smith  Jr.  predicted  a  gradual  shift 
from  gasoline  engines  to  fuel-cell  systems 
over  the  next  three  decades.  By  2001,  GM 
plans  a  hybrid  gas/electric  production  car, 
with  fuel  economy  of  80  MPG.  Ford  Motor 
Co.,  meanwhile,  is  investing  nearly  half  a  bil- 
lion dollars  in  an  alliance  with  Daimler  Benz 
and  Canada's  Ballard  Power  Systems  to  mass- 
market  fuel-cell  cars  by  2004.  Chrysler  Corp. 
has  a  70-mpg  Intrepid  prototype,  using  a 
diesel/electric  engine.  In  Japan,  Toyota  Motor 
Corp.  is  already  mass-marketing  its  gas/elec- 
tric Prius,  which  gets  66  MPG. 

Isn't  the  free  market  wonderful?  Not  ex- 
actly. This  shift  in  Detroit's  thinking  can  be 
credited  substantially  to  the  U.  S.  govern- 
ment, both  through  its  antipollution  regula- 
tions and  the  Administration's  Partnership 
for  a  New  Generation  of  Vehicles.  States  such 
as  California  have  also  raised  standards.  The 
pngv  was  created  and  brokered  in  1993  by 
Vice-President  Al  Gore,  with  a  10-year  goal  of 
tripling  fuel  efficiency.  Auto?notive  News  re- 
cently editorialized:  "Government  became 
partners  with  the  Big  Three  in  a  scramble  for 
what  seemed  like  a  myth:  the  80-MPG  family 
sedan.  And  darned  if  it's  not  working." 

The  partnei'ship  began  on  a  sour  note.  Can- 
didate Bill  Clinton,  at  an  Earth  Day  speech  in 
April,  1992,  proposed  raising  the  hated  Cor- 
porate Average  Fuel  Efficiency  (CAFE)  stan- 
dards from  the  27.5  mp<;  already  in  the  books 
for  the  year  2000  to  40  MPG.  And  Gore  pro- 
posed a  seemingly  Utopian  technology  policy. 
MOON  SHOT.  Through  the  first  half 'of  1993, 
Gore  and  Presidential  science  and  technology 
adviser  John  H.  Gibbons  met  with  the  CEOS  of 
the  Big  Three,  who  wanted  a  more  incre- 
mental goal.  They  also  wanted  to  trade  the 
research  commitment  for  a  freezing  of  cafe 
standards.  Although  no  such  deal  material- 
ized, the  auto  makers  eventually  agreed  on  an 
alliance.  Washington  committed  more  than  a 
billion  dollars  over  a  decade  through  some 
20  federal  laboratories.  The  Big  Three  com- 
mitted hundreds  of  millions  more,  individual- 
ly and  through  the  industry  consortium,  the 
U.S.  Council  on  Automotive  Research  (US- 
CAR).  Formally  unveiling  the  plan  in  Septem- 
ber, 1993,  sponsors  compared  it  to  the  Man- 


hattan Project  and  the  moon  shot — a  1 
term  effort  to  meet  an  ambitious  goal,  rel; 
on  technology  that  did  not  yet  exist. 

The  comparison  is  apt.  Government 
ing  of  "precompetitive  research"  was  rifci 
sary  because  the  auto  makers,  as  rivals  I 
ing  to  near-term  results,  simply  could 
commit  enough  funds  for  a  sufficiently 
time  horizon.  With  America's  low  gaso! 
taxes  and  cheap  fuel,  there  was  no  market 
mand  for  an  80-MPG  engine.  The  Adminis 
tion,  for  its  part,  was  eager  for  a  less  ad' 
sarial  role  with  Detroit.  The  fledg! 
partnership,  however,  was  sorely  tester 
1995  when  the  Republicans,  with  their  ne 
won  congressional  majority,  tried  to  kill 
program.  "Techno-pork,"  sneered  the  lil 
tarian  Cato  Institute.  But  Detroit  backed 
Administration,  and  pngv  survived. 

Now,  at  the  midpoint  of  the  10-year  effj 
the  alliance  is  paying  real  dividends, 
progress,  Detroit  recently  claimed,  would 
have  occurred  without  a  government  po; 
commitment  to  cleaner  air.  Washington  de' 
used  the  cafe  standards  as  stick  and 
pngv  as  a  carrot.  The  technology  policy,  sj 
Gibbons,  is  "a  complement,  not  a  substitij 
for  federal  regulatory  power." 

Some  free-market  economists,  such 
Robert  W.  Crandall  of  the  Brookings  Inst: 
tion,  have  attacked  fuel-efficiency  regulatk 
others,  such  as  Roger  G.  Noll  of  Stanf 
University,  have  scoffed  at  the  need  for  m 
nology  policies.  But  given  America's  polit 
refusal  to  raise  gasoline  taxes,  both  regulaf] 
and  public  investments  in  technology 
needed  to  reduce  the  auto  emissions  that  c| 
tribute  to  global  warming.  The  Big  Thill 
thinking  in  ordinary  commercial  terms, « 
vored  incremental  improvements  in  fuel  ej 
ciency.  It  took  substantial  public  research 
development  funding  as  well  as  a  goal  t 
initially  seemed  far-fetched  to  create  a  seri 
commitment  to  entire  new  technologies. 

Why  government  involvement?  Air  po 
tion  is  what  economists  call  a  "negative 
temality" — something  that  market  forces  pi 
too  cheaply  because  they  don't  directly  b 
the  cost.  Clean-engine  technology  is  a  posit 
externality — a  social  good  in  which  indus 
under-invests  because  the  private  rewa 
are  too  uncertain.  Public  regulation  and  p 
lie  research  must  both  play  a  role,  or  pollut 
will  be  excessive.  So  don't  count  governm 
out.  Detroit  didn't. 
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iSTER  THAN  A  SPEEDING  CIVILIZATION. 

don't  have  to  blaze  through  the  forest,  hug  trees  and  grow  a  beard  to  escape 
Drue!  grip  of  civilization.  Introducing  the  completely  reinvented  1998  Rodeo, 
ce  from  all  things  urban.  Its  new  205  horsepower  V6  can  outrun  an  office  rumor 
e  the  new  5-link  suspension  dampens  stress  and  crushes  worry.  So,  in  the 
e  of  progress  and  the  betterment  of  society,  relax.  THE  NEW  1998  RODEO. 


Specialized  Worldwide  Builders  of  Adventure  Machines 


Economic  Trends 


BY  GENE  KORETZ 

WILL  DOWNSIZING 
EVER  LET  LP? 

The  pros  and  cons  of  rising  layoffs 

Until  recently,  it  looked  as  if  the 
huge  wave  of  downsizing  that  roiled 
U.  S.  labor  markets  in  the  1990s  was  fi- 
nally receding.  Last  July,  for  example, 
outplacement  firm  Challenger,  Gray  & 
Christmas  Inc.,  which  tracks  corporate- 
layoff  plans,  noted  that  planned  job  cuts 

LAYOFFS  ARE  PICKING  UP 
STEAM  AGAIN 


'94  '95 
A  THOUSANDS 

DATA  CHALLENGER,  GRAY  &  CHRISTMAS  INC. 

were  running  30%  below  1996  levels. 
And  the  latest  American  Management 
Assn.  survey  of  major  companies  re- 
veals that  just  41%  eliminated  jobs  in 
the  12  months  ending  last  June — the 
lowest  tally  of  the  expansion. 

Now,  in  spite  of  tight  labor  markets, 
it  appears  that  the  pace  of  downsizing  is 
on  the  upswing  again.  Challenger  re- 
ports that  job-cut  announcements  in  the 
fourth  quarter  of  last  year,  at  152,854, 
were  up  33%  over  their  year-earlier  lev- 
el (chart),  and  the  just-released  January, 
1998,  total  of  72,193  was  the  highest 
monthly  number  in  two  years. 

While  eliminating  jobs  reduces  oper- 
ating expenses  for  most  companies  over 
the  short  run,  its  payoff  in  other  areas 
is  far  from  certain.  Only  41%  and  40% 
of  job-cutters  in  the  ama's  annual  sur- 
veys can  report  increases  in  worker  pro- 
ductivity and  operating  profits  in  sub- 
sequent years.  And  just  37%  realized 
long-term  gains  in  shareholder  value. 

One  positive  aspect  of  the  downsiz- 
ing trend,  at  least  until  recently,  is  that 
it  has  been  increasingly  offset  by  job 
creation.  Of  the  41%  of  companies  re- 
porting job  cuts  in  its  latest  survey, 
the  ama  notes  that  over  a  third  hired 
enough  people  in  other  capacities  to 
realize  net  growth  in  their  workforces. 
Indeed,  only  19%>  of  companies  overall 
wound  up  with  reduced  payrolls,  and  a 


solid  54%  posted  net  increases. 

The  big  question  now,  however,  is 
whether  the  pattern  of  subsiding  job 
cuts  and  offsetting  job  creation  is  swing- 
ing into  reverse — particularly  in  light 
of  the  economic  slowdown  that  many 
forecasters  see  ahead.  John  A.  Chal- 
lenger of  Challenger,  Gray  &  Christmas 
attributes  the  latest  pickup  in  layoff  an- 
nouncements to  a  developing  profit 
squeeze,  exacerbated  by  Asian  turmoil 
and  heightened  competition  on  the  one 
hand  and  rising  labor  costs  on  the  other. 

"Companies  under  pressure  are  quick- 
er than  ever  to  shed  workers,"  he  says, 
noting  that  most  laid-off  employees  are 
less  traumatized  by  the  experience  to- 
day because  they  can  find  jobs  more 
easily,  thanks  to  widespread  labor  short- 
ages. But  he  wonders  whether  many 
reenergized  job-cutters  may  not  come  to 
regret  their  actions  in  the  future. 

"Such  short-term  cost-cutting  strate- 
gies," he  warns,  "could  backfire  over 
the  long  term  when  expanding  global 
and  domestic  markets  challenge  pro- 
ductive capabilities  again." 


STILL  PLENTY  OF 
SHOPPING  TO  DO 

Consumer  appetites  aren't  sated 

The  conventional  view  is  that  a  slow- 
down in  consumer  spending  this 
year  is  more  or  less  inevitable.  After 
all,  personal  bankruptcies  are  at  record 
levels,  debt  is  high,  and  pent-up  de- 
mand has  presumably  been  satisfied. 

Economists  Joseph  Carson  and 
Joseph  LaVorgna  of  Deutsche  Morgan 
Grenfell  Inc.  beg  to  differ.  "Our  analy- 
sis," says  Carson,  "shows  the  consumer 
is  flush  with  cash  and  still  aimed  with  a 
lot  of  pent-up  demand." 

In  the  past  18  months,  notes  Carson, 
the  combination  of  strong  job  and  in- 
come growth,  lower  interest  rates,  and 
rapidly  appreciating  financial  assets  has 
lifted  consumer  liquidity  positions  in  a 
big  way.  In  fact,  he  calculates  that  the 
ratio  of  household  financial  assets  (check- 
ing accounts,  bonds,  stocks,  mutual-fund 
shares,  and  the  like)  to  liabilities  has 
shot  up  to  its  highest  level  in  20  years. 

What's  more,  consumer  spending  in 
the  current  business  cycle  has  actually 
been  anemic  by  past  standards.  Since 
the  start  of  the  current  recovery,  La- 
Vorgna calculates  that  real  consumer 
outlays  have  grown  at  an  average 
monthly  rate  of  only  0.24%.  That's  not 
only  the  lowest  pace  of  any  expansion 
since  1960  but  also  far  below  the  0.49% 


and  0.35%  rates  chalked  up  by  the  cL 
parable  long-lived  expansions  of  [g 
1960s  and  1980s.  And  shortfalls  are  > 
parent  in  all  three  major  expendite 
categories — services  as  well  as  consuitr 
durables  and  nondurable  items. 

In  sum,  the  evidence  suggests  taj 
consumers  have  both  the  wherewithal 
spend  and  plenty  of  appetite  for  it.  Il 
year's  tax  breaks  for  capital  gains,  ho* 
sales,  and  child  credits,  which  will  f."' 
ster  household  cash  flow  this  year,  je 
"just  the  icing  on  the  cake,"  says 
Vorgna.  If  he's  right,  economic  groi 
this  year  could  prove  a  lot  stron| 
than  many  experts  anticipate. 


TIGHT  SQUEEZE 
AT  THE  OFFICE 

Vacancy  rates  are  hitting  new  lo\ 


Tt  was  a  long  time  coming,  but  ofeTi 
J. vacancy  rates  in  the  U.S.  have  r|, 
fallen  to  their  lowest  levels  in  mti 
than  a  decade.  Cushman  &  Wakefki 
Inc.  reports  that  the  decline  in  the  \ 
year  was  particularly  dramatic  in  don- 
town  areas,  where  rates  fell  in  29ft  ; 
the  32  markets  it  monitors.  By  the  I 
of  last  year,  nearly  a  dozen  central  bi 
ness  districts  boasted  vacancy  rates  sl 
low  9%,  with  the  tightest  markett- 
Seattle,  Portland,  Boston,  Belleu 
(Wash.),  and  San  Francisco — regist'- 
ing  rates  below  6%. 

With  both  national  downtown  and  sk" 
urban  vacancy  rates  below  12%  at  i" 
end  of  1997,  compared  with  20%  as  l» 
cently  as  1993,  rents  have  picked  a_ 
steam  and  proper-  [ 
ty  prices  have 
started  to  rise 
sharply.  As  a  re- 
sult, reports  Cush- 
man &  Wakefield 
President  and  ceo 
Arthur  J.  Mirante 
II,  construction  ac- 
tivity is  beginning 
to  take  off. 

From  just  6.6 
million  square  feet 
added  in  1996,  Mi- 
rante predicts  that 
completions  will 
rise  to  a  total  of  37 

llillllnli  square  fi'ct 

this  year  (5  million 
in  downtown  areas 
and  32  million  in 
suburban  areas). 
That's  roughly  as  much  office  space 
was  added  over  the  previous  five  ye3|i(j 


DOWNTOWN  SPAC 
GETS  TIGHTER 

VACANCY  RATES  FOR  PRIM1  - 
OFFICE  SPACE 


0      5     10     15  20 
►  PERCENT      -FOURTH  QUAI 
DATA  CUSHMAN  &  WAKEFIELD  II 
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flES  C.  COOPER  &  KATHLEEN  MADIGAN 


I  TRADE  PICTURE 
FUZZIER  THAN  IT  LOOKS 

asonal  quirk  probably  will  make  Asian  damage  look  heavier  than  it  is 


s.  ECONOMY 


IDER  TRADE  GAP: 
I  OR  DATA  QUIRK? 


Some  timely  and  reliable  data 
on  foreign  trade  would  come 
dy  about  now.  Exports  and  imports  will  be  the 
onduit  for  the  impact  of  the  Asian  crisis  on  U.  S. 
trie  growth  and  prices,  but  as  of  early  Febru- 
e  available  trade  data  only  go  through  last  No- 
r.  And  because  of  a  quirk  in  the  yearly  seasonal 
ns  of  the  numbers,  those  data  are  not  telling 
le  story. 

i  Street  is  especially  vulnerable  right  now  to 
iver  way  the  Asian  winds  are  blowing.  That  was 
n  Feb.  2.  Spurred  by  rallies  in  Asian  financial  mar- 
ie Dow  Jones  industrial  average  soared  201  points, 
e  Standard  &  Poor's  500-stock  index  pierced  the 
nark  for  the  first  time.  That  jump  reflected  the  be- 
lt Asian  fallout  on  the  economy  and  profits  will  be 
than  feared.  Indeed,  the  fourth-quarter  report  on 
domestic  product  shows  that  the  U.  S.  economy 
:oward  1998  at  a  heady  4.3%  annual  growth  rate, 
e  latest  data  suggest  continued  momentum  in  do- 
demand  this  quarter. 

Fourth-quarter  GDP  gains 
were  widespread.  Consumers 
hiked  their  spending  at  a  3.2% 
clip,  led  by  a  5.1%  gain  in  ser- 
vices. Inventory  accumulation 
added  two-thirds  of  a  percent- 
age point  to  gdp  growth.  And 
investment  in  housing  rose  at 
a  robust  10.4%  clip.  One  sur- 
prise was  a  drop  in  business 
investment  in  equipment, 
mostly  for  low-tech  machinery. 
ie  drop  was  most  likely  a  pause  after  an  outsize 
surge  in  the  third  quarter,  and  business  spending 
»ly  has  returned  to  its  upward  trend  this  quarter, 
iing  all  sectors  in  the  growth  race,  though,  was 
i  trade.  The  gdp  numbers  suggest  that  the  trade 
irrowed  sharply,  adding  1.3  percentage  points  to 
arter's  growth  rate.  The  narrowing  in  the  net  ex- 
figure  last  quarter  was  the  second-biggest  im- 
nent  in  this  seven-year  expansion. 

MAYBE  TRADE  WASN'T  SO  ROSY.  Since 

id  1993,  the  trade  gap  has  narrowed  in  every 
quarter,  only  to  widen  in  the  first  quarter — and 
ittern  appears  to  be  getting  worse  (chart).  The 
3  is  that  both  exports  and  imports  of  goods  still 
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show  a  recurring  seasonal  pattern — even  after  the  Com- 
merce Dept.  has  seasonally  adjusted  the  data  to  exclude 
such  tendencies.  In  fact,  after  business  week's  re- 
adjustment of  the  data  back  to  1990,  the  resulting  trade 
gap  held  about  steady  last  quarter,  suggesting  that 
true  economic  growth  may  have  been  only  about  3%. 

For  the  outlook,  the  prob- 
lem is  that  the  seasonal  fac- 
tors have  tended  to  cause  a 
severe  deterioration  in  the 
deficit  in  the  first  quarter.  So 
even  if  the  Asian  crisis  hadn't 
happened,  this  idiosyncrasy 
makes  it  very  likely  that  the 
first-quarter  trade  deficit  would 
still  widen,  as  it  has  for  the 
past  five  years. 

Of  course,  most  economists 
expect  weaker  Asian  demand  to  start  hitting  exports 
and  imports  this  quarter.  But  the  data  distortion  will 
make  it  more  difficult  to  interpret  the  upcoming  trade 
numbers.  So  if,  as  seems  likely,  the  trade  gap  grows,  the 
markets  may  do  a  double-take  and  start  worrying  about 
Asia  again. 

EQUALLY  IMPORTANT,  just  as  the  fourth  quarter's 
narrower  trade  gap  overstated  the  economy's  strength, 
this  quarter's  wider  deficit  wiD  understate  it.  The  latest 
data  clearly  show  that  while  the  economy  is  slowing  a 
bit,  domestic  demand  remains  healthy.  The  National  As- 
sociation of  Purchasing  Management's  business  index 
slipped  to  52.4%  in  January,  from  53.1%  in  December. 

Almost  all  the  components  showed  slower  growth,  but 
the  dropoff  in  exports  orders  was  a  real  head-turner 
(chart).  The  export-order  index  indicated  that  foreign  de- 
mand dropped  in  January  for  the  first  time  in  two 
years.  In  a  special  napm  survey,  53%  of  the  respondents 
expected  the  Asian  crisis  to  cut  into  their1  export  orders, 
while  40%  predicted  no  impact. 

The  purchasers'  overall  orders  index,  however,  in- 
creased to  55.2%  from  53.9%,  suggesting  that  demand  at 
home  was  still  rising.  In  addition,  even  with  a  dip  in 
January,  the  latest  purchasers'  index  is  consistent  with 
gdp  growth  of  3%,  says  the  napm.  Coming  off  a  3.9%  in- 
crease in  1997,  3%  growth  is  still  a  very  quick  stride. 

Consumers  in  particular  remain  in  a  spending  mood 
after  ending  1997  with  a  modest  uptick  in  purchases. 
Real  consumer  spending  rose  0.3%  in  December,  the 
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same  advance  as  in  November.  And  weekly  store  sur- 
veys for  January  suggest  that  shoppers  did  not  pull 
back  last  month.  True,  unseasonably  warm  weather  in 
parts  of  the  U.  S.  probably  meant  that  winter-related 
items,  such  as  wool  coats  and  snowblowers,  were  not 
purchased.  But  ljr  Redbook  Research  says  that  store 
sales  rose  1.9%  in  January  from  December. 

Rising  incomes  have  been  a  big  boost  for  spending 
(chart).  Real  disposable  income  grew  at  a  4.7%  annual 
rate  last  quarter,  the  fastest  quarterly  pace  in  three 
years.  For  the  year,  both  consumer  spending  and  real 
disposable  income  grew  about  3.7%,  more  than  a  per- 
centage point  greater  than  their  average  yearly  in- 
creases for  this  expansion. 

A  DOWNSIDE  TO  THAT  SPENDING  SPREE  was  the 

drop  in  savings.  The  1997  savings  rate  fell  from  4.3%  in 
1996  to  3.8% — the  lowest  since  1939.  But  that  number 
belies  households'  huge  returns  earned  on  their  stock 
and  bond  investments.  Actual  savings  surely  are  a  lot 
larger.  Moreover,  households  may  be  cashing  in  some  of 
that  wealth.  And  with  the  stock  market  still  rising, 
that  profit-taking  will  continue  to  fuel  further  buying,  as 
will  the  cash  windfalls  from  mortgage  refinancings. 

Some  of  the  stock  gains  were  used  to  buy  homes  in 
1997.  Sales  of  new  single-family  homes  fell  9.3%  in 
December,  to  an  annual  rate  of  777,000.  But  sales  had 
risen  9.2%  in  November.  For  all  of  1997,  800,000  new 
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STRONG  INCOME  SUPPO 
FOR  CONSUMERS 


homes  were  sold,  the  largest  number  in  19  yeaj 
Strong  demand  has  powered  the  homebuilding 
dustry.  Spending  on  residential  construction  increase 
1.4%  in  December,  the  sixth  consecutive  gain,  even 
total  building  outlays  were  flat.  Thanks  to  Januai 
warm  weather  in  most  areas,  housing  probably  star! 
1998  with  a  smart  gain  as  well,  and  should  contribi 
handsomely  to  first-quarter  gdp  growth. 

Even  amid  strong  domestic 
demand,  Asia  has  given  the 
Federal  Reserve  breathing 
room  to  hold  policy  steady.  As 
expected,  it  left  interest  rates 
unchanged  at  the  Feb.  3-4 
meeting.  But  spending  this 
quarter  is  stretching  labor 
markets  ever  tighter. 

That  strength,  of  course, 
may  be  overshadowed  this 
quarter  by  the  spotlight  on 
foreign  trade.  To  be  sure,  the  Asian  drag  on  l| 
growth  will  not  be  negligible,  but  the  true  impact  n 
be  hard  to  decipher  in  coming  months.  After  conclud 
that  Asia  is  not  a  problem,  Wall  Street  may  be  quick 
sell  off  on  evidence  that  the  Asian  downturn  is  caus 
a  serious  worsening  of  the  U.  S.  trade  position.  But 
reality,  a  major  part  of  the  cause  may  very  well 
quirky  data. 
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NOT  MUCH  HELP-0R  H0PE-F0R  CONSUMERS 


Beset  by  past  tax  hikes,  weak 
income  growth,  and  poor  la- 
bor markets,  Japan's  consumer 
sector  remains  dead  in  the  water 
at  the  start  of  1998.  And  that 
sluggishness  comes  at  a  time 
when  Japan  also  faces 
a  severe  drop  in  ex- 
ports because  of  re- 
duced demand  in 
Southeast  Asia. 

The  yearend  data 
tell  the  tale  of  a  floun- 
dering consumer  sec- 
tor. Although  Decem- 
ber's unemployment 
rate  dipped  to  3.4% 
from  3.5%,  the  more 
important  job-to-applicant  ratio 
slipped  from  .69  to  .68,  the  sixth 
consecutive  decline  (chart).  Real 
wages  were  flat  in  1997,  hurt  by 
three  tax  hikes  and  slim  pay  rais- 
es. And  yearend  bonuses  were 


JAPAN'S  JOB  MARKETS 
HAVE  WEAKENED  AGAIN 
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disappointing,  especially  in  the  fi- 
nancial sector.  Little  wonder,  then, 
that  consumer  sentiment  has  been 
falling  since  last  spring.  In  the 
fourth  quarter,  all  five  components 
of  the  sentiment  index  fell,  but 
job  security  posted  a 
particularly  large 
plunge. 

As  a  result,  con- 
sumers are  cutting 
back,  especially  on 
big-ticket  purchases. 
Car  sales  plunged 
23.5%)  in  January  vs. 
a  year  ago.  Housing 
starts  dropped  18.6% 
in  the  year  that  end- 
ed in  December.  And  overall 
household  spending  in  November 
fell  2.1%  from  12  months  earlier. 

Household  purchases  account 
for  three-fifths  of  Japan's  real 
gross  domestic  product.  And  the 


pullback  by  jittery  consumers 
makes  it  unlikely  that  the  econo 
my  will  meet  the  government's 
forecast  of  1.9%  GDP  growth  in 
the  fiscal  year  starting  on  Apr.  1 
Private  economists'  forecast  of  a 
real  gdp  rise  of  1%  in  1998  seem 
more  plausible.  Real  gdp  grew 
about  1%  in  1997. 

As  a  solution,  on  Feb.  4,  Parli; 
ment  approved  a  one-time  tax  ci 
of  2  trillion  yen  ($15.7  billion)  an 
some  increased  public  spending. 
But  given  the  sorry  state  of  con- 
sumer fundamentals  related  to 
jobs  and  incomes,  a  tax  cut  of  ju 
65,000  yen  ($512)  for  a  family  of 
four  will  do  little  to  jump-start 
spending  on  durable  goods.  Al- 
ready, the  thinking  in  the  financi 
markets  is  that  Tokyo  will  have 
offer  more.  It's  either  that  or  ac- 
cept an  especially  weak  economy 
for  yet  another  year. 
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Product:  Nose  Glasses 
Distribution: 

Toy  Merchants,  Specialty  Shops 
Sales  Plan: 

Increase  sales  by  20%  in  Q3 
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Now  your 
inference  calls 
can  be  more 
than  just  a 
lot  of  talk. 


News:  Analysis  &  Commentary 


The  Lewinsky 
Effect:  Business 
takes  a  closer  look 
at  executive  affairs 


A few  months  back,  Garry  G.  Mathi- 
ason,  senior  partner  with  Littler, 
Mendelson,  Fastiff,  Tichy  &  Math- 
iason,  the  nation's  largest  employ- 
ment law  firm,  got  a  call  from  a  very 
sheepish  general  counsel  for  a  major 
company.  The  president  of  the  company, 
the  counsel  said,  "is  planning  to  have  a 
consensual  affair  with  one  of  his  em- 
ployees," but  before  he  does,  "he  wants 
to  draft  a  written  agreement"  stating 
that  the  affair  is  voluntary — to  re- 
duce the  chance  that  the 
woman  might 


file  a  sexual- 
harassment  suit  if  they 
broke  up.  "You  won't  believe  it," 
Mathiason  assured  the  nervous  counsel. 
"But  we've  already  drafted  a  standard 
form"  for  just  such  cases. 
STUNNING.  Welcome  to  the  minefield  that 
is  office  romance  in  the  Nervous  Nineties. 
Sure,  President  Clinton  might  survive 
the  scandalous  charges  that  he  had  an  af- 
fair with  former  White  House  intern 
Monica  S.  Lewinsky,  even  if  proved  true. 
But  few  senior  executives  think  they 
could  do  the  same.  Indeed,  while  just 
43%  of  the  executives  responding  to  a 
new  business  WEEK/Harris  Poll  (page 
32)  believe  an  affair  with  Lewinsky 
would  affect  Clinton's  "ability  to  serve 
as  President,"  59%  say  an  extramarital 
affair  by  a  CEO  is  detrimental. 

While  the  President  of  the  U.  S.  is 
just  learning  how  an  alleged  office  indis- 
cretion might  backfire,  presidents,  CEOs, 
and  other  top  corporate  execs  have  al- 
ready discovered  that  an  old-fashioned 
fling  between  boss  and  subordinate  can 
be  a  fatal  distraction.  In  fact,  says  Math- 
iason, "in  the  last  three  years,  I've  been 
involved  in  more  terminations  of  CEOs 
due  to  claims  of  sex  harassment"  than  for 
anything  else. 


That's  a  stunning  change.  In  the  old 
days,  a  top  exec  who  requested  some  in- 
timate overtime  risked,  at  most,  a  slap  in 
the  face  and  the  loss  of  a  good  secre- 
tary. These  days  the  object  of  the  boss's 
unwanted  affection  is  likely  to  respond 
with  a  sexual-harassment  suit.  And  as 
Mathiason's  client  feared,  even  when  a 
relationship  begins  with  mutual  consent, 
after  the  breakup,  the  plaintiff  lawyers 
appear.  Elizabeth  J.  du  Fresne,  a  senior 
partner  at  Miami  law 
firm  Steel,  Hector  & 
Davis,  says  she  set- 
tles 10  or  15  such  cas- 
es a  year  for  over 
$500,000,  and  a  few 
that  top  $1  million — 
double  or  triple  the 
number  of  cases  five 
years  ago.  Says  Su- 
san Meisinger,  senior 
vice-president  at  the 
Society  for  Human 
Resource  Manage- 
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ment:  "Romance  in  the  office  ain't  chef 
As  a  result,  more  companies  h 
adopted  policies  to  minimize  the 
"Businesses  that  always  closed  their  e 
to  office  romance . . .  are  having  to 
about  it,"  says  du  Fresne.  So  far, 
ever,  less  than  30%  of  companies 
clear  policy  on  relationships  between 
nior  execs  and  their  subordinates, 
cording  to  a  January  survey  by  Hurjii 
Resource  Management. 
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THE  SCORE 

A  new  survey  of  2,800 
human  resources  profes- 
sionals shows  that  sex  at 
the  office  is  a  constant 
— and  a  sometimes 
troublesome  one. 


DATA:  SOCIETY  FOR 
HUMAN  RESOURCE  MANAGEMENT 


Has  the  number  of  worl 
romances  at  your  orgartyr 
increased,  stayed  the 
decreased  in  the  past  f 
years? 

■  Increased:  12% 

■  Stayed  same:  48% 

■  Decreased:  12% 

■  Don't  know:  26%  Vjf 
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A  DANGEROUS 
LIAISON,  NOW: 

Yesterday's  pass 
is  today's  lawsuit 


the  Lewinsky  scandal,  however, 
fe  bet  that  more  companies  will 
iw  rules.  So  what's  the  best  pol- 
e  options  range  from  voluntary 
*e  to  rigid  rules  with  strict  penal- 
;el  Corp.,  for  example,  is  among 
lpanies  that  explicitly  and  se- 
imit  office  dating  between  supe- 
d  subordinates.  Intel's  "non-frat- 
>n  guideline,"  for  instance,  forbids 
irs  from  dating  any  employee 


they  supervise  and 
warns  violators  that 
they  may  face 
termination. 

But  such  iron- 
clad prohibitions  "merely  drive  the  rela- 
tionships underground,"  says  Freada 
Klein,  founder  of  a  Cambridge  (Mass.) 
employee-relations  consulting  firm.  She 
favors  the  more  flexible  policy  adopted  by 
companies  such  as  General  Motors  Corp. 
There,  managers  are  encouraged  to  re- 
port romantic  involvements  with  subor- 
dinates. Usually,  gm  reacts  by  "creating  a 
different  reporting  relationship  to  pro- 
tect everyone,"  says  a  gm  spokesman. 

Given  today's  intense  business  climate, 
in  which  men  and  women  are  thrown  to- 
gether for  days  on  end  in  meetings  or  on 
trips,  "no  company  is  going  to  stop  Cupid 
at  the  front  door,"  says  Eric  Greenberg, 
director  of  management  studies  at  the 
American  Management  Assn.  "People 
meet  at  work.  They  date,"  says  Gordon 
E.  Eubanks  Jr.,  chief  executive  of  soft- 
ware maker  Symantec  Corp. 

The  good  news  is  that  most  relation- 
ships don't  lead  to  trouble.  Eubanks'  of- 
fice romance,  for  instance,  led  to  mar- 
riage. "It's  common  in  Silicon  Valley," 
he  says.  And  elsewhere:  55%  of  the  617 
respondents  to  the  Human  Resource 
Management  survey  said  romances  in 
their  companies  resulted  in  marriage. 
There  are  many  famous  examples:  Mi- 
crosoft ceo  William  H.  Gates  III  met 
wife  Melinda  French  while  she  was  a 
product  manager  at  the  company.  Gen- 
eral Motors  Chairman  John  F.  Smith  Jr. 
met  his  wife  Lydia  when  she  was  briefly 
assigned  to  be  his  secretary  in  the  late 
1980s.  French  quit  when  she  had  a  baby, 
and  to  avoid  problems,  Lydia  Smith  left 
her  gm  job  shortly  after  meeting  her  fu- 
ture husband. 

Still,  when  relationships  don't  end 
at  the  altar,  "it  can  get  very  compli- 
cated afterwards,"  warns  Ellen  Bravo, 
co-director  of  9to5,  National  Associa- 
tion of  Working  Women.  Her  group  re- 
ceives 15,000  calls  a  year  from  non-ex- 
ecutive women,  many  complaining 


ive  years,  have  any  of  the 
xurred  as  a  result  of  a  romance 
ployees? 

5  of  favoritism  from  co-workers:  28% 
sexual  harassment:  24% 
productivity  by  those  involved:  24% 
5  of  retaliation  after  it  ended:  17% 
morale  of  co-workers:  16% 


Does  your  organization  have 
a  written  policy  about  work- 
place romance? 

h  Yes:  13% 

■  No,  but  we  have  an 
unwritten  policy:  14% 

■  NO:  72% 


about  a  relationship  with  a  superior. 

The  problems  only  get  bigger  when 
the  superior  is  the  ceo.  Says  Patricia 
Arredondo,  president  of  Boston-based 
Empowerment  Workshops,  which  offers 
training  on  office  relationships  between 
the  sexes:  "It  becomes  a  free-for-all  if 
the  CEO  can  behave  this  way."  At  Astra 
USA  Inc.,  Chief  Executive  Lars  Bildman 
became  a  role  model  for  untoward  be- 
havior and  a  dozen  female  employees 
told  business  week  in  1996  they  had 
been  fondled  or  propositioned  by  Bild- 
man or  other  executives.  Bildman  was 
fired  after  the  charges  became  public  in 
business  week. 

MORALE  PROBLEMS.  Indeed,  even  less 
serious  ceo  imbroglios  spice  up  the  busi- 
ness news.  Silicon  Valley  buzzed  for  years 
about  charges  brought  against  Oracle 
Chairman  Lawrence  J.  Ellison  by  an  em- 
ployee who  alleged  that  he  fired  her 
when  their  affair  fizzled.  Ellison  eventu- 
ally prevailed  in  court,  but  it  didn't  help 
the  corporate  image. 

Even  if  an  affair  doesn't  cause  legal 
problems,  it  can  hurt  morale.  In  1996, 
Edward  R.  McCracken,  then  chainnan 
and  ceo  of  Silicon  Graphics  Inc.,  began 
dating  a  much  younger  woman  who 
worked  in  human  resources.  That's  where 
McCracken  had  met  his  wife  of  11  years, 
from  whom  he  was  separated.  McCrack- 
en has  said  the  relationship  was  proper 
and  above  board.  But  the  affair  upset 
other  employees,  says  one  former  sgi 
employee:  "It's  hard  to  be  credible  about 
sexual  harassment  when  the  chairman 
of  the  company  dates  somebody  who 
works  for  him,  even  indirectly." 

Whatever  the  policy,  almost  no  one 
feels  that  Corporate  America  can  relax 
about  affairs  of  the  CEO's  heart.  If  any- 
thing, the  charges  swirling  around  Clin- 
ton "have  heightened  concerns  about 
the  potential  for  abuse  of  power"  in  of- 
fice romances,  says  Arredondo.  That 
goes  for  the  Oval  Office  or  the  comer 
office. 

By  William  C.  Symonds  in  Boston, 
with  Steve  Hamm  in  San  Mateo,  Gail 
De-George  in  Miami,  and  bureau  reports 

What  do  your  policies  prohibit? 

■  Romance  between  superior 
and  subordinate:  70% 

■  Public  displays  of  affection:  37% 

■  Dating  someone  in  the  same 
department:  19% 

■  Dating  a  customer/client:  13% 

■  All  dating  among  employees:  4% 
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ZIPPERGATE:  WHAT  EXECUTIVES  ARE  SAYING 


Denizens  of  the  corporate  suite,  typically  Repub- 
lican and  often  conservative,  have  never  been 
huge  fans  of  Bill  Clinton.  As  the  Monica  Lewin- 
sky scandal  unfolds,  though,  executives'  assessment 
of  the  President  comes  surprisingly  close  to  that  of 
the  general  public.  While  largely  doubting  Clinton's 

PRESIDENT  CLINTON:  THE  BOTTOM  LINE 

How  would  you  rate  the  overall  job  President  Clinton  is  doing 
as  President? 

EXECS.       PUBLIC  EXECS  PUBLIC 

FEB.  '98      JAN. '98  FEB. '98      JAN. '98 

Excellent  12%  12%    Poor  10%  10% 

Pretty  good  45%  47%    Don't  know  0%  1% 

Only  fair  33%  30% 

HOW  HE'S  HANDLING  THE  ECONOMY 

How  do  you  rate  President  Clinton's  handling  of  the  economy? 

FEB. '98       DEC. '97        DEC. '96       DEC.  '95        JUL. '92 

Excellent  20%  8%  5%  1%  1% 

Pretty  good  50%  43%  40%  25%  23% 

Only  fair  27%  41%  41%  55%  53% 

Poor  3%  6%  10%  18%  23% 

Don't  know   0%  3%  3%  0%  0% 

BELIEVE  IT  OR  NOT 

Do  you  believe  recent  allegations  that  President  Clinton  had  an 
affair  with  former  White  House  intern  Monica  Lewinsky,  or  not? 
Had  affair. ..72%  Didn't  have  affair  ..12%  Don't  know.. 16% 

MEASURING  CLINTON  S  CANDOR 

Do  you  believe  that  President  Clinton  has  been  completely 

honest  in  his  response  to  these  allegations,  or  not? 

Honest  6%    Not  honest  87%   Don't  know  7% 

WAS  MONICA  PRESSURED? 

Do  you  believe  recent  allegations  that  the  President  or  any  of 
his  advisers  instructed  Lewinsky  to  lie  under  oath,  or  not? 

Instructed  to  lie  43%    Don't  know  22% 

Didn't  instruct  to  lie  35% 

THE  PROSECUTOR'S  PROPER  ROLE 

Do  you  think  that  Special  Prosecutor  Kenneth  Starr  should  be 
investigating  these  allegations,  or  not? 

Should  investigate  64%    Don't  know  3% 

Should  not  investigate. ..33% 

WHAT  IF  THE  PRESIDENT...? 

Would  you  consider  it  relevant  to  Bill  Clinton's  ability  to  serve 
as  President  if... 

RELEVANT  NOT  DON'T 

RELEVANT  KNOW 


B 


B 


B 


Clinton  had  an  extramarital 

affair  with  Monica  Lewinsky  43%  56%  1% 

II  Clinton  lied  under  oath  about 

having  an  affair  89%  10%  1% 

I  Clinton  participated  in  an  effort 
to  obstruct  justice  by  getting  Lewinsky 
to  lie  under  oath  about  the  affair  95%  4%  1% 


denials  of  an  affair,  they  rate  his  job  performance 
highly — especially  on  economic  issues.  Perhaps  it': 
the  prospect  of  an  Al  Gore  White  House  that  mak 
the  current  resident  seem  more  likable:  Nearly  thre 
quarters  of  executives  said  a  President  Gore  would 
do  only  a  fair  job  or  worse. 

THE  LEADERSHIP  FACTOR 

Regardless  of  whether  or  not  you  believe  the  allegations 
against  the  President  are  true,  to  what  extent  do  you  think  this 
will  hurt  his  effectiveness  as  a  leader? 

Hurt  a  lot  35%   Not  hurt  at  all  6°/< 

Hurt  a  little  58%   Don't  know  1% 


GORE  IN  THE  OVAL  OFFICE 

In  the  event  that  President  Clinton  has  to  leave  office  and 
Vice-President  Al  Gore  assumes  the  Presidency,  what  kind  of  a 
job  do  you  think  he  would  do? 

Excellent  3%   Poor  18% 

Pretty  good  22%   Don't  know  3% 

Only  fair  54% 


GAUGING  GORE  ON  THE  ISSUES 

Under  this  scenario,  please  rate  your  expectations  of  a 
President  Gore  on  the  following  specific  issues: 

PRETTY    ONLY  D0N1 
EXCELLENT     GOOD     FAIR     POOR  KNOW 

Handling  the  economy  4%  ...22%  ...52%. ..20%  2% 

Regulating  business  4%  ...13%  ...34%... 47%  2% 

Keeping  taxes  low  1%  ...14%...37%...46%  2°/, 

Keeping  spending  in  check  3%  ...15%  ...38%. ..43%  I'A 

Fixing  Social  Security  and 

other  entitlement  programs.. .5%  ...25%...41%...28%  l°/< 

Handling  foreign  policy  3%  ...22%  ...50%. ..23%  2% 


CLOSER  TO  HOME 

Do  you  know  or  suspect  that  any  senior  executives  at  your 
company  have  conducted  extramarital  affairs  with  other 
employees? 

Yes,  know  or  suspect  12%   Don't  know  4% 

Do  not  know  or  suspect. .84% 


EXECUTIVE  AFFAIRS:  DO  THEY  MATTER? 

To  what  extent  are  a  chief  executive's  extramarital  affairs 
relevant  to  his  or  her  effectiveness  as  a  leader? 

Very  relevant  19%   Very  irrelevant  19% 

Somewhat  relevant  40%   Don't  know  3% 

Somewhat  irrelevant  19% 


EDITED  BY  KEITH  H.  HAMMONDS 


Survey  of  252  senior  executives  at  large  public  corporations.  Interview 
were  conducted  Jan.  29  to  Feb.  2,  1998,  for  business  week  by  Loui 
Harris  &  Associates  Inc.  Some  results  do  not  total  100%  because  o 
rounding.  Margin  of  error  ±6%.  For  complete  results  of  this  poll,  g' 
to:  www.businessweek.com  or  America  Online,  Keyword:  BW 
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ER  FROM  DAVOS 


iWIGS,  BIG  IDEAS,  HOT  DEBATE, 
LARY,  AND  SWELL  CAVIAR 

>uzz  at  this  year's  World  Economic  Forum 

them  Davos  moments. 

[lionaire  speculator  George 

ros  and  labor  leader  John 

sney  teaming  up  to  argue 

le  Asian  economic  melt- 

s  really  a  crisis  of  global 

sm.  Newt  Gingrich  danc- 

e  night  away — with  his 

it  the  "in"  Mexican  theme 

f  the  conference  following 

d  defense  of  Congress  to  a 

nd  skeptical  Europeans. 

here  was  the  high-level 
official  lambasting  a  fa- 

I.  S.  journalist — as  the  two 

id  Russian  caviar — for  ob- 
over  President  Clinton's 

e.  And  Hillary  Rodham 
giving  the  best  speech  of 

— ranging  from  free  mar- 
business  support  for  con- 

nal  funding  of  the  Inter- 

1  Monetary  Fund  to  civil 

to  children — without  notes 

leprompter.  Finally,  a  sur- 

Bill  Gates,  the  high-tech 

tar  of  last  year's  World 

nic  Forum,  was  subdued. 

t's  the  buzz  from  Davos? 

;  is  back,  Asia  is  not,  and 

S.  holds  the  best  hand 

21st  century — if  it  choos- 

lay  it. 

ape  is  the  biggest  sur- 
Vith  three  years  of  solid  corporate 
£s  behind  them  and  the  prospect 
igle  European  currency  straight 
Euro  ceos  were  strutting.  Ap- 
y,  they've  found  the  wiggle  room 
ope's  highly  regulated  system  to 
ibor,  cut  costs,  and  raise  produc- 
Voila:  The  Continent  is  running  a 
rent-account  surplus.  Then  there 


who  will  lead  the  new  European  central 
bank  or  what  its  monetary  policies  will 
be.  A  strong  euro  could  attract  a  huge 
flood  of  footloose  capital,  and  there  is  no 
regulatory  system  in  place  to  deal  with 
it.  Sound  like  Asia?  You  bet.  Unless  na- 
tional labor,  tax,  and  spending  policies 
converge  fast,  there  could  be  big  trou- 
ble. European  markets  are  hitting  new 


)FLAG 


Investor  Soros,  labor's  Sweeney,  and 
m's  Sakakibara  all  argued  that  unchecked 
•alization  is  leading  to  a  crisis  of  capitalism 


all  those  great  digital  mobile 
Europeans  were  carrying,  which 
d  envy  among  Washington  poli- 
;rs  and  American  chief  executives. 

big  question  for  Europe  is 
sr  the  experiment  in  one  currency 
ad  to  unexpected  chaos.  It  all 
in  12  months,  yet  no  one  knows 


highs,  but  the  smart  set  is  looking  be- 
yond to  potential  problems  ahead. 

Many  at  Davos  were  also  wary  of 
Asia.  Horror  stories  about  economic  deci- 
mation abounded.  One  European  apparel 
mogul  told  how  his  longtime  Asian 
sportswear  supplier,  a  Chinese  Indone- 
sian, simply  disappeared.  The  word  over 


coffee  at  the  conference  was  that  In- 
donesia was  going  to  blow.  Divisions 
within  the  Indonesian  military,  some  pro- 
and  some  anti-Suharto,  are  widening. 
Kids  from  prominent  ethnic  Chinese  fam- 
ilies are  being  sent  to  Vancouver.  One  big 
worry  is  what  China  will  do  if  Indonesian 
Chinese  are  targeted  as  economic  scape- 
goats and  slaughtered.  The  last  time  this 
happened,  in  the  '60s,  Beijing  sent  boats 
to  pick  people  up.  This  time,  will 
China  send  warships? 
WEAK  YUAN.  Singaporeans  won- 
dered if  China  will  challenge  the 
U.  S.  Navy's  control  of  the  vital 
straits  in  the  area,  through 
which  all  oil  to  Japan  flows.  Sin- 
gapore has  quietly  encouraged 
the  U.  S.  fleet  to  use  its  harbor 
facilities  precisely  because  it 
wants  to  keep  China  in  check. 

Don't  bet  on  China  shying 
away  from  devaluation,  either.  It 
seems  the  head  of  the  central 
bank  has  promised  not  to  devalue 
the  yuan  for  only  one  year1.  The 
word  at  Davos  from  a  senior  Bei- 
jing economist  and  others  was 
that  China  will  start  a  slow  de- 
valuation in  1999  to  regain  com- 
petitiveness. If  growth  drops  be- 
low 6%  and  unemployment  leaps, 
the  yuan  could  be  cut  sharply  to 
promote  exports.  There  goes  the 
Hong  Kong  dollar  peg. 

"Globalization"  and  "hegemo- 
ny" were  everyone's  favorite 
words.  Soros,  Sweeney,  and 
Japan's  Eisuke  Sakakibara  all  ar- 
gued that  unchecked  globaliza- 

CLINTON:  A  bravura 
performance 

tion  is  leading  to  a  crisis  of  capitalism. 
There  was  much  talk  of  balancing  the 
market  with  more  social  safety  nets  and 
more  regulation — and  a  call  for  a  new 
IMF  to  stem  the  rush  of  money  across 
borders.  "Market  fundamentalism"  was  a 
neat  Sorosism  to  describe  excessive  free- 
market  fanaticism. 

And  yes,  there  were  complaints  that  a 
new  U.  S.  hegemony  was  running — and 
rTiining — the  world.  And  grumblings  that 
the  U.  S.  wasn't  doing  enough  to  lead 
the  world.  As  for  the  Clinton  scandal, 
Europeans  and  Asians  at  the  conference 
dropped  their  usual  patronizing  chuck- 
les about  American  puritanism.  Instead, 
they  showed  serious  anger:  With  so 
much  world  economic  volatility  and  mili- 
tary danger,  particularly  with  Iraq,  this  is 
no  time  to  weaken  the  Presidency,  espe- 
cially over  such  a  private  matter.  Got 
all  that?  Now,  please  pass  the  caviar. 

BY  BRUCE  NUSSBAUM 
Nussbaum  is  business  week's 
editorial  page  editor. 
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TOBACCO 


NOW,  BIG  TOBACCO  IS  EAGER  TO  PLEASE 

The  industry  scrambles  to  get  Congress  to  approve  the  $368  billion  settlement 


As  negotiations  were  under  way  at 
the  ana  Hotel  outside  of  Washington 
to  hammer  out  legislation  on  the  his- 
toric $368  billion  tobacco  settlement,  to- 
bacco lawyers  threw  down  a  glove:  If 
the  White  House  doesn't  back  their  re- 
quests for  immunity  from  civil  litigation, 
they  could  walk  as  soon  as  Feb.  13. 

Tough  talk.  But  who's  listening?  The 
tide  has  turned  on  the  powerful  tobacco 


IN  1994... 


the  issue  will  get  pushed  aside  until  after 
next  fall's  elections.  Meanwhile,  the  legal 
assault  on  tobacco  proceeds.  Minnesota 
launched  its  case  against  the  tobacco 
companies  in  late  January  and  Attorney 
General  Hubert  H.  Humphrey  III 
promises  to  expose  dozens  of  damaging 
industry  documents  at  the  trial.  On  Feb. 
9,  a  major  second-hand  smoking  trial  is 
set  to  open  in  Indiana. 


co  is  part  of  a  program  prescribe 
Washington  spin-doctor  firm, 
Sawyer  Miller  Group.  But  Bozell 
recommends  maintaining  tobacco's  i 
tional  hardball  tactics  in  an  ad  cam 
aimed  at  prodding  voters  to  prei 
Congress  for  the  deal  to  get  thos 
Hons.  Meanwhile,  industry  lawyer 
playing  hardball  in  the  negotiation! 
None  of  this  has  slowed  the 


...IN  190 


FROM  UNFLAPPABILITY . . .  The  industry  was  once 
confident  of  its  ability  to  prevail  against  lawsuits 


U[The  data  have]  not  convinced 
me  that  smoking  causes  death  J  7 

—  ANDREW  TISCH 
CEO,  Lorillard  Tobacco 


LL  Yes,  I  think  smoking  plays! 
a  role  in  lung  cancer 7  JJ 

—  STEVEN  GOLDSTONE 
Chairman,  RJR  Nabisco  Inc. 


lobby.  This  year,  Big  Tobacco  must  plead, 
cajole,  and  probably  even  compromise  to 
get  Congress  to  turn  the  proposed  deal — 
and  its  language  promising  limited  im- 
munity from  future  litigation — into  law. 
The  promise  of  immunity  never  won 
widespread  backing  among  antitobacco 
forces  or  within  the  Administration,  any- 
way. And  after  dramatic  disclosures 
about  cigarette-marketing  efforts  aimed 
at  underage  smokers,  even  Big  Tobacco's 
longtime  Republican  allies  are  wavering 
on  the  idea  of  immunity.  Another  com- 
plication for  the  industry:  Because  Pres- 
ident Clinton  has  earmarked  tobacco 
money  for  some  of  his  domestic  initia- 
tives, Republicans  have  more  reason  to 
back  away. 

Time  is  running  out.  Unless  Congress 
takes  up  the  tobacco  settlement  soon, 


Big  Tobacco  is  adjusting  its  tactics. 
Industry  executives  spent  years 
stonewalling  and  challenging  all  scien- 
tific evidence  of  the  health  risks  from 
smoking.  But  last  year,  when  documents 
began  to  surface  in  state  suits  that 
showed  that  the  companies  knew  of  the 
risks  and  intentionally  marketed  to  mi- 
nors, they  began  to  backpedal.  By  this 
January,  when  several  industry  CEOs 
testified  before  Congress,  they  were 
downright  contrite — admitting  that  nico- 
tine is  addictive,  that  smoking  plays  a 
role  in  causing  cancer,  and  that  their 
marketing  included  studies  of  teen 
smokers.  "It  is  immoral,  it  is  unethi- 
cal, as  well  as  illegal  to  market  to  peo- 
ple under  age,"  said  Steven  Goldstone, 
chairman  and  ceo  of  rjr  Nabisco. 

The  kinder,  gentler  face  of  Big  Tobac- 


\ 


tobacco  forces,  who  figure  they  can 
laws  to  get  the  tobacco  money  wr 
making  the  immunity  deal.  A  bill  by 
Edward  M.  Kennedy  (D-Mass. 
would  raise  $600  billion  from  the  ind 
over  3  years  without  granting  an; 
munity,  is  the  most  draconian  of  se 
proposals  now  before  Congress.  The 
lie-health  community  is  organizir 
launch,  by  mid-February,  a  new  pu 
campaign  demanding  no  immunity  i  t\ 
soever  for  Big  Tobacco,  and  is  rem  jjj 
former  Surgeon  General  C.  Everett 
to  lead  the  charge. 

All  parties  are  waiting  for  Pres 
Clinton  to  act.  A  senior  White  Houi 
ficial  says  that  immunity  is  "philos 
cally  the  most  difficult"  issue  for  si 
ton  and  that  it  will  be  "the  last  thii 
the  table."  The  President,  the  oi 
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ONCE  AGAIN,  THE  EXPERTS  RECOGNIZE 
THE  FOUR-WHEEL  DRIVE  EXPERTS. 


^MPETERSEN'S 

Awheel 

Ml'OFF-ROAD 


1984  )EEP.  CHEROKEE 
4X4  OF  THE  YEAR 


PETERSEN'S 

Awheel 

Bit  OFF-ROAD 


I '  >K«  | EEP.  CHEROKEE 
4X4  OF  THE  YEAR 


4MPETERSENS 
[WHEEL 
If  OFF-ROAD 


1993  |EEP.  GRAND  CHEROKEE 
4X4  OF  THE  YEAR 


4 W  PETERSEN'S 
[WHEEL 
IfOFF-ROAD 


1996  )EEP.  GRAND  CHEROKEE 
4X4  OF  THE  YEAR 


4WPETERSEN'S 
[WHEEL 
if  OFF-ROAD 


1997  IEEP.  WRANGLER 
4X4  OF  TH  E  YEAR 


PETERSEN'S 

Awheel 

tW  I?  OFF-ROAD 


I9QX  IF.EP  GRAND  CHEROKEE  ^  9  LIMITED 
4X4  OF  THE  YEAR 


R  NAMED  4X4  OF  THE  YEAR  MORE 
ES  THAN  ANY  VEHICLE  ON  EARTH. 


hen  it  comes  to  four-wheel  and  off-road  driving,  no  one 
chicles  to  the  test  better  than  Petersen's  4-Wheel  <?-  Off- 
nagazine.  And,  time  after  time,  the  brand  that  emerges 
ious  is  none  other  than  Jeep. 

ike  the  new  Jeep  Grand  Cherokee  5.9  Limited,  the  world's 
sport  utility  vehicle*  This  powerful  4x4  recently  proved 
-road  capability  and  overall  superiority  by  winning 


Petersen's  prestigious  4x4  of  the  Year  Award.  An  honor  Jeep 
vehicles  have  earned  for  three  years  in  a  row,  six  times  overall. 
That's  a  record  no  other  brand  of  4x4s  can  match. 

In  fact,  no  other  brand  of  4x4s  in  the  world  has  won  more 
awards  than  Jeep.  So,  when  it  comes  to  determining  the  leader 
in  four-wheel  drive,  do  what  the  experts  do:  choose  a  Jeep  4x4. 


Jeep 


There's  Only  One 


on  0-60  acceleration.  Always  use  seat  belts  Remember,  a  backseat  is  the  salest  place  lor  children  Jeep  is  a  registered  trademark  ol  Chrysler  Corporation 
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says,  will  weigh  a  simple  question:  "Is 
what  you're  getting  worth  what  you're 
giving  up?"  In  his  new  budget,  Clinton  is 
counting  on  $65  billion  in  revenues  from  a 
tobacco  deal.  That  motivates  him  to  go 
for  the  deal,  but  negotiators  are  getting 
tired  of  waiting  for  him  to  decide.  "If 
the  Administration  doesn't  commit  on 
immunity,  you  could  get  a  walkout"  by 
the  industry,  says  Joe  Rice,  a  lawyer  for 
states  suing  the  industry  and  a  key  play- 
er in  the  settlement  talks. 


Would  Big  Tobacco  drop  its  demand 
for  a  ban  on  class  actions?  A  consul- 
tant to  the  industry  hints  that  it 
might — but  only  if  there  are  no  other 
concessions.  If  that's  the  strategy,  Big 
Tobacco  could  be  in  trouble.  Shares  in 
the  industry  dropped  by  15%  in  Janu- 
ary amid  concerns  that  the  settlement 
might  fall  apart.  And  perhaps  more  im- 
portant, the  industry's  difficulties  with 
the  immunity  issue  are  exposing  a  pre- 
viously unrecognized  weakness  in  Big 


Tobacco's  vaunted  lobbying  po 
"They're  very  good  at  killing  th 
but  they're  not  very  good  at  pas 
things,"  says  John  Coale,  a  lea 
plaintiff s  lawyer  involved  in  the  t( 
co  talks.  It  may  turn  out  that  the 
munity  issue  is  the  one  that  ultimi 
makes  Congress  immune  to  the 
suasions  of  Big  Tobacco. 

By  David  Oreising  in  Atlanta, 
Susan  Garland  and  Richard  Dun 
in  Washington 


SMOKE-FILLED  LOBBYISTS  WERE  HERE 


The  ban  on  smoking  in  California 
bars  went  into  effect  on  Jan.  1. 
By  Jan.  28  the  State  Assembly 
was  voting  to  suspend  it  for  at  least 
two  years.  Why  the  quick  change  of 
heart?  It  had  something  to  do  with 
all  those  coasters  bearing  slogans 
calling  for  repeal  that  arrived  in  the 
mailboxes  of  California  legis- 
lators— all  in  the  same  pre- 
addressed,  stamped  en- 
velopes. And  then,  there 
were  all  the  bars  like  Bar- 
ney's Beanery  in  West  Hol- 
lywood that  greeted  patrons 
with  professionally  printed 
signs  that  read,  "I'm  a  con- 
stituent, not  a  criminal." 

The  National  Smokers  Al- 
liance (nsa)  says  that  the 
coasters,  toll-free  telephone 
hotlines,  and  Web  site  were 
all  just  part  of  a  good  old- 
fashioned  "grassroots"  move- 
ment against  "the  continuing 
demonization  of  smokers." 
But  it  turns  out  this  grass  is 
more  like  Astroturf — bought 
and  paid  for  by  someone 
with  deep  pockets. 

That  someone:  the  tobacco 
industry. 

"WARM-AND-FUZZY."  Tobacco  execu- 
tives may  be  trying  to  soften  their 
image  in  Washington,  but  in  Califor- 
nia, it's  hardball  as  usual.  The  cru- 
sade to  end  the  ban  on  smoking  in 
bars  is  just  the  latest  campaign  by 
the  nsa,  a  nonprofit  organization  es- 
tablished by  Philip  Morris  Cos.  in 
1993.  The  NSA  is  encouraging  civil 
disobedience,  warning  of  economic- 
losses  to  bars,  and  trying  to  discredit 
antismoking  advocates. 

"All  of  this  activity  is  completely 
manufactured  by  the  new  'warm-and- 
fuzzy,  let's-make-a-deal'  tobacco  indus- 


try," says  Stanton  A.  Glantz,  a  pro- 
fessor of  medicine  at  the  University 
of  California  at  San  Francisco  and  a 
leading  industry  critic  and  nsa  tar- 
get, nsa  Senior  Vice-President  Gary 
Auxier  counters  that  the  group's  ac- 
tions would  fall  flat  if  "there  were 
[no]  reality  to  the  opposition." 


TAKING  IT  OUTSIDE:  A  ciggy  break  in  San  Francisco 


The  nsa,  which  must  file  reports 
with  the  California  attorney  general, 
says  that  it  received  funding  worth 
$42  million  between  1993  and  1996. 
Three  big  cigarette  companies — 
Philip  Morris,  Brown  &  Williamson 
Tobacco,  and  Lorillard — contributed 
to  the  group,  as  did  50  smaller  indus- 
try player's.  The  nsa  also  claims 
more  than  3  million  members  nation- 
wide, but  does  not  disclose  how 
many  actually  pay  dues.  More  than 
10%  of  the  nsa's  funds  during  these 
years  went  to  Burson-Marsteller,  a 
public-relations  headquartered  in 


New  York  with  close  ties  to  the  to- 
bacco industry.  Thomas  Humber,  th 
nsa's  president  and  former  Burson- 
Marsteller  executive,  earned  a  salar 
of  $450,000  in  1996. 

In  January,  the  group's  newslette 
The  Resistance,  urged  bar  owners 
and  patrons  not  to  comply  with  the 
California  law:  "If  civil  dis- 
obedience becomes  the  or- 
der of  the  day,  legislators 
will  have  to  face  the  realit; 
of  having  passed  a  joke . . . 
LONG  SHOT.  Meanwhile, 
Californians  for  Scientific 
Integrity,  a  group  estab- 
lished by  nsa,  has  sued 
Glantz  for  allegedly  using 
university  letterhead  to  ad 
vise  antitobacco  advocates; 
the  suit  was  thrown  out  bj 
the  court  and  is  under  ap- 
peal. Glantz's  real  transgre 
sion:  studies  that  show  no 
economic  impact  on  bars  in 
California  counties  that 
passed  smoking  bans  befor 
January.  The  nsa  Web  site 
calls  Glantz's  economic  stuc 
ies  "fraudulent." 

Despite  the  nsa's  multi 
million-dollar  efforts,  the 
ban  is  likely  to  hold.  The  bill  to  re- 
peal the  law,  which  passed  the  lowe 
house,  will  face  tough  resistance  in 
the  Senate,  according  to  one  top  aid 
for  Governor  Pete  Wilson.  That 
should  gratify  most  California  adult; 
82%  of  whom  don't  smoke,  accordin 
to  the  California  Dept.  of  Health 
Services.  Bar  patrons,  too,  may  not 
feel  all  that  different:  According  to 
poll  of  1,100  by  BREATH,  advocates  o 
the  ban,  75%  of  patrons  don't  smoke 
So  the  ban  may  be  a  breath  of  fresl 
air,  after  all. 

By  Steven  V.  Brull  in  Los  Angeli 
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COMMENTARY 

By  Howard  Gleckman 

BREAK  THE  TAX-BREAK  HABIT 


A balanced  budget — the  first  in  30 
years — is  a  stunning  achieve- 
ment. But  in  its  crusade  to  elimi- 
nate the  federal  deficit,  Washington 
has  dramatically  changed  how  it 
spends  and  how  it  taxes.  With  Con- 
gress reluctant  to  increase  spending, 
politicians  are  turning  to  the  tax 
code  to  further  their  agendas — 
whether  boosting  child  care  or  re- 
warding investors. 

The  cost  of  targeted  tax  breaks — 
tax  credits  and  deductions  aimed  at 
specific  constituencies — has  increased 
more  than  40%  over  the  past  decade 
to  $535  billion  a  year.  That's  almost 
as  rapid  as  the  well-publicized 
growth  of  Medicare  and  Social  Secu- 
rity spending.  Tax  loopholes  now  cost 
the  Treasury  almost  as  much  as  the 
government  spends  on  all  non-enti- 
tlement programs  combined. 

It's  a  dangerous  game  that  makes 
an  already  complex  tax  code  even 
more  complicated.  Worse,  it  hides  all 
sorts  of  subsidies.  If  Washington 
wants  to  encourage  certain  practices, 
it  should  do  so  by  spending,  rather 
than  through  back-door  tax  breaks. 
DUELING  BREAKS.  President  Clinton's 
fiscal  1999  budget  perpetuates  the 
trend.  His  plan  would  add  30  new 
breaks  to  the  150  now  in  the  code. 
The  dollars  are  modest — about  $24 
billion  over  five  years.  But  history 
shows  that  once  enacted,  such  loop- 
holes almost  never  go  away  and  just 
get  bigger.  Just  think  about  what  has 
happened  to  the  deduction  for  mort- 
gage interest.  A  decade  ago,  it  cost 
the  Treasury  about  $20  billion.  This 
year,  the  deduction  has  grown  to 
more  than  $53  billion. 
Most  new  spending,  by 
contrast,  must  be  ap- 
proved by  Congress  each 
year.  Says  former  Con- 
gressional Budget  Office 
Director  Rudolph  G.  Pen- 
ner:  "We're  seeing  the 
face  of  the  new  middle- 
class  entitlements." 

Clinton,  however,  is 
only  carrying  on  a  tradi- 
tion that  the  gop  has  ob- 
served for  years.  In  fact, 
Republicans  and  Demo- 
crats will  spend  much  of 
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TAX  TILT 

Clean  energy  such  as 
California  windmills 
would  get  $5  billion 
in  breaks  -but  fossil 
fuels  already  get  a 
$1.5  billion  boost 


this  year  wrangling  over 
dueling  tax  breaks.  The 
President,  for  instance,  wants  incen- 
tives to  expand  day  care;  Republi- 
cans would  rather  reward  stay-at- 
home  moms.  Clinton  is  pushing  tax 
incentives  for  public  schools;  the  gop 
wants  new  tax  breaks  to  boost  pri- 
vate education. 

Sometimes,  new  loopholes 
even  fight  existing  breaks. 
To  encourage  clean  energy 
usage,  Clinton  would  pro- 
vide more  than  $5  billion  in 
tax  breaks  for  everything 
from  windmills  to  high-effi- 
ciency autos.  Yet  the  law  al- 
ready gives  away  $1.5  bil- 
lion to  boost  production  of 
the  very  fossil  fuels  Clinton 
wants  to  curb. 

Worse,  Clinton's  proposals 
would  create  all  sorts  of  ar- 
bitrary choices.  He  would 


provide  a  new  credit  for  high-effi- 
ciency heat  pumps  and  air  condition- 
ers, but  not  furnaces.  Why  not?  Ad- 
ministration officials  can't  say. 

Recently,  the  focus  of  tax  subsidies 
has  been  shifting  from  corporate  wel- 
fare to  social  engineering.  Before  the 
Tax  Reform  Act  of  1986,  about  27%  < 
special  tax  benefits  went  to  compa- 
nies. Today,  it's  only  about  11%.  Says 
House  Majority  Leader  Richard  K. 
Armey  (R-Tex.),  who  would  ditch  all 
tax  breaks  for  a  flat  tax:  "The  code  is 
being  used  to  reward  you  for  what 
they  want  you  to  do." 

These  tax  tactics  are  no  surprise 
considering  what  has  been  happenin 
to  spending:  While  retiree  benefits 
have  ballooned,  other  programs  hav( 
shriveled.  In  1969,  18%  of 
the  budget  went  to  Social 
Security  and  Medicare.  In 
fiscal  '99,  those  programs 
will  cost  twice  that.  Total 
spending  for  senior  citi- 
zens, interest  on  the  deb' 
and  national  defense  willa 
eat  up  a  staggering  85% 
of  the  budget. 

With  only  15%  left 
for  everything  else, 
from  aid  to  poor  fami- 
lies with  kids  to  expor 
subsidies,  pols  turn  to 
the  tax  code.  Take  welfare  pol 
icy.  In  1989,  direct  spending  on  such 
programs  as  welfare,  food  stamps,  j 
and  housing  subsidies  accounted  for 
more  than  95%  of  all  government  aii 
to  the  poor.  Today,  as  traditional 
welfare  ends,  nearly  a  third  of  all 
benefits  for  the  needy  come  from  th 
$28  billion  earned-income  credit — 
which  cost  barely  $2  billion  a  decad< 
ago. 

Most  new  tax  breaks  are  aimed  at 
the  middle  class — and  they're  just  a 
bald  effort  to  win  votes.  But  these 
goodies  aren't  free.  Just  like  spend- 
ing, somebody  has  to  pay  for  them. 
That's  why  tax  rates  have  been 
creeping  up.  If  Washington  really 
wants  to  help  taxpayers,  it  ought  to 
cut  rates  and  let  them  decide  what 
to  do  with  the  money. 

Gleckman  has  covered  the  bvdgt 
battles  in  Washington  since  1977. 


38  BUSINESS  WEEK  /  FEBRUARY  16.  1998 


Documents  are  digital.  Documents  are  paper. 


Attach  this  Xerox  printer 
to  your  network  and 

you'll  staple  and  collate  at 
32  pages  per  minute. 

We'll  understand  if  you 
think  it's  a  copier. 


op 

THE 
DOCUMENT 
(  (IMI'WI 

XI  l«)X 


The  Xerox  DocuPrint  N52  starts  at  $2,900. 

It 


Getting  your  electronic  documents  into  paper 
form  should  be  easier.  And  now  it  is.  With  the 
Xerox  DocuPrint  N32,  we're  bringing  our 
expertise  in  making  copies  to  network  print- 
ing. So  now  you  can  print,  collate  and  staple 
two-sided  sets  of  documents  at  breakthrough 
speeds  right  from  your  desktop. 

The  DocuPrint  N32  is  modular.  So  yon  can 
add  a  stapling  finisher,  duplexer,  or  a  10-bin 


mailbox  to  the  $2,900  base  model  anytime 
you  want-just  pay  for  what  you  need.  And  its 
new  WorkSet  technology  lets  you  print 
multiple  sets  of  documents  with  a  single 
instruction  without  clogging  the  network. 

To  find  out  more  about  our  innovative 
family  of  network  printers,  visit  our  website 
at  www.xerox.com/new.  Or  give  us  a  call  at 
i-;:oo-:u  \kkov  ext.  2o:,,o. 


THE  DOCUMENT  COMPANY 
XEROX 


Jfnent  Company  *  the  digital  X  *  dnd  OocuPr.nl *  are  trademarks  ot  XEROX  CORPORATION  In  ron|unction  with  Xerox  eltoru  to  reduce  the  company's  impart  on  Ihe  envxonmenl  Xeron  equipment  includes  new.  reprocessed,  and/or  recovered  parts  and  assemblies  Estimated  street  price  lor  the  base  model  is  S2  900  36  LtSC  3H0 


News:  Analysis  &  Commentary 


DEALS 


BIRTH  OF  A  CHAMPION- 
OR  A  BUREAUCRATIC  BLOB? 

Making  a  Glaxo-SmithKline  merger  work  wouldn't  be  easy 


Talk  about  a  ding  reaction.  The  news 
that   Glaxo   Wellcome   PLC  and 
SmithKline  Beecham  PLC  were  in 
merger  talks  has  sent  shock  waves 
through  the  pharmaceutical  industry.  It's 
not  just  the  prospect  of  a  new  giant  in 
the  market — a  global  behemoth  that 
would  have  combined  revenues  of  about 
$26  billion  a  year.  The  combination  of 
the  No.  1  and  No.  10  drugmakers  would 
produce  a  company 
that  could  pump 
more   than  $3 
billion  a  year 
into  developing 
new  drugs — 
$1  billion  more 
than  what 
Novartis,  the 
closest  rival  in 
research  spending, 
is  shelling  out. 

While  it  is  far  from  cer- 
tain that  the  talks,  begun  in  late 
January,  will  result  in  a  deal,  they  re- 
flect a  major  shift  in  the  global  drug 
business.  The  advent  of  technologies 
such  as  genomic  sequencing  and  ad- 
vances in  the  development  and  testing 
of  new  chemical  compounds  are  giving 
companies  countless  leads  for  new 
drugs.  But  capitalizing  on  those  leads 
requires  massive  spending.  And  sales 
and  marketing  expenses  are  ratcheting 
upward  as  companies  battle  for  share. 

The  result:  Companies  with  big  re- 
search budgets  and  marketing  muscle 
stand  to  dominate  today.  "Anyone  who 
is  going  to  remain  competitive  is  going 
to  need  an  enormous  amount  of  re- 
sources," says  Alan  M.  Sebulsky,  execu- 
tive vice-president  at  Lincoln  Capital 
Management. 

"FEED  THE  BEAST."  Still,  just  to  achieve 
respectable  growth,  the  new  company 
would  need  exceptionally  solid  man- 
agement— and  a  slew  of  new  products. 
"It  takes  a  huge  quantity  of  meat  to 
feed  the  beast,"  says  Samuel  D.  Isaly,  a 
partner  at  pharmaceutical  research  firm 
OrbiMed  Advisors.  "And  this  would  be 
one  enormous  beast." 

Indeed,  analysis  of  past  deals  suggests 
bigger  hasn't  always  been  better.  A  re- 
cent study  by  consulting  firm  A.  T.  Kear- 
ney Inc.  tracked  the  economic  return — a 


formula  that  factors  in  cash  flow  and  ad- 
justs for  the  cost  of  capital — of  drug- 
makers  such  as  American  Home  Prod- 
ucts, Bristol-Myers  Squibb,  and  Glaxo, 
all  of  which  have  done  major  deals  in 
the  past  decade.  Kearney  found  that  the 
return  for  most  declined  in  the  first  few 
years  after  a  merger  or  acquisition. 

WHAT  THE  TWO 
GIANTS  WOULD  BRING 
TO  A  MARRIAGE 


GLAXO  WELLCOME 

■  Cutting-edge  chemistry  expertise 
to  develop  drug  compounds. 

■  Good  record  of  identifying  and 
promoting  promising  new  drugs. 

■  Strong  position  in  the  U.S.,  Europe 
and  Japan. 

SMITHKLINE  BEECHAM 

■  One  of  the  best  genomics 
research  operations  in  the  industry. 

■  Management  with  experience  in 
merger  integration. 

■  Strong  position  in  the  U.S. 
market  and  a  growing  presence 
in  China. 


Kearney's  findings  are  not  unk 
study  by  Barrie  G.  James,  a  cons 
at  Basel-based  Pharma  Strategy 
suiting,  showed  that  virtually 
drug  company  fomied  by  a  major 
er  in  the  past  30  years  ended  u] 
less  market  share  than  the  two  c 
nies  combined  had  before  the  de; 

Moreover,  the  most  successfu 
mergers  have  not  been  driv 
growth  plans.  Deals  such  as  Am 
Home  Products  Corp.'s  acquisit 
American  Cyanamid  Co.  have  beei 
cutting  plays  that  led  to  quick  sa 
Still,  Sir  Richard  Sykes,  chairr 
Glaxo,  and  SmithKline  Chairma 
Leschly  believe  then"  deal  could  si 
given  the  new  capital  requireme 
drug  development.  In  a  joint  stat 
disclosing  their  merger  talks,  th 
scribed  the  p> 
deal  as  a 
pelling  strl 
opportunj 
MajoJ 
savings 
possibh] 
lomon 
Barney 
lyst  Keviil 
son  figures! 
axing  up  to  15,0(f 
sitions  and  consolidatir 
erations  could  save  nearly 
lion  over  three  years.  The  bil 
potential  payoff,  however,  stems| 
the  companies'  complementary  res 
Glaxo  has  invested  heavily  in  tech 
to  automate  the  chemistry  of  deve 
drugs.  SmithKline  is  a  leader 
nomics:  Through  more  than  150  bl 
alliances,  including  its  $125  millil 
vestment  in  Human  Genome  Sci 
Inc.,  the  company  has  amassed  mj 
data  on  the  role  of  genes  in  disea 
more  COMBOS?  The  discussions  be 
Sykes  and  Leschly  are  forcing  ri\ 
reassess  their  positions.  "It  does 
things  for  competitors,"  Monsanto 
man  Robert  Shapiro  said  at  a  c| 
ence  in  Switzerland  on  Feb.  3. 
&  Co.  analyst  Stephen  Scala  figure| 
size  companies  such  as  Schering- 
Warner-Lambert,  and  Zeneca  ma 
up  seeking  partners. 

Even  if  rivals  don't  combine,! 
will  be  looking  for  ways  to  fillf 
pipelines.  With  new  technologies 
erating  diTig  discovery,  pharmacy 
companies  need  to  churn  out  mor 
than  ever.  So  while  size  is  hard! 
sole  determinant  of  success,  it 
coming  more  important  than  eveij 
By  Amy  Barrett  in  Philadelpld 
Heidi  Dawley  in  London,  with\ 
O'C.  Hamilton  in  San  Francisco] 
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So  Can  This  One. 

Not  even  an  act  of  Congress  will  protect  your  small  business  against  the  disability,  death  or 
retirement  of  a  partner  or  key  person.  However,  a  meeting  with  an  agent  representing 
Northwestern  Mutual  Life  can  do  just  that.  So  take  our  call.  We  can  tailor  protection  and 
benefit  plans  that  are  just  right  for  your  small  business  whether  it  has  2  or  1 02  employees. 


1  [ave  you  heard  Irom  The  Quiet  Company? 

Northwestern 
Mutual  Life 


COMMENTARY 

By  John  Carey 

LOSING  THE  TRAIL  OF  THE  HIV  EPIDEMIC 


There  are  very  encouraging 
reports  from  the  aids  front. 
Powerful  drug  combinations  are 
helping  tens  of  thousands  of 
patients  live  longer,  healthier  lives. 
Researchers  said  on  Feb.  2  at  the 
5th  Conference  on  Retroviruses  that 
aids  deaths  plunged  44%  in  the  first 
half  of  1997  compared  with  the  same 
period  in  1996.  And  new  data  show 
that  hiv,  the  virus  that  causes  aids, 
isn't  developing  resistance  to  the 
drugs  given  in  combination. 

The  heartening  news,  however, 
masks  other  urgent  problems,  which 
public  health  officials  will  only  be  able 
to  solve  by  taking 
steps  to  better 
track  the  epidemic 
and  tackle  persis- 
tent social  ills  such 
as  drug  abuse.  The 
new  drugs  only  re- 
duce aids  deaths, 
and  do  not  prevent 
most  new  infec- 
tions. And  the  rate 
of  new  infection 
seems  to  be  un- 
changed. Dr.  Kevin 
DeCock,  head  of 
the  division  of  hiv 
prevention,  surveil- 
lance, and  epidemiology  at  the  Cen- 
ters for  Disease  Control,  estimates 
that  a  staggering  400,000  to  650,000 
Americans  are  now  Hiv-positive. 
INVISIBLE.  Worse,  this  vast  infected 
population  is  getting  harder  and 
harder  to  track,  hiv  infection  is  only 
reported  to  health  agencies  when  pa- 
tients develop  symptoms — often 
years  after  infection.  And  the  new 
drug  therapies  often  prevent  aids 
symptoms  from  ever  appearing.  The 
result:  huge  numbers  of  people  with 
hiv  who  are  invisible  to  the  public- 
health  agencies — and  who  may  be 
spreading  the  virus.  "We  are  rapidly 
losing  our  ability  to  track  the  epi- 
demic," says  Dr.  Mary  Ann  Chiasson 
of  the  New  York  City  Health  Dept. 

That  would  be  a  disaster.  Without 
proper  surveillance,  "we  might  as 
well  pack  up  and  go  home,"  says 
DeCock.  Knowing  who  is  getting  in- 
fected where  and  how  is  crucial  to 


preventing  infection  in  the  first  place. 

The  increasing  difficulty  in  track- 
ing Hiv's  spread  couldn't  come  at  a 
worse  time.  The  epidemic  is  in  the 
midst  of  a  dramatic  demographic 
shift,  moving  from  mostly  white  ho- 
mosexual males  to  blacks,  Hispanics, 
and  women,  especially  those  who  are 
poor,  intravenous  drug  users,  or  the 
sex  partners  of  drug  users.  Without 
some  form  of  surveillance,  this  will 
be  impossible  to  track. 

The  U.  S.,  in  the  grip  of  the  worst 
aids  epidemic  in  the  industrialized 
world,  needs  to  take  two  controver- 
sial steps.  The  first  is  to  track  peo- 
ple as  soon  as 
they  learn  they 
are  infected,  aids 
activists  have  long 
resisted  the  idea, 
worried  that  fear 
of  discrimination 
against  those  who 
are  Hiv-positive 
could  discourage 
others  from  get- 
ting tested  and 
treated. 

That  resistance 
is  softening.  In 
January,  the  Gay 
Men's  Health  Cri- 
sis dropped  its  opposition  to  the  idea 
of  tracking — if  infected  people  aren't 
identified  by  name.  But  no  one  has 
yet  developed  a  workable  system  of 
anonymous  I.  D.  tags.  Unless  one  can 
be  devised  fast,  the  CDC  needs  to 
bite  the  bullet  and  require  clinics, 
doctors,  and  hospitals  to  report  the 
names  of  those  infected. 

The  U.  S.  also  must  get  far  more  se- 
rious about  breaking  the  chain  of 
transmission.  That  means  redoubling 
efforts  to  provide  clean  needles,  reha- 
bilitate drag  users,  and  tackle  the 
myriad  social  problems  that  lead  to 
high-risk  behavior.  It  also  means 
spending  more  to  develop  new  preven- 
tion ideas.  Expensive?  Yes.  But  pre- 
venting infection  by  Hiv  is  vastly 
preferable  to  having  to  provide  expen- 
sive drugs  to  hundreds  of  thousands  of 
Americans  for  the  rest  of  their  lives. 

Carey  reports  on  science. 


TELECOMMUNICATIONS 

STRIKE  UP 
THE  BR0ADBANI 

The  FCC  is  auctioning  off  ■ 
'the  Louisiana  Territory' 


The  Federal  Communications 
mission  is  unlocking  what  cou 
the  final  frontier  in  America, 
will  the  pioneers  come? 

On  Feb.  18,  the  agency  begins 
tions  for  the  biggest  expanse  of] 
waves  ever.  This  1,300-mega 
chunk,  envisioned  for  high-speed  b 
band  communications,  exceeds  th 
pacity  used  by  all  existing  wireles: 
vices  combined — including  TV,  radio, 
cellular  phones.  "This  is  the  equiv 
of  opening  the  Louisiana  Territ 
says  FCC  Chairman  William  E 
nard.  Strategis  Group  Inc.,  a  co 
tancy,  says  the  auction  could  raise 
$4  billion. 

heavy  hitters.  It's  a  realm  so  va 
fact,  that  the  companies  operating 
could  compete  in  everything  from 
calling  to  two-way  data  and  vide 
you  want  broad-based  competition,! 
is  the  way  to  jump-start  it,"  says 
Reagan,  a  Legg  Mason  Wood  W; 
Inc.  analyst. 

Heavy  hitters  have  lined  up  to 
including  wireless  mogul  Crai 
McCaw,  Baby  Bells  U  S  West  an 
Communications,  cable-TV  giant 
cast,  and  direct-satellite  broadc 
Echostar  Communications — all  of 
are  hush-hush  about  their  plans. 

So  will  this  be  the  next  telecom 
Rush?  Not  immediately.  Noticeabl; 
sent  from  the  bidding  are  long-dist 
giants  that  could  use  the  spectrui 
compete  in  local  service.  Analysts  fi 
those  companies  may  be  preoceu 
with  their  existing  wireless  venti 
For  now,  the  only  bidders  talking 
about  their  plans  for  the  new  froi 
are  small  wireless  startups.  Oh,  pione 
By  Catherine  Yang  in  Washin 
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THE  TRUE  MEASURE 

-  of  a  notebook  's  speed — 

/$  HOW  QUICKLY 

A  COMPANY  ANSWERS  A  SUPPORT  CALL. 

Under  2'h  minutes*  That's  the  average  time  our 
customers  have  to  wait  to  hear  a  helpful  voice  when  they 
need  tech  ^  support.  Remarkably  fast  when  you 
consider  the  industry  average  is  1 1  minutes.'  But  getting 
through  is  one  thing.  Getting  an  answer  is  another. 
Fortunately,  over  90%*  of  questions  to  our  support  staff 
are  solved  with  the  first  call.  That's  terrific.  But  not 
perfect.  So  we  keep  adding  people  (research  shows 
people  are  more  helpful  than  elevator  music).  Patient 
people  armed  with  remote  diagnostic  tools,  a  case 
history  for  each  LifeBook "  notebook  sold  and  the  rare 
ability  to  speak  Novell6,  Windows  NT®  and  plain 
English  in  the  same  breath.  For  a  $36  billion  company, 
it's  a  surprisingly  human  touch. 

The  service  and  support  of  Fujitsu  PC  Corporation. 
Because  a  notebook  is  only  as  fast  as  the  company 
behind  it. 

Built    for    H  u  m  a  n  s  . 

Fuffrsu 


FOR  MORE  INFO,  CALL  I-888-4-0N-THE-G0,  ext.  JA0I,  4  t  T  Designed  for 

visit  www.fujitsu-pc.com  or  get  a  QuikFacts  fax  @  1-800-936-5209. 

Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  and  LifeBook  is  a  trademark  of  Fujitsu  Limited  Built  for  Humans 
is  a  trademark  of  Fujitsu  PC  Corporation.  Intel  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel 
Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation.  All  other  trademarks  are 
property  of  their  respective  companies  ©  1997  Fujitsu  PC  Corporation.  All  rights  reserved.  S  S  ^  WindOWS  95 
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News:  Analysis  &  Commentary 


UNIONS 


LABOR  AND  THE  GOP: 

A  SHOOTOUT  IN  CALIFORNIA 

And  unions  have  come  up  with  some  ammo  of  their  own 


Sin 


miliary  of  the 


Organized  labor  is  gearing  up  to 
fight  its  biggest  threat  since  Re- 
publicans captured  Congress  in 
1994:  GOP-sponsored  legislation  that 
would  force  unions  to  get  annual  writ- 
ten permission  from  members  before 
donating  money  to  political  campaigns. 
"These  initiatives  are  an  attempt  by 
conservatives  and  business  to  silence 
the  voice  of  work- 
ing families,"  afl- 
CIO  President  John 
J.  Sweeney  says 
simply.  So,  on  Feb. 
7,  he  planned  to 
convene  a  war 
council  of  several 
hundred  top  union 
political  directors 
to  plot  a  counter- 
attack. 

The  first  GOP  beachhead  is  the  state 
of  California,  where  a  June  referen- 
dum has  already  garnered  the  strong 
backing  of  Republican  Governor  Pete 
Wilson.  The  proposition  is  being  pushed 
by  Republican  activist  Grover  G. 
Norquist  and  other  allies  of 
House  Speaker  Newt 
Gingrich  (R-Ga.). 
The  speaker,  along 
with  Senate  Major- 
ity Leader  Trent 
Lott  (R-Miss.), 
pushed  similar  bills 
last  year  but  failed. 
Now,  they  plan  to  reintroduce  the  leg- 
islation in  early  March.  But  meanwhile, 
Norquist's  group  has  placed  initiatives 
on  ballots  in  Arizona,  Nevada,  and  Ore- 
gon. And  he  threatens  to  follow  up  in 
all  50  states. 

striking  BACK.  In  California,  unions 
expect  to  spend  some  $<S  million  on  tele- 
vision advertisements  and  phone  banks 
to  battle  the  initiative.  They  also  will 
call  thousands  of  activists  to  demon- 
strations. "We  need  to  make  clear  that 
the  people  pushing  this  are  right- 
wingers  who  want  to  stop  workers  from 
complaining  about  issues  like  Medicare 
cuts,"  says  afl-cio  Legislation  Dept. 
Director  Peggy  Taylor. 

Labor  also  is  striking  back  with  a 
counterproposal.  The  unions'  plan  would 
require  annual  authorization  from  stock- 
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holders  for  corporate  political  spending, 
which  is  11  times  greater  than  labor's 
and  skewed  sharply  toward  Republi- 
cans. In  California,  unions  say  that  they 
have  gotten  more  than  the  350,000  sig- 
natures that  are  needed  to  get  a  mea- 
sure on  the  ballot.  On  Feb.  3,  however, 
labor  held  off  filing  after  business  groups 
agreed  not  to  fund  the  anti-union  initia- 
tive. "We  want  to  stay 
neutral  since 
many  companies 
have  good  work- 
ing relations  with 
unions,"  says  Cali- 
fornia Manufactur- 
ers Assn.  Presi- 
dent William 
Campbell. 
A  Washington  state  law  shows  the 
danger  unions  face.  In  1992,  the  state 
passed  a  less  sweeping  law  than  the 
proposed  California  bill.  It  only  requires 
unions  to  get  written  authorization  for 
paycheck  deductions  that  go  to  political 
action  committees. 
Result:  the 
Washington  Edu- 
cation Assn.'s  an- 
nual pac  contribu- 
tions plunged 
from  $548,000  to 
$120,000  today. 
wea  officials  point 
out  that  unpaid 
volunteer   teachers  buttonhole 
members  for  its  pac  signup,  while  many 
unions  have  full-time  shop  stewards  who 
could  be  counted  on  to  gather  signatures. 
Still,  it  would  be  a  costly  logistical  night- 
mare to  get  separate  written  authoriza- 
tions from  each  of  the  16  million  union 
members  every  year. 

Organized  labor  faces  an  uphill  fight. 
National  and  California  polls  show  that 
some  70%  of  voters  agree  with  the  ini- 
tiatives. But  many  voters  change  their 
minds  when  they  hear  labor  officials 
explain  in  focus  groups  just  how  the 
measure  could  cripple  unions  politically, 
says  Taylor.  Given  how  much  labor 
must  spend  to  stave  off  the  Republican 
initiatives,  it  seems  they're  already 
succeeding. 

By  Aaron  Bernstein  in  Washington 
and  Steven  V.  Brull  in  Los  Angeles 


MARKETING 


THE  HIP  NEW 
DRINK:  MILK 

"Chug"  bottles  may  give  sal 
a  much  needed  boost 

Can  a  trendy  plastic  bottle  ac< 
plish  what  Bill  Clinton,  Ma: 
Stewart,  and  Dennis  Rodman  cc 
n't?  In  the  three  years  since  thos< 
mous  faces — along  with  just  about  e 
other  celebrity's  mug — have  appes 
in  the  milk  mustache  ad  campaign, 
consumption  in  the  U.  S.  has  contii 
its  quarter-century  slide.  Per-capita  s 
fell  another  1%  last  year — and  \ 
dropped  more  than  20%  since  1970. 

But  now  there's  hope,  thanks 
single-serve  package  taking  advan 
of  all  the  attention  those  ads 
brought.  Dean  Foods  Co.,  the  nat: 
largest  dairy  processor,  has  seen 
shoot  up  since  introducing  its  "cl 
container,  which  is  designed  to  com 
with  colas,  juices,  and  designer  w; 
The  chug  is  shaped  like  a  classic 
bottle,  but  it's  resealable,  fits  in  a 
drink-holder,  and  keeps  milk  fres 
"It's  the  most  innovative  thing  to  c 
out  of  the  dairy  industry  in  the  15  y 
I've  covered  it,"  says  Prudential  S 
rities  Inc.  analyst  John  M.  McMillir 
In  Illinois  and  Wisconsin — among 
first  states  to  get  chugs — pint  sales 
up  74%  since  last  fall's  introduction, 
company  says.  Chocolate  milk  accoi 
for  much  of  the  gain — a  good  sign 
milk  sellers  who  hope  to  crack  the 
sive  teen  market  with  chugs. 

Other  distributors — Cincinnati's  Ur 
Dairy  Farmers  and  H.  P.  Hood  Inc 
Chelsea,  Mass. — have  also  come  out  i 
new  containers,  and  more  dairies 
likely  to  follow.  But  Dean  isn't  resting 
its  chugs.  Next  up:  expansion  into  e 
more  states,  including  New  York, 
new  flavors  like  strawberry.  Moo. 

By  David  Leonhardt  in  Chic 
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GOOD  THINGS  FOR  A 
JAPANESE  INSURER? 

GENERAL  ELECTRIC  MAY  BE 

riding  to  the  rescue  of  a  dis- 
tressed Japanese  insurance 
company.  Officials  at  GE 
Financial  Assurance,  the 
insurance  unit  of  GE  Capital 
Services,  say  they  are  talk- 
ing to  Toho  Mutual  Life 
Insurance  of  Tokyo.  Toho, 
which  had  $33  billion  in 
assets  as  of  the  end  of  Sep- 
tember, is  the  12th-largest 
insurer  in  Japan.  The  deal — 
which  could  be  announced  by 
Feb.  13 — may  involve  a  joint 
venture  to  create  and  sell 
new  products.  The  Japanese 
life  insurance  market,  the 
world's  biggest,  has  seen 
several  bad  years  because  of 
falling  interest  rates  and 
depressed  stocks.  GE  would 


CLOSING  BELL 


AOL  SCORES  100 

Last  February,  America  Online 
had  its  hands  full,  battling 
hordes  of  angry  customers 
who  found  themselves  unable 
to  sign  onto  the  congested 
online  service.  Now,  those 
days  seem  far  in  the  past.  On 
Feb.  2,  the  company's  stock 
price  broke  100  for  the  first 
time,  triple  its  52-week  low. 
The  good  news:  AOL 
announced  that  it  had  com- 
pleted its  purchase  of  Com- 
puServe's subscriber  base  of 
2  million-plus  users.  There  is 
a  sizable  hoard  of  cash  for 
potential  acquisitions. 
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be  the  first  U.  S.  company  to 
gain  a  large  presence — if  a 
deal  goes  through. 

HEALING 

OXFORD'S  WOUNDS 

OXFORD   HEALTH   PLANS  IS 

looking  for  two  Band-Aids: 
new  managers  and  new  mon- 
ey. The  board  of  the  troubled 
hmo  is  recruiting  for  a  new 
management  team.  A  lot  of 
cash  would  also  be  helpful. 
Later  this  month,  Oxford  is 
expected  to  report  a  loss  for 
1997,  and  analysts  say  it 
needs  $100  milfion  to  $200 
million.  Whatever  the  financ- 
ing— venture  capital,  a  joint 
venture  with  a  health-care 
organization,  or  even  a 
takeover — the  deep  pockets 
will  run  the  company.  That 
means  if  founder  Stephen 
Wiggins  stays  on  he  may 
have  a  diminished  role. 


CHALK  UP  ONE 
FOR  MICROSOFT 

MICROSOFT  HAS  WON  A  ROUND 

against  the  Justice  Dept.  On 
Feb.  2,  the  U.S.  Court  of 
Appeals  suspended  the 
inquiry  of  so-called  Special 
Master  Larry  Lessig, 
appointed  by  a  federal  judge 
to  sort  out  the  technical 
issues  surrounding  the  gov- 
ernment's case.  Microsoft 
claimed  Lessig  was  preju- 
diced. This  win  means  reso- 
lution of  the  case  will  be 
delayed,  probably  until  after 
Microsoft  releases  its  Win- 
dows 98  operating  system. 
That,  in  turn,  could  hamper 
the  government's  effort  to 
force  Microsoft  to  supply  PC 
makers  with  versions  of  its 
operating  system  that  don't 
include  its  browser. 


CLOUDS  STILL  HANG 
OVER  TOKYO 

THE  NEW  AVIATION  AGREE- 
ment  signed  by  the  U.  S.  and 
Japan  on  Jan.  30  was  hailed 


What  is  long-term  investor 
Warren  Buffett  doing  in  the 
commodities  market?  Play- 
ing it  long-term,  natch. 
On  Feb.  3,  Buffett's 
Berkshire  Hath 
away  said  it  had 
amassed  130  mil- 
lion ounces  of 
silver  since  last  1 
July.  That  $850  \ 
million  hoard  is 
larger  than  the  in- 
ventories    of  the 
comex — and  about  20% 
annual  world  production. 

The  laconic  Buffett  ex- 
plained: "The  equilibrium 
between  supply  and  de- 
mand is  only  likely  to  be  es- 
tablished by  a  somewhat 
higher  price."  In  other 
words,  silver  is  headed  up — 
an  assessment  shared  by 
silver  analysts.  Since  1990, 


of 


the  world  has  been  con-' 
suming  more  silver  than 
has  been  producing.  Ani 
while  Asian  demand  i| 
expected  to  drora 
L  supply  should  I 
main  tight.  "1 
is  a  smart  mc! 
■  says  Tim  Po 
5  at  commodit! 
"  trader  Refcoj 
But  Buffett  caj 
cash  out  yet:  Ai 
sign  of  his  selling 
would  send  prices  skiddi 
from  recent  highs  of  $6.i 
an  ounce.  Meantime,  Bu 
could  make  serious  mom 
"renting  out"  his  hoard  1 
companies  in  need  of  sil1 
Current  annual  rates  an 
astounding  29%  of  the  v 
of  the  amount  leased. 

By  Andrew  Osterl 
in  Chicago 


as  a  breakthrough  in  opening 
the  $10  billion  market  to 
more  competition.  For  now, 
however,  the  chief  beneficia- 
ries are  the  carriers  that 
already  have  extensive 
transpacific  rights.  The 
rivals — such  as  American 
Airlines  and  Delta  Air 
Lines — must  wait  to  be 
granted  takeoff  and  landing 
slots  at  Tokyo's  crowded 
Narita  Airport.  Meanwhile, 
the  incumbents — jal,  North- 
west, and  United — are  now 
free  to  use  their  slots  as 
they  please.  United  Airlines, 
for  example,  is  more  than 
doubling  its  flights  between 
Chicago  and  Tokyo. 


THOSE  C0ME-0NS 
MAY  GO  TOO  FAR 

YOU    MAY   ALREADY    BE  A 

defendant!  Florida  Attor- 
ney General  Robert  Butter- 
worth  is  suing  celebrity 
spokesmen  Ed  McMahon  and 
Dick  Clark  and  the  Ameri- 


can Family  Publisj 
sweepstakes  that  thejL 
resent  alleging  deceH 
trade  practices  and  unl 
game  promotions.  Bi 
worth  charges  that  r 
mailings  for  an  $11  m 
sweepstakes  campaigi 
deceptive  and  caused  s 
al  elderly  recipients  to 
Tampa,  where  they  exp 
to  be  able  to  claim  a 
American  Family  Pul 
ers  maintains  that  the  s 
without  merit  and  tha 
language  contained  i 
mailings  is  "perfectly  cl 
McMahon  and  Clark  hi 
comment. 

ETCETERA.. 


■  Caterpillar  and  the 
are  close  to  settling  thei 
year  contract  dispute. 

■  IBM  has  an  experim 
1,000-Mhz  chip— three  t 
the  speed  of  the  top  Pen 

■  Astra  USA  is  suing  fo 
ceo  Lars  Bildman  for  1 
and  is  seeking  $15  milli 
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How  do  you  cut  a 
warranty  claims  process  from 
three  weeks  to  three  clays? 
Combine  Microsoft  's  technology 
with  l  SWeh's  expertise. 


H  arley-Da\ idson  had  600  dealers  and  a 
huge  paperwork  headache  to  deal  with.  Warranty 
claims  w  ere  taking  too  long  and  their  dealers 
were  paying  the  price. 

They  could  have  chosen  any  number  of 
companies  to  help  them,  but  they  came  to  USWeb. 
Why  ?  Because  of  our  strategic  expertise,  tech- 
nical knowledge  and  proven  track  record.  And 
our  partnership  with  Microsoft,  a  leader  in 
Internet  technology. 

Together,  we  developed  an  Extranet  that 
cut  Harley-Davidson"s  warranty  claims  process 
from  three  weeks  to  three  days.  Now  dealer 
satisfaction  is  up  because  Harley  has  given 
them  another  tool  to  improve  the  way  they  do 
business  with  the  factory. 


Harley-Dav  idson.  Chevron.  Polk  Audic 
these  are  just  a  few  of  the  varied  companies 
who've  turned  to  USWeb  to  gain  a  compete 
edge.  And  we  can  do  the  same  for  you.  We1 
provide  custom  business  solutions — from 
strategic  consulting  to  architecture  planning 
through  complete  implementation.  Whether jj 
for  an  Internet.  Intranet  or  Extranet. 

Learn  how  USWeb  can  be  your  strateg 
partner  for  the  information  age.  Give  us  a  c|] 
or  visit  our  Web  site. 

For  a  free  Intranet  Planning  Pat 
1-888-USWEB-411,  EXT.72 
www.usweb.c  om 


USWEB 


Microsoft 


©1998  USWeb  Corporation  USWeb,  the  USWeD  logo  and  "A  Strategic  Paftwe'  lor  the  Intofmat.on  Age"  a<e  trademarks  of  USWeb  Corporation 
All  other  registered  Irademarks  or  trademarks  are  the  property  ol  their  respective  owners  All  ughts  reserved 
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D  BY  OWEN  ULLMANN 


LDING  HELP  FOR  AFRICA 
STAGE  TO  FAST  TRACK 


plan  to  lower  trade  barriers  to  African  goods  looked 
tain  to  sail  through  Congress  this  spring.  And  why 
;?  The  Congressional  Black  Caucus  was  behind  it,  the 
>nt  wanted  it  in  hand  before  a  scheduled  trip  to  Africa, 
spublicans  saw  a  chance  to  further  free  trade  and  im- 
their  standing  with  African  Americans.  Then  along 
'nil. 

Jan.  28,  House  Ways  &  Means  trade  subcommittee 
lan  Philip  M.  Crane  (R-Ill.)  stunned  a  conference  on 
by  announcing  he  wanted  to  link  the  leg- 
i  to  the  highly  controversial  fast-track 
>ill  that  Clinton  has  vowed  to  resurrect 
ar.  Now,  the  gambit  may  doom  both, 
le's  strategy:  Pressure  black  represen- 
who  oppose  fast  track  to  reverse  them- 
and  save  the  African  trade  measure, 
ea  appeals  "to  my  Machiavellian  side," 
es  Crane,  whose  district  is  filled  with 
;rs  large  and  small.  "If  we  can  get  some 
f  the  Black  Caucus,  let's  do  it." 
T  EFFORT.  But  a  steamed-up  Charles  B. 
(D-N.  Y.),  the  top  Democrat  on  the  trade 
predicts  that  Crane's  ploy  will  fail:  He 
lly  a  few  of  the  38  House  caucus  mem- 
e  prepared  to  give  Clinton  expanded  au- 
to negotiate  trade  deals,  and  fast  track's 
nts  will  stand  firm.  "If  it  were  any  other 
of  the  world,  we  wouldn't  be  talking  ~ 
nking  fast  track  to  this  bill,"  Rangel  pointedly  complains. 
Africa  initiative  is  a  modest  effort  to  spur  economic  de- 
ient  in  the  48  nations  of  sub-Saharan  Africa  by  lower- 
S.  tariffs  and  quotas  on  such  goods  as  clothing  in  re- 
or  market  reforms.  In  addition,  the  quasi-public 
as  Private  Investment  Corp.  would  establish  a  $650 
fund  to  invest  in  highways,  bridges,  and  airports, 
e  Export-Import  Bank  would  expand  loans,  guarantees, 
;urance  to  the  region,  home  to  700  million  people.  The 


lAPITALWRAPUP 


bill  also  holds  out  the  hope  of  eventual  free-trade  deals  with 
the  most  developed  African  nations,  such  as  South  Africa. 

President  Clinton  badly  wanted  to  sign  the  bill  before 
traveling  to  the  continent  on  a  five-nation  visit  in  March. 
The  measure  is  also  popular  with  Republicans  in  Congress  be- 
cause it  costs  fewer  taxpayer  dollars  than  direct  aid,  ap- 
peals to  the  gop's  free-market  instincts,  and  lets  Republi- 
cans show  they  can  take  up  a  cause  popular  with  blacks. 
The  bill  also  makes  economic  sense.  Growth  in  sub-Saharan 
Africa  hit  4%  in  1996 — the  highest  rate  in  a 
decade — and  may  have  been  even  higher  last 
year.  U.S.  exports  there  are  already  outstrip- 
ping shipments  to  the  former  Soviet  republics 
and  Eastern  Europe.  Total  U.  S.-African  trade 
rose  18%  in  1997,  topping  the  growth  in  over- 
all U.  S.-world  trade. 

ALL  OR  NOTHING.  So  why  hold  the  Africa  bill 
hostage  to  fast  track?  In  a  word,  business. 
Corporate  lobbyists,  whose  support  is  critical 
for  passing  fast  track,  are  insisting  on  an  all-or- 
nothing  strategy.  They  have  locked  arms 
around  the  gop's  1997  version,  even  though  it 
drew  support  from  scarcely  a  fifth  of  House 
Democrats.  That  was  well  short  of  the  votes 
needed  to  offset  defections  by  conservative 
House  Republicans  unwilling  to  hand  Clinton  a 
victory — even  though  it  would  have  promoted 
"  free  trade.  Republicans  could  increase  fast 
track's  appeal  to  Democrats  by  expanding  provisions  to  pro- 
tect labor,  human  rights,  and  the  environment.  But  business 
wants  to  retain  the  language  in  the  earlier  bill  that  prohibit- 
ed such  issues  from  being  raised  in  future  trade  talks. 

White  House  Chief  of  Staff  Erskine  B.  Bowles  is  still  ap- 
pealing to  business  groups  to  agree  to  a  compromise.  But  for 
the  moment,  Crane's  maneuver  has  left  the  African  trade  bill 
and  fast  track  in  a  dead  calm. 

By  Paul  Magnusson 


s  steamed 


FETT'S  NEW  CAUSE  POLITICS  OF  PORN 

sides  investing  in  silver,  Warren 
iffett  has  another  new  venture: 
g  campaign-finance  reform.  The 
naire  has  joined  a  crusade  led  by 
Street  venture  capitalist  Jerome 
berg  Jr.  to  rein  in  big-buck  politi- 
impaigns.  Buffett  wants  to  ban 
lited  "soft  money"  contributions 
■equire  instant  electronic  disclo- 
of  other  campaign  donations.  His 
is  to  reduce  the  influence  held  by 
;hy  individuals  and  big  corpora- 
on  elections. 


THE  COLORADO  RONNIES? 


►  Vice-President  Al  Gore's  plan  to 
wire  schools  and  libraries  to  the 
Internet  is  coming  under  fire  from 
Republicans  upset  about  porn  on  the 
Net.  At  Gore's  urging,  the  '96 
Telecommunications  Act  included  a 
provision  that  requires  telecom  carri- 
ers to  subsidize  discounted  Internet 
service  for  schools  and  libraries.  But 
Hill  Republicans  are  threatening  to 
hold  up  the  project  unless  educators 
promise  to  control  the  smut  children 
can  find  online. 


►  Get  ready  for  Mount  Reagan.  After 
drumming  up  support  in  Congress  to 
rename  Washington's  National  Air- 
port for  the  ex-President,  conserva- 
tives are  on  a  national  crusade  to 
rename  roads,  schools,  mountains,  and 
other  sites  for  Reagan.  They  want  his 
name  to  be  as  ubiquitous  as  John  F. 
Kennedy's.  Next  targets:  an  Alaskan 
mountain  range  and  an  Arizona  peak. 
Other  candidates  are  places  where 
ethnic  groups  are  lobbying  to  change 
names  deemed  insulting. 
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Deep  flaws 
undermining  V 
Hong  Kong's 
economy-and 
recovery 


SO  RIKIMFQc;  WPFK  /  PFRPI  I  A  R  V  IS    1  QQH 


erhaps  nothing  better  epitomizes 
(the  wild  swings  of  Hong  Kong's 
fortunes  than  the  travails  of  Wong 
Kwan.  A  former  chef  who  fled 
China  dining  the  Cultural  Revo- 
Wong  made  a  bundle  in  local  real 
and  in  1996  paid  a  shocking  $118 
for  a  pair  of  mansions  on  exclusive 
a  Peak.  At  that  point,  stock  in  his 
Oriental  Holding  Ltd.  was  flying 
5ut  these  days,  Wong  is  saddled 
jllapsed  property  deals  involving 
fian  $290  million.  He  is  scrambling 
his  Peak  palaces  and  is  suing  a 
ly  that  backed  out  of  a  property 
fang  says  Pearl  will  hang  on,  but 
:k  is  down  90%  in  12  months. 
Hong  Kong  enters  the  Chinese 
)f  the  Tiger,  it  may 
;o  the  outside  world 
e  scrappy  city-state  is 
y  snapping  out  of  a 
hat  has  dogged  the 
iy  since  the  Asia  crisis 
up  in  July.  On  Feb.  2, 
ng  Seng  index  soared 

0  around  10,500.  But 
the  burst  of  eupho- 

ere  remain  hundreds 
ies  like  Wong's — tales 
ious  wealth,  fabulous 
lption,  vaunting  ambi- 
id  a  rude  fall  to  earth, 
ss  confidence,  shaken 
lging  property  values 
jh  interest  rates,  is  at 
jar  low.  The  underly- 
ir  is  that  worrisome 
have  been  exposed  in 
liars  of  an  economy 
id  seemed  the  glitter- 
/e\  of  the  Pacific  Cen- 
\  full  recovery  may 
jars. 

[  did  one  of  Asia's 
havens  end  up  hum- 
ong  with  the  region's 

Tigers?  Unlike  its 
it  neighbors,  Hong 
loesn't  have  a  collaps- 
irrency,  underwater 

or  empty  skyscrapers.  Indeed, 
s  superb  infrastructure,  location, 

01  of  entrepreneurial  talent,  Hong 
remains  Asia's  premier  business 
ecause  it  focuses  on  services,  not 
icturing,  most  assumed  the  city 
not  get  hurt  by  the  currency  de- 
ons  that  have  swept  the  region. 
debt.  But  the  Asia  crisis  is  forc- 
ng  Kong  to  confront  two  big  flaws 
iconomy.  One  is  that  its  wealth  is 
'  based  on  real  estate,  and  prices 
ieen  kept  artificially  high  by  the 
ment  and  a  cartel  of  developers, 
jsult,  Hong  Kong  has  become  one 
l's  costliest  places  to  do  business, 
her  handicap  is  that  Hong  Kong 
ts  currency  to  the  U.  S.  dollar. 


That  helped  the  enclave  weather  shocks 
such  as  the  1989  Tiananmen  Square  mas- 
sacre. But  it  left  Hong  Kong  no  room  to 
maneuver  after  the  rest  of  Asia's  cur- 
rencies plunged,  making  the  city  even 
more  expensive  (table,  page  52). 

So  Hong  Kong  is  in  a  bind.  If  it  drops 
the  peg  now,  capital  will  flee.  But  to  sup- 
port its  currency,  the  government  will 
have  to  keep  interest  rates  high,  even 
though  that  is  causing  property  prices 
to  fall.  As  the  Asian  crisis  drags  into  its 
eighth  month,  the  high  rates  are  exacting 
a  toll.  The  slump  has  spread  from  prop- 
erty to  Hong  Kong's  banking  and  retail 
industries.  And  more  individuals  and 
businesses  are  having  a  hard  time  paying 
debts. 


DESPERATION 

With  the  collapse 
of  the  market, 
$230  billion  in 
equity  wealth  has 
been  swept  away. 
Investors  have 
been  converting 
Hong  Kong  dollars 
to  greenbacks 


Interest  rates,  as  low  as  5.2%  last  year, 
have  soared  above  12%. 

Hong  Kong's  savvy  businessmen  had 
envisioned  a  far  rosier  scenario  for  1998 
and  beyond.  After  the  handover  to  the 
Chinese  last  July,  Hong  Kong  was  sup- 
posed to  enter  a  new  era  of  prosperity. 
As  the  financial  capital  of  an  economic 
superpower,  Hong  Kong  would  amass 
even  vaster  wealth  by  backing  new  fac- 
tories, highways,  and  condos  on  the 
mainland.  Hong  Kong  markets  would 
float  shares  of  thousands  of  mainland 
companies,  allowing  China  to  finance  the 
restructuring  of  state-owned  enterprises. 
And  rents  would  keep  rising  as  multi- 
nationals kept  flocking  in. 

The  optimists  say  there  is  nothing  in- 
trinsically amiss  with  this 
vision.  The  current  woes, 
boosters  say,  are  merely  a 
needed  cyclical  correction. 
They  welcome  the  steep 
drop  in  inflated  property 
prices  and  the  expected  cor- 
porate streamlining.  They 
also  laud  the  government 
for  staving  off  a  currency 
collapse.  "By  the  third  quar- 
ter, Hong  Kong  will  be 
ready  to  roar  again,"  says 
William  H.  Overholt,  a  man- 
aging director  of  Bankers 
Trust's  Hong  Kong  office. 

The  optimists  may  want 
to  reconsider.  Of  course, 


RATES  HAVE 
SPIKED... 


HONG  KONG'S  SQUEEZE 


.PROPERTY  STOCKS 
HAVE  TUMBLED... 


.AND  GROWTH 
IS  SLOWING 


GROSS  DOMESTIC 
PRODUCT 


JAN.  '97 


A  PERCENT 


'94  '95 
A  PERCENT  CHANGE 

DATA  HONG  KONG  MONETARY  AUTHORITY,  BLOOMBERG  FINANCIAL  MARKETS,  STANDARD  &  POOR'S  DRI 


EST 


Deep  down,  investors  know  some- 
thing has  to  give.  So  despite  govern- 
ment assurances  on  the  Hong  Kong  dol- 
lar, many  are  quietly  converting  them 
into  greenbacks  and  have  been  staying 
out  of  the  market.  The  Feb.  2  bounce- 
back  may  mean  the  slide  has  bottomed 
out.  But  the  damage  done  since  last 
July  is  still  frightening.  The  Hang  Seng 
stock  index  has  fallen  37%,  wiping  away 
$230  billion  in  equity  wealth,  more  than 
the  city's  gross  domestic  product  of  $175 
billion.  Residential  prices  are  down  30% 
and  may  tumble  another  20%.  SocGen- 
Crosby  Securities  estimates  that  by 
June,  the  value  of  Hong  Kong  property 
will  have  dropped  by  $143  billion  from  a 
September,  1997,  peak  of  $476  billion. 


Hong  Kong  is  hardly  in  danger  of  col- 
lapsing like  Indonesia.  But  rather  than  a 
speedy  return  to  boom  times,  Hong 
Kong  will  likely  have  to  live  with  di- 
minished expectations — and  the  realiza- 
tion it  remains  vulnerable  to  market 
shocks  around  the  region. 

Hong  Kong  knows  it  must  bring  its 
costs  in  line  with  the  rest  of  Asia.  The 
hope  is  that  lower  property  values  will 
translate  into  lower  costs  for  every- 
thing from  expatriate  housing  and  ac- 
counting services  to  restaurant  meals. 
The  more  expedient  method  of  lower- 
ing costs — a  cheaper  currency — isn't  an 
option  right  now.  Hong  Kong  officials 
fear  a  devaluation  would  trigger  mas- 
sive capital  flight,  and  interest  rates 
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would  still  have  to  stay  high 
to  protect  the  currency. 

So  the  travel,  financial,  and 
retail  sectors  continue  to  con- 
tract. More  worrisome,  there 
are  signs  that  China's  econo- 
my is  slowing  as  well.  Growth 
on  the  mainland  may  slip  from 
9%  last  year  to  as  low  as  6% 
in  1998.  That  means  a  smaller 
appetite  for  Hong  Kong-fi- 
nanced property  projects  and 
the  wares  of  its  retail  chains. 

Hong  Kong's  dreams  of 
serving  as  China's  Wall  Street 
also  are  suffering.  The  collapse 
in  equity  markets  has  forced 
many  Chinese  companies  to 
shelve  ambitious  plans  to  keep 
issuing  shares  on  the  Hang 
Seng.  Red  chips  raised  a 
record  $10  billion  last  year  in 
Hong  Kong,  double  the  1996 
total.  That  figure  is  expected 
to  shrivel  to  $3  billion  in  '98. 

So  far,  the  government  has 
not  explained  how  it  will  nav- 
igate these  dangerous  shoals.  The  new 
chief  executive,  Tung  Chee-hwa,  has 
kept  a  low  profile.  He  knows  Hong 
Kong  must  lower  prices  to  stay  com- 
petitive. But  he  is  shying  away  from 
confronting  the  powerful  property 
barons.  In  fact,  the  government  is  tak- 
ing commercial  land  off  the  market  to 
stabilize  prices. 

Government  critics  are  calling  for 
everything  from  corporate 
and  property  tax  cuts  to 
increased  infrastructure 
spending.  The  Hong  Kong 
Monetary  Authority,  mean- 
while, is  mulling  ways  to 
boost  confidence  in  the  dol- 
lar peg.  But  some  in- 
vestors aren't  taking 
chances.  Companies  have 
started  to  convert  Hong 
Kong  dollars  into  other 
currencies  and  hedge  their 
foreign-currency  debts. 
JITTERS.  At  any  rate,  it 
will  take  more  than  ges- 
tures to  stem  the  mount- 
ing despair.  It's  a  despair 
created  by  years  of  real 
estate  speculation.  From 
1991  to  1996,  developers 
and  investors  borrowed 
liberally  at  interest  rates 
that  were  lower  than  the 
rate  of  inflation.  Also,  by 
severely  limiting  the 
amount  of  land  it  put  up 
for  sale  despite  intense 
demand,  the  British  helped 


HONG  KONG  IS  LESS  COMPETITIVE 

IN  SALARIES... 

SECRETARY'S  ANNUAL  PAY* 


HONG  KONG 

JAKARTA  SEOUL 

SHANGHAI 

BANGKOK 

1997 

$17,183 

$4,709  $19,206 

$3,457 

NA 

1998 

20,053 

2,568  13,710 

4,332 

4,232 
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...REAL  ESTATE... 

ANNUAL  RENT/SQ.  METER  FOR  PRIME  OFFICE  SPACE* 


HONG  KONG 

JAKARTA* 

SEOUL 

SHANGHAI 

BANGKOK 

SINGAPORE 

JAN.,  1997  $985 

$244 

$720 

$696 

$257 

$954 

JAN.,  1998  1,069 

244 

506 

517 

125 

689 

forced  to  sell  off  assets. 
Sino  Land  Co.  In  early  11 
Chairman  Robert  Ng  bi] 
staggering  $1.5  billion  fcj 
275,000-square-foot  site  in  i 
city's  gritty  Chai  Wan  disti 
Now,  Sino  is  in  a  squeeze 
holds  such  posh  properties 
the  Mayfair  in  the  Mid-Lei] 
where  each  of  its  60  \m 
apartments  boasts  hail 
views  and  wine  refrigerai 
in  each  kitchen.  The  expel 
monthly  rental  for  a  four-l| 
room  flat:  $19,000.  But  insi 
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HONG  KONG 

JAKARTA 

SEOUL  SHANGHAI 

BANGKOK 

SINGAPORE 

1997 

$267 

$100 

$121  $66 

$102 

$129 

1998 

267 

100 

76  66 

59 

108 

DATA.  ASIA-NORTH  AMERICA  EASTB0UND  RATE  AGREEMENT  (ANERA) 


inflate  prices.  The  government  usually 
sells  land  in  tracts  costing  hundreds  of 
millions  of  dollars,  and  only  a  few  devel- 
opers can  afford  to  bid. 

The  end  of  cheap  money,  and  govern- 
ment promises  of  more  land  for  middle- 
class  housing,  may  mean  the  end  of  the 
"era  of  supernormal  profits,"  says  Otto 
Wong,  property  analyst  at  Jardine  Flem- 
ing Securities  Ltd.  The  tycoons  of  real 
CJ(|  _  nD|oC«  estate — billionaire  members  of 
FIRE  SALE  PRICES  the  property  cartel  such  as  Che- 
High  rates  have   unS  Kong's  Li  Ka-shing,  Hen- 
,         ,  derson  Land's  Lee  Shau-kee, 

and  the  Kwok  brothers  of  Sun 
Hung  Kai  Properties  Ltd. — 
show  no  signs  of  cracking. 
But  weaker  players  will  be 


customers  out 
of  shops 


being  forced  to  put  the  u| 
up  for  sale. 

The  real  carnage,  howel 
will  be  among  the  many  m 
phyte  players  who  risked 
lions  in  the  final  wave  of  s 
ulation.  Chinese  busines 
were  especially  reckless.  C 
panies  owned  by  various 
nicipalities,  the  People's 
eration    Army,    and  Sj 
enterprises  got  burned  buying  oi 
towers  and  condos.  Mainland  con 
nies  also  were  active  in  last  ye 
frothy  stock  market,  typically  bui 
up  to  10%  of  all  red-chip  offering! 
dizzyingly  high  prices. 

The  slowdown  also  is  bad  for  ba 
Most  Hong  Kong  banks  remain  well-l 
italized  by  world  standards.  But  anal  | 
expect  margins  to  contract,  and  pi 
sions  for  bad  loans  to  grow,  hg  Asia 
timates  bank  earnings  will  declinq 
much  as  30%  this  year.  "There  is  goir 
be  a  rationalization  of  the  banking 
tern,"  predicts  Paul  A.  Coughlin,  ma 
ing  director  of  Standard  &  Poor'l 
Hong  Kong. 

For  now,  Hong  Kong  has  no  c 
but  to  ride  out  the  s 
With  their  monetary 
cy  options  limited,  offi 
can  only  hope  that  fa 
rents  make  the  city 
competitive.  They  also) 
praying  that  China  w 
be  the  next  shoe  to  ( 
in  the  Asian  crisis. 

It's  a  dispiriting 
ture,  and  one  that  a 
bound  in  the  stock 
ket  can't  entirely  e: 
In  the  Year  of  the 
Hong  Kong  will  nee> 
legendary  resiliency 
than  ever. 

By  Joyce  Barnat) 
Bruce  Einhorn,  Marl 
Clifford,  and  Migu 
Lam  in  Hong  Kong 
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r  underestimate  the  importance  of  people 
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SOUTH  KOREA 


IT'S  NOT  JUST  THE  CHAEBOL 
THAT  ARE  SQUEEZED 

Sky-high  interest  rates  could  crush  the  whole  economy 


Oh  Bok  Taik  has  given  up  all  hope  of 
making  a  profit  anytime  soon.  Since 
last  November,  when  South  Korea 
sought  a  bailout  from  the  International 
Monetary  Fund,  Oh's  Kyung  II  Enter- 
prise has  been  in  the  red.  Interest  rates, 
which  have  doubled  from  13%  three 
months  ago,  make  it  impossible  for  him 
to  pay  off  his  loans  and  also  cover  the 
manufacturing  costs  of  his  audio-sys- 
tems business.  "I'm  just  enduring."  says 
the  48-year-old  Oh.  "If  this  situation 
continues  beyond  June,  I'll  have  to  de- 
cide when  to  shutter  my  company." 

Cash-strapped  enterprises  like  Oh's 
could  well  pose  the  biggest  obstacle  to 
Korea's  recovery.  Sure,  Seoul  stocks 
have  surged  on  news  that  the  govern- 
ment has  restructured  S24  billion  in 
short-term  debt  owed  to  European, 
U.  S.,  and  Japanese  banks.  But  that 
workout  benefits  the  big  Korean  banks 
and  their  large  corporate  clients,  the 
chaebol.  Meanwhile,  the  vast  majority  of 
Korean  manufacturers  still  owe  some 
$150  billion  of  won-denominated  debt 
to  local  banks  and  other  Korean  funis, 
just  when  rates  are  hitting  record  highs. 
As  a  result,  many  corporations  will  soon 
be  so  starved  for  cash  they  may  have 
no  option  but  to  shut  down. 


Already,  the  signs  point  to  a  big  de- 
terioration in  the  business  climate.  In 
December,  123  companies  on  average 
failed  each  day — a  1.000%  increase  from 
a  year  earlier.  The  failures  probably 
continued  at  the  same  pace  in  January. 
"Few  companies  will  be  able  to  with- 
stand the  current  interest-rate  regime," 
says  Rhee  Sang  Tae,  a 
manager  at  the  Korea 
Federation  of  Small  Busi- 
ness. Rhee  expects  as 
many  as  30,000  small  and 
midsize  companies  to  go 
bankrupt  this  year,  a  big 
jump  from  1997  (chart). 
PUNISHING  RATES.  Local 
financial  practices  are 
worsening  the  crisis.  To 
save  money  up  front,  the 
chaebol  and  other  compa- 
nies have  typically  paid 
their  small  local  suppliers  with  promis- 
sory notes — pledges  to  pay  off  a  bill  at  a 
specified  date,  up  to  six  months  later. 
Suppliers  in  need  of  quick  funds  have 
taken  these  notes  to  banks,  which 
bought  them  for  cash,  but  at  a  price 
discounted  from  their  face  value.  The 
banks  later  collected  the  full  amount. 

These  days,  the  chaebol  still  insist  on 
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paying  bills  with  promissory  note: 
local  banks  now  refuse  to  buy  the 
partly  from  fear  the  chaebol  will 
pay,  and  partly  because  the  banks 
hoard  cash  to  meet  stiff  capital 
imposed  by  the  IMF.  As  a  result 
rea's  midsize  companies  cannot  fine, 
to  pay  their  own  bills  and  stay  in] 
ness.  Shut  out  from  bank  credit,  a 
nies  like  Kyung  II  are  forced  to 
the  unregulated  moneylenders 
charge  a  punishing  36%  rate.  TT 
suits  of  this  hardship  can  be  devast 
An  associate  of  Oh  Bok  Taik  attei 
suicide  after  an  $800,000  promissory 
his  company  received  from  Hanbc 
&  Steel  Co.  turned  into  a  useless 
of  paper  when  Hanbo  folded. 

Bigger  companies  remain  at  risl 
Lee  Won  II,  chief  corporate  anal; 
keb  Smith  Barney  Securities,  estr 
that  out  of  the  Seoul  stock  exch; 
558  listed  nonfinancial  companies 
have  similar  or  worse  short-term 
burdens  than  those  that  have  al 
gone  bust.  Among  those  are  D 
Machinery,  Daesang  Petrochemica 
bool  Textiles,  and  ob  Brewery. 

Even  the  reforms  are  hurting 
government's  order  to  close  dov 
shaky  merchant  banks  deprives 
borrowers  of  $22  billion  in  credit, 
companies  will  have  to  procure 
loans  from  surviving  banks,  usual 
much  higher  cost. 

This  local  debt  crisis  can  end1 
through  a  massive  inflow  of  foreign 
ey.  One  obvious  way  to  raise  that  | 
is  through  exports.  But  52%  of  all 
an  exports  usually  go  to  the  rest  of 
which  is  now  so  bat 
that  it  has  little  ap; 
for  Korean  products 
other  method  is  ta 
the  overseas  capital 
ket.  but  huge  lossl 
most  companies  mak 
almost  impossible. 

The  final  option 
sell  assets  to  forei| 
vestors — but  that  de 
on  the  rapid  passa 
proposed  laws  that 
it  easier  to  restru 
Korean  companies.  "Time  is  running 
says  Kang  Moon  Soo,  a  senior  fell 
the  Korea  Development  Institute,  s 
eminent  think  tank.  Steve  Marvin, 
of  research  at  Ssangyong  Securitie 
predicts  another  bailout  unless  Seoi 
bilizes  the  domestic  debt  problem 
Korea,  recovery  is  a  work  in  progi 
By  Moon  Ihlwan  in 
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Dean  Witter  Global  Dividend  Growth  Securities  Class  B 

(AMONG  684  INTERNATIONAL  EQUITY  FUNDS) 

***** 

Dean  Witter  European  Growth  Fund  Class  B 

(AMONG  684  INTERNATIONAL  EQUITY  FUNDS) 

***★ 

Dean  Witter  Dividend  Growth  Securities  Class  B 

(AMONG  2,332  DOMESTIC  EQUITY  FUNDS) 

**★★ 

Dean  Witter  American  Value  Fund  Class  B 

(AMONG  2.332  DOMESTIC  EQUITY  FUNDS) 

***★ 

Dean  Witter  Diversified  Income  Trust  Class  B 

(AMONG  1,371  TAXABLE  BOND  FUNDS) 

*★★* 

Dean  Witter  Short  -Term  Bond  Fund 

(AMONG  1,371  TAXABLE  BOND  FUNDS) 

★  ★** 

Dean  Witter  (ilobal  Short  -Term  Income  Fund 

(AMONG  1,371  TAXABLE  BOND  FUNDS) 

*★** 

Dean  Witter  Tax-Exempt  Securities  Trust  Class  D 

(AMONG  1 ,494  MUNICIPAL  BOND  FUNDS) 
Overall  Morningstar  Ratings  as  of  12/31/97 


Now  the  only  question  is:  Which  ones  are  best  for  you? 

i  it  comes  to  outstanding  mutual  funds,  it's  not  just  a  matter  future  results.  You  may  have  a  loss  or  gain  when  you  sell  your 

irmance.  It's  a  question  of  which  funds  are 
•you.  Dean  Witter  can  help  on  both  counts, 
use  not  only  have  a  number  of  our  mutual 
'cently  received  some  of  Morningstar's  high- 
all  ratings.  But  all  come  with  the  solid  advice 
in  Witter  Account  Executive.  Advice  geared  to 
ique  financial  situation  and  goals, 
ember,  past  performance  cannot  guarantee 


We  Measure 


3ur  tree  brochures  and  prospectuses,  which  contain  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectuses  carefully  before  you 
r  send  money. 

istar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  December  31, 1997.  Overall  ratings  are  calculated  from  the  fund's  3-,  5-  and 
average  annual  total  returns  (when  applicable)  in  excess  of  90-day  Treasury  bill  returns  (with  appropriate  fee  adjustments)  and  a  risk  factor  that  reflects 
•formances  below  90-day  T-bill  returns. These  ratings  are  subject  to  change  each  month.  Ten  percent  of  the  funds  in  an  investment  category  receive  5 
!.5%  receive  4  stars  and  35%  receive  3  stars.  Dean  Witter  Global  Dividend  Growth  Securities  Class  B  received  5  stars  (of  684  international  equity  funds) 
i-year  period.  Dean  Witter  European  Growth  Fund  Class  B  received  5  stars  for  the  following  periods:  5  years  (of  285  international  equity  funds)  and  3 
f  684  funds).  Dean  Witter  Dividend  Growth  Securities  Class  B  received  4  stars  for  the  following  periods:  10  years  (of  676  domestic  equity  funds),  5  years 
2  funds)  and  3  years  (of  2,332  funds).  Dean  Witter  American  Value  Fund  Class  B  received  4  stars  (of  676  domestic  equity  funds)  for  the  10-year  period 
arsfor  the  following  periods:  5  years  (of  1,292  funds)  and  3  years  (of  2,332  funds).  Dean  Witter  Diversified  Income  Trust  Class  B  ieceived  4  stars  for  the 
g  periods:  5  years  (of  771  taxable  bond  funds)  and  3  years  (of  1,371  funds).  Dean  Witter  Short-Term  Bond  Fund  received  4  stars  (of  1,371  taxable  bond 
or  the  3-year  period.  Dean  Witter  Global  Short-Term  Income  Fund  received  4  stars  for  the  following  periods:  5  years  (of  771  taxable  bond  funds)  and  3 
jf  1 ,371  funds).  Dean  Witter  Tax-Exempt  Securities  Trust  Class  D  received  4  stars  for  the  following  periods:  1 0  years  (of  337  municipal  bond  funds),  5 
f  720  funds)  and  3  years  (of  1 ,494  funds).  Past  performance  is  no  guarantee  of  future  results. 
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shares.  Foreign  securities  and  markets  pose  different 
and  possibly  greater  risks  than  those  customarily 
associated  with  domestic  securities,  including 
currency  fluctuations  and  political  instability. 

So  now  the  only  question  is:  Why  haven't  you 
talked  to  Dean  Witter? 

Call  today  for  more  information.  And  for  the  office 
nearest  you. 


www.deanwitter.com/intercapital 


Success  One  Investor  At  A  Time 
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BOMBS  CAN  T  MAKE  UP 

FOR  A  BANKRUPT  MIDEAST  POLICY 


The  impending  attack  on  Iraq  may  achieve  Washington's 
short-term  goal  of  reducing  the  immediate  threat  that 
Saddam  Hussein  poses  to  his  neighbors.  Air  strikes  can 
curb  his  ability  to  build  and  deliver  chemical  and  biological 
weapons.  But  after  the  last  bomb  drops,  even  bigger  problems 
may  loom  for  the  U.  S. 

America  needs  to  rebuild  its  Middle  East  policy  from  the 
bottom  up.  Its  two  main  planks  are  in  ruins.  The  Israeli-Pales- 
tinian peace  process  has  run  into  the  sand.  And  the  dual 
containment  strategy  of  bottling  up  Iraq  and 
Iran  is  crumbling.  Even  if  Saddam  surprises 
the  world  and  avoids  conflict  at  the  last  mo- 
ment, the  U.  S.  faces  the  daunting  task  of 
creating  a  new  political  consensus  in  the  Mid- 
dle East.  Administration  officials  insist  they 
have  a  long-term  strategy,  but  they  aren't 
disclosing  it.  Outside  experts,  however,  say 
the  options  are  limited. 

The  top  priority  should  be  energizing 
Mideast  peace  talks.  Arab  nations  are  irked 
that  the  U.S.  can  no  longer  force  concessions 
from  Israel.  That's  one  reason  Secretary  of 
State  Madeleine  K.  Albright  hasn't  able  been 
to  whip  up  more  enthusiasm  for  bombarding 
Iraq.  Despite  Albright's  best  efforts,  Mideast 
sources  say,  no  Arab  state — except  Kuwait — 
backed  U.  S.  plans  to  attack  Iraq.  "The  U.  S.  ~ 
will  attempt  to  push  the  peace  process  forward  to  regain 
credibility  with  the  Arabs,"  says  Ephraim  Kam,  deputy  direc- 
tor of  Tel-Aviv  University's  Jaffee  Center  for  Strategic  Studies. 
LUKEWARM  SAUDIS.  Such  progress  is  key  to  getting  Saudi 
Arabia  back  on  board.  During  Albright's  recent  visit,  the 
Saudis  didn't  even  commit  to  allowing  American  forces  to  use 
its  bases  for  operations  against  Iraq.  Albright  met  with 
Crown  Prince  Abdullah,  likely  successor  to  the  ailing  King. 
She  may  have  gotten  a  taste  of  a  more  hard-nosed  attitude  to 
U.S.  policy  in  the  region.  Analysts  say  Abdullah  is  certain  to 
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be  less  slavishly  pro- American  than  some  of  his  predecesssq 

Bringing  America's  Arab  friends  back  into  the  fold 
mands  a  change  in  tactics  toward  Israel.  Repeatedly, 
blight  was  told  of  Arab  perceptions  that  the  U.  S.  is  farbo 
pro-Israel.  As  a  result,  predicts  Amatzia  Baram  of  Hfai, 
University,  the  U.  S.,  to  show  evenhandedness,  will  stej 
pressure  on  Israeli  Prime  Minister  Benjamin  Netanyahi 
While  it  would  be  risky,  inching  closer  to  Iran  could 
bolster  the  U.  S.  position.  Although  countries  such  as  S 

J Arabia  remain  suspicious  of  Tehran's  mul 
and  their  true  intentions,  Iran  is  a  key  plijnj 
in  the  region.  Recent  hints  of  openings  i  mi 
both  Iran's  President  Mohammed  Khalnil 
.  and  the  U.  S.  may  be  comparable  to  the  e 
stages  of  the  shift  in  relations  between  WM 
ington  and  Beijing.  To  make  real  progress,  iei 
U.S.  would  have  to  abandon  the  embargo! • 
Iran.  That  might  have  a  bumpy  ride  in  (nl 
gress,  but  it  would  improve  relations  # 
Europe  considerably. 

Trade  politics  are  keeping  the  Europi 
from  following  U.  S.  leadership.  They  are  \ii 
ticularly  irked  by  attempts  to  extend  emlr^ 
goes  against  Cuba  and  Iran  to  non-U.  S  dn- 
panies.  A  shift  on  economic  sanctions  ia( 
gives  Saddam  a  higher  priority  than  Castroi 
"  the  mullahs  would  help  efforts  to  isolate  Lq 
The  U.  S.  could  also  pay  more  attention  to  Turkey.  Clibr 
has  largely  ignored  the  possibilities  it  offers.  If  Washinpr 
tries  to  prop  up  Kurdish  rebels  in  northern  Iraq  to  stejiqE 
pressure  on  Saddam,  for  example,  it  will  need  Ankanti 
stop  hounding  its  own  Kurdish  population. 

If  the  U.  S.  is  to  score  a  real  victory  over  Saddam,  Clinn'f 
diplomacy  needs  rethinking.  It  will  have  to  become  smaei 
than  the  bombs  the  U.  S.  is  threatening  to  drop  on  Iraq 
By  Stan  Crock  in  Washington,  with  John  Rossan 
Rome  and  Neal  Sandler  in  Jerusalem 


GLOBAL  WRAPUP 


TOYOTA  SPORTS  THE  GREEN 

►  Toyota  Motor  Corp.  is  in  a  big  hurry 
to  get  a  jump  on  competitors  in  the 
market  for  green,  environmentally 
friendly,  cars.  It  was  the  first  to  sell  a 
mass-produced  hybrid  car,  powered 
by  electricity  and  gasoline,  launched 
in  December.  Now,  Toyota  president 
Hiroshi  Okuda  is  bragging  he  will 
beat  rivals  with  mass-produced  fuel- 
cell  cars  powered  by  hydrogen, 
though  he  doesn't  specify  when. 

Toyota  engineers  have  a  large  time 
window  in  their  favor.  Mercedes-Benz 
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and  Ford,  in  partnership,  don't  plan  to 
have  such  a  car  on  sale  until  the  mid- 
dle of  the  next  decade.  GM  has  target- 
ed 2005,  while  Chrysler  is  shooting  for 
mass  production  in  2010.  Toyota  is 
working  on  a  hydrogen-powered  ver- 
sion of  its  RAV4  sport  utility  and  al- 
ready has  a  drivable  prototype. 

FRANCE  CLOSES  NUCLEAR  PLANT 

►  France's  long  love  affair  with 
nuclear  energy  finally  is  faltering.  On 
Feb.  2,  the  government  said  it  will 
close  Electricite  de  France's  $4.7  bil- 
lion Superphenix  breeder  reactor.  The 
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decision  redeemed  a  campaign  prom  2 
made  by  the  ruling  Socialist  Party  t< 
win  support  from  environmentalist 
voters. 

The  closure  marks  the  beginning 
a  decisive  shift  in  energy  policy. 
France  currently  generates  75%  of  i 
electricity  from  subsidized  nuclear 
plants.  But  the  government  is  movir 
toward  a  liberalized  electricity  mark 
in  which  nuclear's  role  will  decline 
sharply.  The  move  will  help  to  cut 
France's  budget  deficit  and  is  a  pre- 
cursor to  privatizing  the  edf  state- 
owned  monopoly. 
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COMMENTARY 

By  William  Echikson  with  Ian  Katz 


PELE  VS.  NIKE:  GUESS  WHO  WON'T  SCORE 

(fifa),  are  resisting  Pele's  cleanup. 
The  nonprofit  fifa,  based  in  Zurich, 
is  headed  by  Joao  Havelange,  an  81- 
year-old  Brazilian.  Havelange  has 
criticized  the  Pele  Law,  saying  it 
would  violate  fifa  rules  by  weaken- 
ing the  Brazilian  federation,  which  is 
run  by  Ricardo  Teixeira,  his  son-in- 
law.  Last  year,  Havelange  even 
threatened  to  keep  Brazil  out  of  the 
upcoming  World  Cup  competition. 
LASTING  APPEAL.  Nike  dismisses  the 
Brazilian  soccer  battle  as  irrelevant 
to  its  business  plans.  "Pele  has  be- 
come a  politician,"  says  Keith  Peters, 
Nike's  chief  European 
spokesperson.  "He's  at 
odds  with  our  natural 
partners,  fifa  and  the 
national  associations." 

Politics?  Sure.  And 
probably  personal,  too. 
Pele  charges  that  "Nike 
came  in  and  had  the 
confederation  break  a 
contract"  with  Umbro, 
a  Greenville  (S.  C.) 
sports  equipment  man- 
ufacturer. Pele  remains 
a  spokesman  for  Umbro 
outside  of  Brazil. 

But  no  need  to  dis 
the  man.  Although  it 
has  been  two  decades 
since  Pele,  57,  kicked  a 
professional  goal,  his 
appeal  is  still  powerful. 
Before  signing  him  as  a 
spokesman,  Master- 
Card International  Inc. 
did  research  in  150 
countries  on  sports 
icons.  "Pele  surfaced 
not  only  as  the  most 
popular  among  soccer  stars  but 
among  all  sports  stars,"  says  Mava 
Heffler,  a  Mastercard  senior  vice- 
president. 

Last  year,  Nike  took  heat  when 
worker  activists  accused  it  of  produc- 
ing sneakers  in  foreign  sweatshops. 
Now,  it  has  a  soccer  legend  on  its 
case.  Wonder  what  PR  magic  it's 
planning  for  the  millennium? 

Echikson  writes  about  sports 
business  from  Europe;  Katz  reports 
from  Brazil. 


Sor  the  Chinese,  this  is  the  Year 
I  of  the  Tiger.  For  marketing,  this 

may  be  the  Year  of  the  Bone- 
id:  In  the  beef  industry,  cattlemen 
;  suing  Oprah  Winfrey,  a  woman 

0  could  turn  the  phone  book  into  a 
;t-seller.  In  the  golf  biz,  the  pga  is 
ing  to  keep  Casey  Martin,  a 
>mising  golfer  with  a  bum  leg  and 
)t  of  heart,  off  the  Tour.  And  in 
;  sports  equipment  game,  Nike  is 
tting  heads  with  maybe  the  most 
oved  athlete  ever,  Pele. 
Last  year,  Nike  Inc.'s  marketing 
ic  seemed  impeccable:  To  acceler- 
:  global  growth,  it  targeted  soccer, 
\  world's  most  popular  sport.  And 
typical,  in-your-face  Nike  style, 
;  Beaverton  (Ore.)  company  paid  a 
:ord  $200  million  to  sponsor  the 
azilian  national  squad,  favored  to 

1  its  fifth  World  Cup  this  summer 
France. 

INTED  FUNDS.  But  Nike  now  finds 
slf  in  a  nasty  political  squabble, 
opponent?  Pele,  soccer's  Babe 
th  and  Muhammad  Ali  rolled  into 
i.  In  an  interview  with  business 
:ek,  Pele,  who  is  also  Brazil's 
orts  Minister,  complained  that 
ke  is  forcing  the  national  team  to 
iy  "unnecessary"  exhibition  games 
3  that  its  millions  are  being  si- 
oned  off  into  the  corrupt  coffers  of 


is 


the  Brazilian  Football 
Confederation.  "The 
federation  got  a  lot  of 
money  from  Nike,  but 
no  one  knows  how  it  is 
being  used,"  Pele  says. 
Nike  and  the  federation 
say  the  money  goes  to 
training  the  next  gen- 
eration of  Brazilian 
champions. 

Pele  maintains  that 
sports  in  America  has 
succeeded  because  it 
clean."  His  goal,  he 
says,  is  to  turn  Brazil- 
ian soccer  "into  a  mod- 
ern sport  with  clubs 
run  as  companies,  like 
in  the  United  States." 
As  early  as  Feb.  13,  the  Brazilian 
Senate  is  expected  to  approve  the 
so-called  Pele  Law,  which  would — 
among  other  things — terminate  the 
tax-exempt  status  of  Brazilian  soccer 
clubs  and  force  them  to  share  a  por- 
tion of  broadcast  and  advertising 
revenues  with  players. 

Although  the  legislation  has  no  im- 
pact on  Nike's  agreement  with  the 
Brazilian  national  team,  it  has  drawn 
Nike  into  a  furious  battle.  Its  allies, 
the  Brazilian  Football  Confederation 
and  the  World  Football  Federation 


SHARP  KICKS 


Pele  is  also 
fighting  FIFA, 
which  governs 
international 

soccer 
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E  KIDS  TAKE  OVER 

Dick  DeVos  and  Steve  Van  Andel  try  to  shed  old  baggage 


The  Tarrant  County  Convention 
Center  in  Fort  Worth  was  rocking 
last  September.  Some  10,000 
Amway  Corp.  distributors  were 
on  their  feet,  swaying  to  the  beat  of  a 
Christian  rock  band.  Just  offstage, 
Amway  Chairman  Stephen  A.  Van  An- 
del awaited  the  spotlight.  Reserved  and 
soft-spoken  in  private,  the  lanky,  6- 
foot-6-inch  Van  Andel  was  a 
changed  man  when  he  bounded 
to  the  microphone. 

"Whoop,  whoop,  freedom!" 
he  yelled,  his  fist  pumping  the 
air.  The  crowd  erupted.  Van 
Andel  had  flown  1,500  miles  to 
give  a  15-minute  speech  to  a 
crowd  that  treated  him  like  a 
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rock  star.  To  them,  Steve  Van  Andel 
was  a  crown  prince,  half  of  a  new  team 
that  would  lead  Amway  into  the  next 
century.  "We  have  now  transitioned  to 
the  second  generation  of  the  Amway 
business,"  he  said  to  thunderous  ap- 
plause. "And  it's  the  first  of  many  tran- 
sitions to  come." 

Amway,  the  enigmatic  giant  of 
the  direct-sales  industry,  is  pass- 
ing the  torch.  Over  the  past  two 
years,  in  an  unusual  dual-family 
succession,  co-CEOs  Steve  Van 
Andel  and  Richard  M.  "Dick" 


tf? 

DeVos  Jr.,  both  42,  assumed  contro ; 
Amway  from  their  fathers,  Jay  Van  <\y 
del  and  Richard  M.  "Rich"  DeVos.  '  em 
Andel  and  DeVos  senior  started  ou 
1959  selling  vitamins  from  their  b;  ai 
ments  in  the  tiny  western  Michi 
town  of  Ada.  They  built  Amway  infe 
mass  movement  of  bootstrap  capital 
and  retired  as  billionaires,  leaving  ti 
sons  a  most  unconventional — and 
troversial — empire  to  run. 

For  this  is  no  ordinary  company,  i  < 
way  does  almost  no  advertising  to 
public.  Nor  will  you  find  its  Glif 


1 


The  succession  is  the  latest  cha 


laste  or  SA8  laundry 
ent  on  store  shelves, 
y's  marketing  efforts 
med  squarely  at  the 
s  of  mom-and-pop  dis- 
jrs  to  whom  it  sells 
indreds  of  personal- 
id  household  products 
es. 

keep  that  market 
,  Amway  must  contin- 
•eplenish  its  distribu- 
te. Like  most  direct 
,  it  loses  about  40% 
listributors  each  year, 
ract  new  ones,  Am- 
epends  on  its  biggest 
iutors  to  sponsor  gi- 
rival-meeting  type  ral- 
lose  events  usually  in- 
in  appearance  by  a  Van  Andel  or 
ros — names  revered  throughout 
y.  "I  have  to  do  a  certain  amount 
"  says  a  weary  Steve  Van  Andel 
prepares  for  the  trip  home  from 
Worth.  "Amway  has  to  have  a 
\.nd  it  has  to  be  a  family  face." 
WOES.  But  Amway's  blend  of 
and  hope,"  as  the  twin  missions  of 
acturing  and  motivation  are 
i  inside  the  company,  seems  in- 
lgly  anachronistic.  The  giant  ral- 
jlebrating  family  and  religious 
s  alienate  some  recruits.  And  al- 
i  Amway  says  it  can 
)w  prices  by  eliminat- 
e  middleman,  critics 
liscount  chains  are 
;r. 

t's  not  to  say  Amway 
moneymaker.  Owned 
y  by  the  DeVos  and 
ndel  families,  it  fields 
ly  of  3  million  distrib- 
in  45  countries.  Sales 
tripled  since  1991,  to 
ion  last  year,  thanks 
)id  growth  overseas, 
y  doesn't  report  earn- 
»ut  its  publicly  traded 
es  in  Japan  and  Hong 
earned  a  combined  $295  million 
'enues  of  $2.5  billion  in  the  fiscal 
?nded  Aug.  31.  The  DeVos  and 
ndel  families  own  80%  of  the  two 
nies — a  stake  worth  $3.4  billion, 
the  way  to  achieving  that  size, 
y  also  acquired  something  else:  a 
ition  for  controversy.  Past  scan- 
ave  included  a  federal  pyramid- 
e  investigation  and  fraud  charges 
fit  by  the  Canadian  government, 
now,  there  are  legal  battles  with 
;r  &  Gamble  Co.  over  allegations 
.mway  distributors  spread  rumors 


linking  p&g  to  satanism,  and  with  ex-dis- 
tributors who  lost  money  pursuing  the 
Amway  dream.  Amway  contends  that  it 
has  repeatedly  tried  to  squelch  the  p&g 
rumors  and  that  only  a  tiny  fraction  of 
distributors  leave  disgruntled.  "There 
are  always  going  to  be  those  few,"  says 
Dick  DeVos. 

Amway  has  caused  a  stir  in  the  po- 
litical arena,  as  well.  The  founding  fam- 
ilies are  fervently  conservative,  fer- 
vently Christian,  and  hugely  influential 
in  the  Republican  Party.  Over  the  past 
decade,  Amway  has  been  a  major  GOP 


AMWAY'S  MARCH  AROUND  THE  GLOBE 

SALES  BY  REGION  r_  LATIN  AMERICA  3% 

AS  A  PERCENTAGE 
OF  TOTAL  SALES 


NA:  1987  FIGURES 
FOR  LATIN  AMERICA 
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contributor.  In  1996  it  tried  to  donate 
$1.3  million  to  televise  the  gop  conven- 
tion on  Pat  Robertson's  cable  channel 
but  backed  off  when  Democrats  criti- 
cized the  donation  as  a  ploy  to  avoid 
campaign-finance  restrictions. 

Now,  it's  up  to  the  eldest  sons  of  the 
founders  to  reconcile  a  small-town  en- 
trepreneurial legacy  with  the  realities  of 
running  a  $7  billion  global  business  and 
one  of  the  nation's  largest  privately  held 
companies.  Steve  Van  Andel  and  Dick 
DeVos,  who  serve  as  chairman  and  pres- 
ident, respectively,  are  fiercely  proud  of 


IN  THE  BEGINNING 

Jay  Van  Andel,  left, 
was  the  organizational 
mastermind  behind 
Amway,  while  Rich 
DeVos  was  the 
golden-throated 
motivational  speaker 

their  fathers,  who  are  im- 
mortalized in  life-size  bronze 
statues  in  the  lobby  of 
Amway's  sprawling  head- 
quarters. But  the  new  lead- 
ers face  challenges  their  fa- 
thers never  knew,  including 
intense  family  pressures. 

And  unlike  their  fathers,  the  new 
leaders  harbor  ambitions  outside 
Amway.  Both  have  hinted  they  won't 
spend  the  rest  of  their  careers  in  the 
business.  While  Steve  Van  Andel  is 
vague  about  his  plans,  Dick  DeVos  has 
made  no  secret  of  his  hope  to  run  for 
political  office,  possibly  a  U.  S.  Senate 
seat.  Amway  insiders  believe  that  the 
co-leaders  could  pass  the  baton  to  their 
younger  brothers,  Douglas  L.  DeVos, 
33,  head  of  Amway  North  America,  and 
David  Van  Andel,  38,  who  runs  Euro- 
pean operations,  within  a 
decade. 

As  long  as  the  founders 
are  alive,  the  company  is 
sure  to  be  headed  by  family 
members.  Amway  declines 
to  say  which  family  mem- 
bers control  the  stock,  but 
whatever  the  distribution, 
Rich  DeVos,  73,  who's  re- 
covering from  a  heart  trans- 
plant, and  Jay  Van  Andel, 
75,  battling  Parkinson's  dis- 
ease, continue  to  wield  great 
power.  Both  have  long  re- 
jected the  idea  of  taking 
Amway  public  or  hiring  out- 
siders to  inn  it.  "Rich  and  I  built  and 
nurtured  a  partnership  with  distribu- 
tors, and  it's  important  to  maintain  that 
trust,"  says  Van  Andel. 

The  founders  made  it  clear  that  their 
eldest  sons  would  eventually  succeed 
them,  although  Dick  DeVos  and  Steve 
Van  Andel  say  they  weren't  obliged  to 
do  so.  Dick  put  in  15  years  with  the 
company  after  college,  but  struck  out 
on  his  own  in  1989  to  start  a  venture- 
capital  firm  and  pursue  a  career  in  pol- 
itics. In  1990,  he  flirted  with  a  run  for 
the  U.S.  Senate.  He  returned  in  1993 


)  Saga  of  one  of  America's  strangest  corporate  cultures 
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after  his  father  had  a  debilitating  heart 
attack,  though  he  stresses  that  he  did  so 
voluntarily.  "We've  all  chosen  our  paths 
to  Amway,"  he  says  carefully.  "We  have 
chosen  it.  That's  very  important." 

It  was  different  for  Steve  Van  Andel, 
who  joined  Amway  after  college  and 
never  left.  He  decided  that  he  preferred 
the  close-knit  Amway  culture  to  other 
companies  he  was  exposed  to  as  a  busi- 
ness student.  "I  realized  that  every 
business  isn't  like  Amway,"  he  says. 

While  Amway  has  traditionally  been 
guarded  with  outsiders,  this  new  gen- 
eration has  begun  to  open  up.  And  for 
good  reason.  If  the  new  leaders  want  to 
make  their  mark  in  business  and  poli- 
tics, it  is  crucial  to  project  a  new  image 
for  Amway.  "Amway  has  been  contro- 
versial. I  won't  deny  that,"  says  Dick 
DeVos.  "There  have  been  bumps  in  the 
road,  and  we've  made  our  mistakes 
along  the  way."  That  period,  he  says,  is 
history.  "We're  looking  at  a  new  Amway, 
a  new  generation  of  leadership." 

In  many  ways,  the  "new  Amway"  re- 
ally is  different.  When  it  started, 
Amway  was  a  direct-sales  pioneer,  but 
today  it  faces  scores  of  competitors.  And 
Amway  is  decidedly  global.  Today,  some 
70%  of  its  distributors  are  outside  North 
America,  and  the  Amway  sales  force  of 
1.2  million  in  Japan  easily  outnumbers 
that  in  the  U.  S.,  at  750,000. 
Analysts  believe  earnings  in 
the  Asia-Pacific  subsidiary 
could  fall  by  half  this  year 
because  of  the  region's  eco- 
nomic woes,  but  Van  Andel 
says  Amway  will  ride  out  the 
stonn.  Overseas  expansion  re- 
mains a  cornerstone  of  the 
company's  strategy. 
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Internally,  the  business  has  changed, 
too.  While  the  founders  had  only  them- 
selves to  answer  to,  Amway's  new  lead- 
ers report  to  a  board  consisting  of  their 
fathers  and  six  siblings.  Although  all 
proclaim  support  for  Dick  DeVos  and 
Steve  Van  Andel,  it's  clear  there  has 
been  tension.  When 
Dick  was  named  presi- 
dent, his  brother  Daniel, 
39,  did  not  hide  his  dis- 
appointment. "There 
were  clearly  some  hard 
feelings,  but  Dan  has 
moved  on  with  his  life," 
says  William  Nicholson, 
a  former  Amway  exec 
and  one  of  two  outside 
advisers  to  the  board. 
Dan,  who  left  his  job  at 
Amway  when  Dick  was 
anointed,  denies  that  he 
felt  any  resentment.  "I 
was  not  prepared  to  be 
president,"  he  says. 
"There  were  better  options 
came  up  with  them." 

Steering  further  change  at  a  company 
as  tradition-bound  as  Amway  won't  be 
easy.  The  company  still  operates  on  the 
system  the  founders  created  in  the 
1950s.  Jay  Van  Andel  built  Amway's 
elaborate  bonus  system  while  Rich  De- 
Vos charged  up  the  troops  with 


NOT  SOLD 

"You  become  a 
motivation 
addict,"  says 
ex-distributor 
Ashley  Wilkes 


a  message  of  Chr 
tian  beliefs  ai 
rock-ribbed  conse 
vatism.  "Rich  w 
the  seller,  and  J: 
kept  his  eyes 
the  books.  Thi 
made  a  great  pai 
says  former  Pre: 
dent  Gerald  Ford, 
confidant  of  the  Amw; 


THE  AMWAY  MACHINE 

Distributors  selling  cleaners, 
soaps,  and  vitamins  door-to- 
door  around  the  globe  have 
powered  rapid  growth  at  the 
privately  held  company 
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we 


long-time 
founders. 

The  lives  of  the  Amway  sons  ha' 
been  intertwined  since  childhood.  T 
two  families  lived  next  door  to  eai 
other  in  Ada,  where  the  dominant  coi 
munity  institution  is  the  Dutch  Christi; 
Reformed  church.  When  Rich  DeV 
organized  touch  football  games,  bo 
families  joined  in.  When  Jay  Van  Anc 
took  his  clan  skiing,  the  DeVos  kii 
came,  too.  Dick  and  Steve  attend 
Amway  rallies  on  Saturdays  and  swe 
the  basement  offices  after  school 

Their  long  association  shows.  The  ( 
CEOs  are  given  to  finishing  one  anothe 
sentences  and  defer  to  one  another 
public.  Both  wear  conservative  busine 
attire  at  all  times  on  the  job — ev 
when  dishing  out  hot  dogs  at  the  coi 
pany  picnic.  DeVos,  wi 
a  politician's  practici 
ease  and  reflexive  smi 
is  more  outgoing.  Vi 
Andel  is  an  intent  li 
tener  who  admits 
needed  profession 
coaching  to  master  pu 
lie  speaking.  When  th 
talk  about  Amw; 
though,  they  present 
united  front.  " 
essence,  Dick  and 
speak  as  one  persor 
says  Van  Andel.  "Wh 
we  make  a  decision,  t 
decision  is  the  two  of 
making  it." 
Their  early  years  with  the  compa 
were  shaped  by  controversy.  In  19' 
the  Federal  Trade  Commission  conclu 
ed  a  lengthy  investigation  by  ruling  tr, 
Amway  was  not  an  illegal  pyram 
scheme  as  charged — because  its  distri ' 
utors  sold  some  products  to  the  pub 
and  not  just  to  one  another.  The  Fi 
however,  ordered  Amway  to  stop  s<Se 
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"Now,  because  of  Amway,  I  don't 
drink  beer,  I  don't  curse,  and  I 
admire  other  people's  success" 
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Half-Page  FSI  Ad 


you're  a  marketer  hungry  for  case 
Bment,  new  research  on  Free-Standing 
rts  (FSIs)  is  worth  chewing  on. 
se  in  point:  cereal.  Right  out  of  the 

full-page  FSIs  deliver  16%  more 
mptions  than  half-page  FSIs.  They 

pour  out  23%  more  new  users. 
:h  in  turn  dramatically  feeds  sales. 


In  case  after  case, 
ull-page  FSIs  move  more  cases. 


Impressive  findings  on  other  packaged 
goods  categories  are  on  their  way.  Just 
call  the  FSI  Council  at  (888)  FSI-0881 
for  more  information. 

Whether  you're  marketing  cereal  or 
any  other  packaged  goods,  full-page 
FSIs  make  a  strong  case  for  building 
brand  sales. 


fsi@amctec.com 


FSI  Coupons.  Rediscover  what  they're  worth. 


COUNCIL 

OF  NORTH  AMIRICA.  INC 


©1997  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today9  are  either  registered  trademarks 
or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


From:  New  Microsoft  Project  98 
Date:  Wednesday,  4:45  p.m. 
To:  Planning  Committee 
Re:  One  more  little  thing... 


Your  plan  is  perfect.  You're  in  total  control.  Then  all  these. ..things. ..start  happening. 
That's  why  the  new  Microsoft1  Project  98  was  built  with  a  start-to-finish  obsession 
about  details.  About  scheduling.  Staffing.  Costs.  The  drill-down  details  that  let  you 
know  what's  happening  and  what's  going  to  happen  to  your  plan,  your  budget,  and 
your  due  date.  That's  a  complex  job:  Microsoft  Project  98  makes  it  easy.  You  can 
go  from  an  overview  t(       smallest  detail  in  a  couple  of  clicks,  planning  and  tracking 
work  on  a  daily,  weekly,  or  monthly  basis.  It's  integrated  with  Microsoft  Office  97 
and  the  Internet,  so  your  documentation  and  communications  are  right  there,  from 
the  kickoff  memo  to  urgent  e-mails.  So  while  you've  still  got  the  time,  check  out 
the  details  at  vvww.microsoft.com/project/. 
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in  they  appear. 
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Where  do  you  want  to  go  today?"  www.microsoft.com/project/ 
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ting  prices  at  which  distrib- 
utors sold  products.  In  1983, 
Amway  pleaded  guilty  to 
avoiding  duties  in  Canada  by 
undervaluing  exports  there 
and  paid  $50  million  to  settle 
the  charges.  In  1989,  Amway 
teamed  up  with  investor  Ir- 
win L.  Jacobs  to  launch  a 
$2.1 -billion  bid  for  rival  Avon  Products 
Inc.,  only  to  retreat  when  Avon  fought 
the  deal. 

TOUGH  SLOG.  Much  of  the  controversy 
has  stemmed  from  Amway's  distributor 
system.  The  legions  of  independent  sales 
reps  give  the  company  great  reach  at 
minimal  cost.  But  as  independent  con- 
tractors, they  are  subject  to  only  limit- 
ed oversight.  "We  are  far  more  vulner- 
able than  any  company  because  of  our 
[open-door]  policy  and  the  low  cost  of 
entry,"  Dick  DeVos  says.  Managing 
those  distributors — recruiting,  exhort- 
ing, and  attempting  to  hold  them  in 
check — remains  a  huge  part  of  DeVos' 
and  Van  Andel's  job. 

And  it's  not  easy,  given  the  inevitable 
disappointment  of  many  distributors. 
Despite  the  millionaires  whose  lavish 
houses  and  fancy  cars  are  featured  at 
rallies,  few  people  make  big  money  in 


The  average  U.S.  distributor 
grosses  $88  a  month.  The  real 
money  comes  from  recruiting 


Amway.  The  average  monthly 
gross  income  before  expenses  for  U.  S. 
distributors  is  just  $88,  according  to  the 
company,  which  says  that  most  work  at 
Amway  part-time. 

Amway  distributors  earn  profits  on 
sales  and  bonuses,  but  they  make  more 
money  from  their  recruits.  As  a  multi- 
level marketer,  Amway  has  several  lev- 
els of  distributorship.  Sales  people  climb 
the  ladder  by  bringing  in  recruits,  which 
gives  them  a  cut  of  everything  that 
then-  "downline"  distributors  earn. 
Some  ex-distributors  say  they 
were  pressured  by  their  upline 
sponsors  to  recruit,  but  that  lit- 
tle emphasis  was  placed  on  sell- 
ing products.  Amway  says  that 
distributors  are  required  to 
make  10  sales  to  the  public 
each  month,  but  admits  it  has 
no  way  of  checking  that, 
^ven  for  good  recruiters, 


POLITICAL  AMBITIONS 

Rich  DeVos,  with  the  Doles  at  an 
NBA  game,  is  a  major  GOP 
donor.  Son  Dick,  now  an  author, 
has  mulled  a  run  for  office 


the  going  is  tough.  To  make  $25,000  a 
year,  a  distributor  needs  70  recruits, 
each  generating  $200  in  sales  a  month. 
Only  one  of  every  100  distributors  does 
that  well.  But,  Dick  DeVos  says,  the 
opportunity  is  there,  and  at  little  risk. 
An  Amway  starter  kit  is  only  $151  and 
comes  with  a  money-back  guarantee. 


"We're  giving  you  the  materials 
need,  in  a  way  that's  effective  and  bi| 
nesslike,"  he  says.  "After  that,  it's 
tally  up  to  you." 

A  few  distributors  succeed  spect-: 
ularly  and  may  oversee  sales  organiB 
tions  numbering  in  the  tens  of  th  I 
sands  of  people.  "How  much  money  y.( 
I  make?  It's  in  the  millions,"  says  1 1 
Britt,  a  former  city  manager  in  Golfli 
boro,   N.C.,  and  one  of  AmwaH 
biggest  distributors.  A  lot  of  til 
comes  from  his  cut  of  the  sales  mi»i 
by  his  massive  downline,  but  a  ■ 
chunk  has  nothing  m 
do  with  AmvB 
soap  or  shampo: 
Amway  depends  I 
superdistributfS 
such   as  Britt 
fill  the  ranks  as 
tributors  drop 
To  do  that,  the 
guns  have  develoj 
I  lucrative  parallel  bi 
I  nesses  selling  moti 
tional  tapes,  books, 
seminars. 

The  Fort  Worth  ri 
shows  the  complex  r<H 
tionship  between  Amv§§3 
and  its  big  distributors.  B  p 
organized  the  three-day  ev( 
which  drew  distributors 
Louisiana,  Mississippi,  Tex 
and  Mexico,  and  used  it 
chance  to  sell  books  and  taj 
Amway  wasn't  a  sponsor 
didn't  approve  the  content, 
it  did  send  Steve  Van  Ar 
to  speak. 

According  to  a  class  act 
settled  last  year,  Britt  conti 
at  least  seven  corporations 
produce  motivational  mat 
als,  while  Dexter  Yager  J 
megadistributor  in  Charlo T 
N.  C,  heads  10  companies  til 
churn  out  such  books 
tapes  as  /  Wanna  Be  My  C\l 
Boss,  How?  You  Work  Your  Guts  (jj 
and  //  You  Stay  In,  You'll  Make  It. 
suit  alleged  that  the  big  distributors 
erced  their  downline  into  attending 
lies  and  buying  their  materials.  As  r> 
of  the  settlement,  distributors  were 
dered  to  give  notice  that  such  pure! 
es  are  optional  and  to  guarantee 
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who's  the  only 
Big  Six  firm 
on  FORTUNE 
nagazine's  list  of  the 
(00  Best  Companies 
to  Work  for 
in  America? 


the  answer  is 


Deloitte  & 
Touche 


©1998  Deloitte  8  Touche  LLP  and  Deloitte  &  Touche  Consulting  Group  LLC.  Deloitte  8  Touche  refers 
to  Deloitte  8  Touche  LLP,  Deloitte  8  Touche  Consulting  Group  LLC  and  related  entities. 

www.us.deloitte.com 
www.dtcg.com 


Windows  NT"  is  indeed 
a  wave  sweeping  the 
world.  And  no  one 
has  more  experience 
with  NT  than  Compaq. 
Today,  we  have  more 
than  twice  as  many  servers  running  NT  as  any  other  computer 
company.  And  in  less  than  twelve  months'  time,  we've  become  the 
largest  provider  of  NT  workstations.  From  desktops  to  workstations  to 
servers  and  beyond,  Compaq  is  quickly  becoming  the  NT  choice  for 
corporations  and  individuals  alike.  Our  partnership  with  Microsoft  has 
optimized  NT  performance  on  our  products,  allowing  our  customers 
to  reduce  cost  and  risk  simultaneously.  What  else  would  you  expect 
from  the  world's  leading  provider  of  computers?  www.compaq.com 
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funds.  Amway  says  it  will  suspend  dis- 
tributors who  break  those  rules. 

For  some,  Amway  becomes  a  way 
of  life.  Seven  years  ago,  Raj  Shah,  37, 
quit  his  job  as  a  software  engineer  in 
Troy,  Mich.,  to  become  a  distributor. 
He  says  he  now  earns  $300,000  a  year 
and  is  a  better  person.  "Now,  because 
of  Amway,  I  don't  drink  beer,  I  don't 
curse,  and  I  admire  other  people's  suc- 
cess," he  says.  Shah  listens  to  motiva- 
tional tapes  every  day,  most  of  which 
he  buys  from  Britt. 

Shah  is  a  believer,  but  some  ex-dis- 
tributors say  they  were  pressured  into 
buying  an  endless  stream  of  such  ma- 
terials. "I  lost  $15,000  in  four  years 
buying  the  tapes,  traveling  to  semi- 
nars, staying  in  hotels,"  says  Ashley 
Wilkes,  51,  a  photographer  in  Sunrise, 
Minn.  "They  manipulate  you.  You  be- 
come a  motivation  addict."  He  quit 
Amway  in  1994  and  blames  pressure 
from  his  upline  distributors  for  the 
breakup  of  his  marriage.  His  ex-wife, 
Trade  Myers,  still  a  distributor,  dis- 
putes that.  "The  business  can  be  prof- 
itable, but  there  are  more  benefits  than 
just  money,"  she  says. 
POLO  AND  POLITICS.  Amway  faces  a 
stronger  adversary  in  P&G,  which  has 
filed  federal  suits  in  Utah  and  Texas  al- 
leging that  Amway  distributors  defamed 
it  by  spreading  false  rumors  of  satanism 
within  p&g  on  Amvox,  the  voice-mail 
system  used  by  distributors.  Amway 
says  it  can't  control  messages  on  Amvox 
and  that  it  has  debunked  the  rumor  in 
its  in-house  magazine  and  in  memos  to 
distributors.  The  suits  also  revive 
charges  that  Amway  runs  a  pyramid 
scheme,  p&g  contends  in  court  pa- 
pers that  82%  of  Amway  products 
are  consumed  by  distributors  them- 
selves, creating  an  artificial  mar- 
ket and  unfair  competition,  p&g 


new  territories  by  holding  rallies  and 
signing  up  recruits. 

With  operations  in  so  many  markets, 
it's  no  longer  possible  to  divide  the  busi- 
ness as  neatly  as  their  fathers  did — be- 
tween the  outside  and  inside.  Instead, 
the  co-ceos  have  divided  up  territories, 
with  Dick  as  chairman  of  Amway 
(Japan)  Ltd.  and  Steve  as  chairman  of 
Amway  Asia  Pacific.  Half  of  the  senior 
management  team  reports  to  Van  An- 
del,  the  other  half  to  DeVos. 

But  in  other  ways,  the  two  are  hew- 
ing closely  to  the  traditions  set  by 
their  fathers.  Dick  recently  wrote  Re- 
discovering American  Values,  pat- 
terned after  his  father's  onetime  best- 
seller, Believe.  Steve  has  joined  the 
board  of  the  U.  S.  Chamber  of  Com- 
merce, an  organization  his  father  once 
led.  Like  their  fathers,  both  are  avid 
sportsmen.  Dick  once  ran  his  father's 
pro  basketball  team,  the  Orlando  Mag- 


many  more 
distributors  ii 
Japan  than  it 
does  in  the  U 


Asia  is  the  fastest-growing  market 
the  company  whose  name  is  a 
contraction  of  "American  way" 


accuses  Amway  of  defamation,  fraud, 
and  racketeering,  and  seeks  unspecified 
punitive  and  compensatory  damages. 
Amway  denies  the  charges  and  argues 
that  p&g  is  simply  trying  to  squash  a 
growing  rival. 

Keeping  its  big  distributors  within 
bounds  is  an  especially  delicate  task 
these  days.  With  overseas  growth  cru- 
cial, Dick  DeVos  and  Steve  Van  Andel 
depend  on  those  distributors  to  open 


ic,  and  he  races  yachts.  Steve  breeds 
horses  on  his  100-acre  Michigan  farm 
and  plays  polo. 

They  have  also  perpetuated  the 
Amway  tradition  of  political  involve- 
ment, which  dates  from  the  FTC  case. 
Government,  Rich  DeVos  says,  "has  the 
power  to  sink  you,  destroy  you — and 
you  better  pay  attention."  According  to 
a  business  week  analysis  of  campaign 
contributions,  Amway,  along  with  the 


founding  families  NOT  FOREIGN 
and  some  top  dis-  —»"-«■ 

tributors,  has  do-  Amwayhas 

nated  at  least  $7 
million    to  GOP 
causes  over  the 
past  decade.  Last 
year,  Rich  DeVos 
and  his  wife,  He- 
len, gave  $1  mil- 
lion to  the  Republican  National  ClMs 
mittee,  the  second-largest  soft-mo:  j 
donation  ever,  behind  Amway^s  1994 
of  $2.5  million  to  the  rnc. 

What   does   Amway  get  for 
largesse?  "You  buy  access  to  the 
where  at  least  you  can  be  heard,"  s  M 
Rich  DeVos.  Issues  Amway  has  !|J 
cessfully  backed  include  most-favo] 
nation  status  for  China  and  a  provii 
in  the  1997  tax  bill  concerning  pas: 
foreign  investment  companies  that  sa 
it  from  having  to  build  plants  in  Ja] 
Dick  DeVos  says  Amwa; 
committed  to  its  politicals 
volvement.  "We  are  not 
ing  to  run  away  and  hide 
the  issues,"  he  says. 

Can  this  new  generatfe 
bring  Amway  the  respec  i 
craves?  Amway  continue ;  I 
attract  controversy,  and  I 
DeVos  and  Steve  Van  Andel  have  ye  I 
prove  that  they  have  the  grit  that  I 
abled  their  fathers  to  build  an  emf 
But  along  with  corner  offices,  the  i 
leaders  inherited  their  dads'  unflagjl 
optimism.  "I  actually  think  the  op]  I 
tunity  for  Amway  is  better  now  thai  * 
the  1960s,"  says  Steve  Van  Andel.  >  | 
he  and  Dick  DeVos  have  to  prove  ij 

By  Bill  Vlasic  in  Ada,  Mich., 
Mary  Beth  Regan  in  Washington 
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We  started  with  a  clean 
sheet  of  pavement. 


The  All  New  Chrysler  Concorde,  To  be  certain,  the  new  Concorde  stands  as  an  exhilar.m 

Well-equipped  from  $21,855*  tament  of  our  engineers'  relentless  commitment  toil 

There  are  a  lot  of  words  that  can  be  used  to  describe  the  all-new  engineering  and  design.  For  starters,  Concorde's  ne\g 

Chrysler  Concorde. "Pedestrian"  is  definitely  not  one  of  them.  tion,  lighter-weight,  all-aluminum  engine  not  only  Q 


Once  again,  we've 
successfully  avoided 
the  pedestrian. 


'Base  MSRP  (Concorde  LX)  includes  destination,  excludes  tax.  Wheels  shown,  extra  '•Comparison  of  1997  MY  33  liter  engine  to  1 998  MY  2.7  liter  engine  (LX  model).  1998  MY  EPA  est.  mpg:  (LX  model)  21  city,  30  hwy. 

percent  more  horsepower  but  it  also  manages  to  vanced  technology  with  Concorde's  unique  design  and  you 

sent  more  fuel  efficient.'"And  its  four-wheel  inde-  have  an  automobile  that's  as  far  from  pedestrian  as  an  automobile 

During  suspension  has  been  thoroughly  refined  to  can  be.  To  learn  more  about  the  all-new  Chrysler  Concorde,  you 

'en  more  precise  handling.  Combine  this  sort  of  ad-  can  contact  us  at  www.chryslercars.com  or  1.800. CHRYSLER. 


:ience  &  Technology 


MCINE 


REVOLUTION 
I  PAIN  RELIEF? 

3\v  class  of  breakthrough  drugs  is  on  the  way 


try  E.  Stahl  had  tried  just  about 
verything.  The  52-year-old  retired 
Chicago  truck  driver  has  suffered 
;ars  with  osteoarthritis,  barely  able 
it  out  of  bed  some  mornings  be- 

of  debilitating  pain.  He's  sampled 
it  of  prescription  and  over-the- 
er  painkillers  but  found  little  relief. 
,  two  years  ago,  Stahl  signed  up  to 
:ipate  in  trials  of  a  new  painkiller- 
Merck  &  Co.  The  treatment  eased 
ain  and  stiffness  without  upsetting 
tomach,  as  some  other  medicines 
'I  was  suffering,"  he  recalls,  "and 
nade  a  real  difference." 
e  drug  is  one  of  a  potentially  rev- 
mary  new  class  of  painkillers  that 
:sses  the  agony  of  the  40  million 
•icans  with  arthritis  and  countless 

with  other  painful  ailments.  A 
>er  of  pharmaceutical  heavy- 
its — with  Monsanto's 
Searle  &  Co.  unit  in 
ead — are  racing  to 
op  their  own  ver 
of  the  new 
5,  called  cox-2 
itors.  The  first 
;hem  could 

the  market 
early 

A 
report 


from  Morgan  Stanley,  Dean  Witter  Eq- 
uity Research  figures  cox-2  sales  of  the 
Searle  and  Merck  drugs  could  hit  $5 
billion  five  years  after  they  are 
launched.  And  revenue  could  go  higher 
if  research  into  their  use  against 
Alzheimer's  and  cancer  proves  success- 
ful. "This  class  has  'breakthrough'  writ- 
ten all  over  it,"  says  Stephen  S.  Tang, 
national  director  of  A.  T.  Kearney  Inc.'s 
pharmaceutical  consulting  practice. 

The  cox-2  in- 
hibitors have  a  big 
advantage  over  ex- 
isting pain  treat- 
ments: They  are  far 
less  likely  to  produce 
the  serious  stomach 
disorders  that  cause 
16,500  deaths  and 
107,000  hospitaliza- 


HERE  COME  THE  NEW 
PAINKILLERS 

Some  big  drug  companies  are 
pushing  a  new  class  of  painkillers 
called  COX-2  inhibitors 


tions  in  the  U.  S.  every  year.  That  could 
give  them  a  critical  edge  over  aspirin, 
Advil,  and  such  prescription  drugs  as 
SmithKline  Beecham's  Relafen  and 
American  Home  Products'  Lodine  XL. 
Analysts  say  the  new  drugs  could  large- 
ly displace  the  existing  prescription  prod- 
ucts, which  now  generate  $2  billion  in 
annual  sales,  according  to  market  re- 
search firm  ims  America  Ltd.  SmithKline 
and  American  Home  say  their-  products 
have  excellent  safety  records  and  that 
it  is  too  early  to  speculate  on  the  im- 
pact of  the  cox-2  drugs  on  their  busi- 
ness. But  Dr.  Thomas  J.  Schnitzer,  who  is 
running  clinical  trials  of  Merck's  and 
Searle's  cox-2  drugs  at  Northwestern 
University,  says,  "I  think  the  existing 
prescription  nonsteroidal  anti-inflamma- 
tory drugs  will  be  wiped  out." 
UPSET  STOMACHS.  The  search  for  COX-2 
drugs  grew  out  of  a  new  understanding 
of  how  pain  signals  are  received.  Scien- 
tists had  long  believed  that  so-called 
nonsteroidal  anti-inflammatory  drugs,  or 
nsaids — the  class 
that  includes  as- 
pirin, Advil,  Aleve, 
and  others — work 
by  blocking  the  ac- 
tion of  a  single  en- 
zyme called  cyclo- 
oxygenase,  or  cox. 
The  cox  enzyme 
produces  messen- 
gers, called  prosta- 
glandins, that  talk 


G.D.  SEARLE  In  final  clinical 
trials.  Plans  to  file  with  the  FDA 
for  marketing  approval  in  the  sec 

ond_half_of_1998_-   to  cells, 'triggering 

MERCK  |n  final  trials.  Hopes  to"file"    Pain  and  swelling 
several  applications  for  worldwide 
approval  in  late  1998. 

JOHNSON  &  JOHNSON  Reached 
agreement  to  license  a  COX-2  drug 
from  a  Japanese  company  in  Octo- 
ber. Now  in  final  clinical  trials. 


BRISTOL-MYERS  SQUIBB  |n  first 
phase  of  clinical  trials. 

GLAXO  WELLCOME  I  n  fi rst  phase 
of  clinical  trials. 


ARTHRITIS: 

A  boon  for 
sufferers 


when  prompted  by 
injury  to  the  joints. 
By  inhibiting  the 
action  of  the  cox 
enzyme,  the  non- 
steroidal drugs  re- 
duce pain  and 
inflammation. 

But  in  the  early 
1990s,  researchers 
realized  that  the 
pain  mechanism 
isn't  all  that  simple. 
Scientists  had  found  there  are  actually 
two  cox  enzymes,  cox-i  is  present  all 
the  time  and  has  other  functions,  such 
as  helping  to  maintain  the  lining  of 
the  stomach.  But  cox-2  seems  to  rear 
up  most  often  at  the  site  of  pain  and  in- 
flammation. Current  anti-inflammatory 
drugs  inhibit  both  enzymes,  relieving 
pain  but  sometimes  causing  stomach  ir- 
ritation and  bleeding.  With  the  discovery 
of  cox-2,  researchers  raced  to  find  com- 
pounds that  would  leave  cox-i,  and  the 
stomach,  virtually  untouched. 

For  Searle  and  Merck,  the  stakes 
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Are  inefficiency  and  out-of-control 
computing  costs  sinking  your 
company's  budget?  According  to 
market  research  firm  IDC,  the 
total  cost  of  ownership  of  a  PC  is 
as  much  as  $14,000  or  more  per 
year.  And  lower  PC  prices  don't  help 
much,  because  most  of  that  cost  is 
in  the  labor  needed  to  upgrade  PC 
software,  back  up  desktop  data,  and 
everything  else  necessary  to  keep 
PCs  running.  But  there's  a  way  to 
eliminate  most  of  that  labor,  and 
make  your  PC  network  much 
more  reliable,  all  at  the  same  time. 
Simply  add  the  Oracle  application 


and  database  server  software  to 
your  network.  You'll  never 
upgrade  another  desktop  applica- 
tion package  again.  And  you'll 
never  back  up  another  PC  hard 
drive  either.  Because  all  of  your 
software  and  data  are  safely  stored 
on  a  few  professionally  managed 
network  servers.  That's  why  it's 
called  network  computing.  Let  us 
show  you  how  it  can  lower  your 
overall  computing  costs  by  at  least 
39%,  across  the  board. 
Find  out  mure.  Visit  nc.oracle.com 
or  call  1-800-633-0821,  ext.  12359. 

ORACLG9 

Enabling  the  Information  Age" 


How  will  you  make 
a  profit  tomorrow? 


%  At  Bookstores  L*-*~~~ 


KNOW  THE  THREAT 

Only  those  business  leaders  who 
anticipate  shifting  customer  priorities 
and  adapt  their  business  designs 
in  response  deliver  sustained 
value  growth  to  shareholders. 


Harvard  Busine! 


Available  from 

s  School  Pre>s 


Visit  our  Web  site  at  www.randomhouse.com 


CREATE  THE  SOLUTION 

The  groundbreaking  guide  that  deciphers 

the  strategies  of  today's  profit  giants  to  show  you  how 

to  reach  tomorrow's  profits  ahead  of  the  competition. 

"For  all  managers,  The  Profit  Zone 
provides  insights  and  lessons  aplenty.... 
It  makes  practical  and  usable 
some  compelling  theories  for  how  to 
win  in  today's  marketplace." 

—  BusinessWeek 

For  more  information  on  strategies  for  sustained  profit 
and  value  growth,  call  Mercer  Management  Consulting 
at  1-800-500-4737  http://www.mercermc.com 


Child-proof  caps  protect 
those  who  can't  read. 

Medicine  labels  protect 
those  who  can. 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know. 
It's  the  first  step  to  getting  better. 


A  message  from  the 

Council  on  Family  Health 

A  public  service  by  the  manufacturers  of  medicine 


couldn't  be  higher.  Between  2000 
2005,  Merck  will  see  patents  expire  oa 
handful  of  big  drugs  that  repres t 
$5  billion  in  U.  S.  sales.  Competitn 
from  generic  versions  will  rapidly  ere 
sales,  so  Merck  needs  a  steady  stren 
of  new  products  to  maintain  its  douh- 
digit  growth  rate.  For  Searle,  a  loj$ 
time  also-ran  in  the  drug  industry,^ 
cox-2  drug  comes  just  as  the  com,,- 
ny's  fortunes  are  beginning  to  tufe 
Searle's  president  of  research  and  js- 
velopment,  Philip  Needleman,  is  onAj 
the  first  scientists  to  discover  cox-2  i| 
has  led  what  he  calls  "a  full-court  pre" 
to  bring  the  drug  to  market.  "This  ccd 
transform  the  whole  company,"  he  sm " 
BRAWL.  Early  clinical  testing  for  Met 
and  Searle  was  promising.  Now,  Se^e 
is  in  the  final  phase  of  human  trial; )i 
the  drug  for  use  in  treating 
teoarthritis  and  rheumatoid  arthris. 
Merck  is  finishing  its  own  trials  for  te 
treatment  of  osteoarthritis  and  pa, 
with  trials  still  under  way  for  the  dr/s 
use  in  rheumatoid  arthritis.  Searle  hons 
to  lile  for  marketing  approval  with  ■ 
Food  &  Drug  Achriinistration  in  the  p 
ond  half  of  this  year,  and  Merck  is  <- 
pected  to  file  by  yearend. 

But  the  cox-2  inhibitors  may  be  hp- . 
ful  against  more  lethal  diseases  tjijt 
arthritis.  A  study  just  published  in  ie 
medical  journal  Cancer  Research  rept? 
that  the  compound  suppressed  the  iji- 
dence  of  colon  tumors  in  mice  injetid 
with  cancer  cells  by  93%.  Other  stuos 
have  found  that  brain  tissues  of  patifts 
with  Alzheimer's  disease  often  have  m 
vated  levels  of  cox-2.  The  role  of  COX-B 
these  diseases  is  not  understood,  butlL 
entists  theorize  that  inflammation  stiu- 
lated  by  the  enzyme  may  be  a  contru> 
tor  to  the  development  of  both  illnestet 

That  sort  of  promise  is  fueling  a  In 
hind-the-scenes  brawl  between  M(ii: 
and  Searle.  Last  year,  Searle  arguei 
the  U.  S.  Patent*  &  Trademark  01 
(pto)  that  Merck's  cox-2  drug  is  pai  ■ 
a  class  of  compounds  for  which  Se  ■ 
should  have  patent  protection.  M<  1 
General  Counsel  Mary  M.  McDoi  I 
says  the  company  is  confident  the  pa  I 
on  its  cox-2  drug  will  not  overlap  i  o 
Searle's  patent  rights,  but  it  may  1  I 
years  for  the  patent  fight  to  wort  I 
way  through  the  pto  and  the  courts  I 

The  fight  for  market  share  wil  I 
far  more  immediate.  If  the  drugs  Hi 
launched  in  1999  as  expected,  Sett 
and  Merck  will  be  sure  to  mount  r» " 
sive  marketing  blitzes.  It  won't  « 
hard  sell,  though,  to  chronic  pain  vicptp 
like  Larry  Stahl. 

By  Amy  Barrett  in  Rahway, 
and  Richard  A.  Melcher  in  Skokiei 
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^velopments  to  Watch 


D  BY  CATHERINE  ARNST 


G  POISON 
A  SNAKES 
fYMIE  CANCER 

5ADLY  VIPER  GOT  A  BAD 

•om  all  those  Tarzan 
3  where  it  played  the 
uy.  But  maybe  that 
fair.  It  seems  the  ven- 
Macmahon's  viper,  a 
t  found  in  Afghanistan 
ikistan,  can  prevent  the 
of  cancer  cells  in  mice, 
iscovery 
elp  re-  . 
ers 
P 

-fight- 
drugs 
ive  the 

xroperties.  *  * 

venom  contains 
ein  called  eristostatin 
revents  an  early  step 
)d-clotting  and  also  re- 
the  number  of  tumor 
in  mice.  Mary  Ann 
le,  of  the  University  of 


Delaware's  Medical  Technolo- 
gy Dept.,  and  Dr.  Stefan 
Niewiarowski,  of  Temple  Uni- 
versity Medical  School,  have 
developed  a  preliminary  mol- 
ecular portrait  of  the  protein 
that  may  explain  how  it 
works.  They  compared  eris- 
tostatin with  a  similar  pro- 
tein from  another  type  of 
viper  venom  that  is  not  ef- 
fective against  tumors.  They 
discovered  that  just  3  out  of 
the  13  amino  acids  that  make 
up  eristostatin  are  responsi- 
ble for  its  ability  to  block  the 
proliferation  of  can- 
cer cells.  □ 


MAC 

MAHON'S 
VIPER  Its 

venom  cuts 
tumors  in  mice 
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H  ROBOTS  TO  SLICE  AND  SUTURE 

surgeon's  holy  grail  is  an  operation  that  cuts 
i  the  patient  as  little  as  possible — a  quest  greatly 
ted  by  the  development  of  the  endoscope,  an  optical 

connected  to  a  video  camera  and  light  source.  The 
iscope  is  passed  into  the  body,  allowing  the  surgeon 
iew  the  site  of  the  operation  on  a  video  monitor, 
re  the  image  can  be  magnified  up  to  15  times, 
jery  is  performed  with  long  instruments  inserted 
ugh  pencil-size  incisions.  But  the  endoscope  must  be 

perfectly  still,  and  the  surgeon  must  rely  on  others 
lanipulate  the  device. 

omputer  Motion  Inc.  in  Santa  Barbara,  Calif.,  has 
ted  marketing  an  improvement:  a  voice-activated  ro- 
the  Aesop  3000,  that  manipulates  the  endoscope  in 
onse  to  a  doctor's  voice  commands.  The  robot  acts 
a  third  arm,"  says  Randall  K.  Wolf,  a  cardiothoracic 
;eon  at  Christ  Hospital  in  Cincinnati,  returning  con- 
to  the  surgeon  and  providing  a  motionless  image, 
omputer  Motion  has  not  stopped  there.  The  compa- 
3  developing  a  surgical  system  called  Zeus  that  has 
e  "arms" — one  to  hold  the  endoscope  and  the  other 
to  manipulate  the  surgical  instruments  while  the 
;eon  gives  directions  from  a  console.  At  a  conference 
inuary  of  the  American  Thoracic  Society,  company 
archers  presented  their  results  using  Zeus  for  suc- 
ful  open-heart  surgery  on  cows.  □ 


THE  SHAPE  OF  TIDAL  WAVES  TO  COME 


FEW  HARBORS  ARE  SAFE 

when  a  big  storm  blows 
in.  In  order  to  give  boat 
owners  plenty  of  time  to 
batten  down  the  hatches, 
the  Technion-Israel  Insti- 
tute of  Technology  in 
Haifa  has  developed  a 
wave-forecasting  software 
system  called  Sea  21  that 
is  meant  to  ward  off  mil- 
lions of  dollars  in  damage 
that  storms  in  ports  can 
cause. 

Weather  bureaus  pro- 
vide forecasts  of  ocean 
conditions  but  cannot  pre- 
dict what  will  happen 
when  waves  move  from 
deep  water  to  shallow.  By 
the  time  waves  reach  a 
harbor,  they  may 
not  be  so  huge,  but 
they  can  still  cause 
considerable  dam- 
age by  sneaking  up 
quickly  and  churn- 
ing the  confined 
waters.  Sea  21  con- 
stantly assesses 
data  received  from 
local  meteorological 


offices  on  wind  and  wave 
conditions  in  deep  water, 
then  combines  the  data 
into  a  chain  of  computa- 
tional models  using  local 
winds,  harbor  shape,  cur- 
rents, ship  motion,  and 
other  variables.  The  sys- 
tem not  only  signals  a 
storm's  approach  but  also 
calibrates  its  potential  im- 
pact on  a  particular  har- 
bor or  marina.  Technion 
says  the  system  is  espe- 
cially effective  in  predict- 
ing secondary  waves  that 
are  not  high-cresting  and 
that  tend  to  form  in  shal- 
low water.  Sea  21  has  just 
been  installed  in  the  port 
of  Haifa.  □ 
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CAUGHT  OFF  GUARD:  After  Hugo 


WITH  THESE  GIZMOS, 
YOUR  CELL  PHONE 
CAN  RUN  ON  VODKA 

NOWADAYS,  CELL-PHONE  FANS 

must  ration  calls,  because  the 
batteries  last  only  hours.  But 
next  year,  loquacious  users 
can  celebrate  "the  end  of  bat- 
tery anxiety,"  says  Robert  G. 
Hockaday,  president  of  Ener- 
gy Related  Devices  Inc.  in 
Los  Alamos,  N.  M.  They'll  be 
using  tiny  fuel  cells  instead. 

Fuel  cells  are  devices  that 
chemically  convert  some  form 
of  fuel  into  electricity,  without 
combustion.  Most  fuel  cells 
are  so  massive  they  barely 
fit  imder  a  car's  hood,  but  the 
technology  Hockaday  devel- 
oped can  make  cells  small 


enough  to  use  in  healing  aids. 
A  unit  the  size  of  a  cell-phone 
battery  will  be  only  half  as 
heavy,  yet  it  will  produce  50 
times  as  much  juice — enough 
for  100  hours  of  talk.  And 
when  its  power  gives  out,  an 
ounce  of  methanol  fuel — or 
vodka  or  windshield-wiper 
fluid — gets  it  purring  again. 

Fuel  cells  had  been  Hock- 
aday's  hobby  while  he  was  a 
researcher  at  Los  Alamos 
National  Laboratory.  In  1994, 
he  left  to  turn  his  hobby  into 
a  business.  In  January,  Hock- 
aday got  $1  million  in  backing 
from  New  York  financier 
Marvin  Maslow.  "We  rounded 
up  all  the  usual  suspects  as 
potential  licensees,"  says 
Hockaday,  who  expects  to 
sign  a  manufacturing  deal 
shortly.  Otis  Port 


FOR  MORE  INFORMATION:  Go  to  www  businessweek.com,  or  America  Online:  Keyword:  BW,  or  E-mail  dtwfeb@businessweek.com 
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Car  hits  tree.  Or  tree  hits  car.  Airbags  inflate.  OnStar  Center  is  alerted.  Computer  m 
pinpoints  location.  Advisor  calls  back,  gets  no  answer.  Advisor  calls  nearest  emerger 
service  provider.  Yes,  someone  will  hear  you.  24  hours  a  day,  7  days  a  week.  Even  if  | 
can't  call,  we'll  hear  you.  We'll  hear  you  in  other  ways,  too.  If  you're  lost,  we'll  direct ) 


r  car  is  stolen,  we  can  track  it.  If  you're  locked  out,  we  can  unlock.  It's  a  service  called 
ar.  It's  available  on  nearly  2  million  new  GM  vehicles.  And  it  gives  you  more  peace  of 


.  Because  it's  a  jungle  out  there.  Even  when  it's  only  a  forest. 
1 -888-QNSTAR-7  or  visit  our  website  at  www.onstar.com. 


Information  Technology 


THE  INTERNET 


WARP  SPEED 

AHEAD 

Soon,  a  superfast  Web.  But  first,  a  war  over  technology 


When  Michael  C.  Stepp  got  a 
taste  of  high-speed  access  to 
the  Internet,  it  was  like  a 
chug.  Stalling  in  1996,  the  fed- 
eral government  worker  participated  in 
a  Bell  Atlantic  Corp.  trial  of  digital  sub- 
scriber line  (dsl)  technology — which 
zaps  data  over  basic  copper  telephone 
wires  30  times  faster  than  today's 
speediest  modems.  That  let  him  hop- 
scotch across  his  favorite  Web  sites  and 
download  software  in  a  snap.  When  his 
wife  started  looking  for  a  new  house  in 
suburban  Washington  last  year,  he  told 
her  she  could  buy  anything  she  want- 
ed— as  long  as  it  was  within  a  dsl  trial 


area.  She  ended  up  finding  her  dream 
house,  but  it  was  outside  the  range.  "I 
regretfully  said  0.  K.  with  tears  in  my 
eyes,"  says  Stepp. 

In  coming  months,  millions  of  others 
may  come  to  understand  why  Stepp  got 
so  choked  up.  These  days,  telephone, 
cable,  and  satellite  companies  are  in- 
vesting billions  of  dollars  in  new  tech- 
nologies that  will  link  users  to  the  Net 
at  lightning  speeds — as  high  as  250 
times  faster  than  standard  modems. 
This  month,  U  S  West  Inc.  is  rolling  out 
dsl  that  it  promises  will  be  available 
to  as  many  as  10  million  people  in  46 
cities  by  June.  Silicon  Valley  startup 


@Home  Corp.,  which  provides  I 
speed  access  over  cable  networks 
doubled  the  number  of  homes  that 
buy  its  service  in  the  past  three  mo: 
to' 4.5  million.  By  2001,  nearly  80' 
U.  S.  households  will  have  fast  a< 
at  hand,  up  from  15%  today,  accor! 
to  market  researcher  Dataquest 
"Speed  is  addictive,"  says  Jeff  C.  Ki; 
GTE  Corp.  vice-president  for  nati 
marketing.  "Most  of  these  people  w| 
rather  give  up  their  cars  than  giv1 
their  [Net]  speed." 

Higher  speed  limits  on  the  Neti 
long  overdue.  For  years,  cyberni 
have  griped  that  it  can  take  se\T 
minutes  to  jump  between  Web  pag 
an  aggravation  that  led  to  its  reel 
tening  as  the  World  Wide  Wait.  IV; 
over,  telephone  and  cable  compani 
each  with  technology  that  could 
the  frustration — seemed  in  no  big 
to  change  that.  The  cost  of  provil 
high-speed  service,  as  much  as  $i: 
per  person,  was  just  too  high. 

But  the  foot-dragging  appears  t: 
over.  Why?  In  a  word,  competition, 
telephone  and  cable  companies 
squaring  off  against  each  other  to  si 
up  the  growing  number  of  Netis 


A  REAL  SUPERHIGHWAY 


Three  promising  technologies  are  emerging  to  give  consume  I 
and  businesses  affordable  high-speed  Internet  access. 


DIGITAL 
SUBSCRIBER 
LINE  (DSL) 


IData  zip  from  the 
Internet  to  the  phone 
company's  central  office 
where  they  are  directed  by 
a  data  switch  instead  of  the 
traditional  voice  switch. 

2 They  enter  the  home 
or  office  over  your 
existing  phone  line  at 
speeds  of  144  KBPS  to 
1,500  KBPS. 


3 They  go  to  a  DSL 
modem  connected  to 
a  PC  and  a  telephone. 


4 Data  return  via 
the  DSL  modem 
at  speeds  of  128 
KBPS  to  1,100  KBPS. 


TELEPHONE 


IData  go  from  the 
Internet  over  a  dedi- 
cated high-speed  line  to 
the  cable  company's  head 
end  which  also  collects 
television  signals. 

The  data  and  TV  signals 
are  directed  over  coaxial 
cable  to  a  cable  modem  in 
your  home  or  office  with 
the  data  traveling  at  speeds 
of  800  KBPS  to  3,000 
KBPS. 

3 The  cable  modem 
sends  video  to  your 
TV  and  data  to  your  PC. 

Data  typically  return 
via  standard  phone 
lines  at  slower  speeds  of 
up  to  33.6  KBPS. 


SATELLITE 
SYSTEM 


X 


SATELLITE 
GATEWAY 


SATELLITE 


IData  go  from 
the  Internet 
through  a  satellite 
gateway. 


2 The  data 
bounce  off 
a  satellite. 


3 They're  beame 
to  a  small  disi 
atop  your  home  oi 
office  at  speeds  o 
200  KBPS  to  40C1 
KBPS. 


4 Data  return  vi 
standard  phor 
ines  at  slower  spe 
of  up  to  33.6  KBI 
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linolta  beats  all 

ther  copiers  to  the  finish! 


A  thre 
hole  punch 
here 


hole  punch 
there. 


Two  staples 
here. 


Unlimited 
ets  here... 


sets  sorted, 
stapled  and 
hole  punched 
there. 


Only  from  the  mind  of  Minolta 

comes  a  line  of  copiers  you'll  call  the  Do-It-All. 
Presenting  the  new  Unlimited  Edition  CS/Pro 
high  volume  office  copiers. 


For  years,  Minolta  has  been  helping  you 

with  great  copiers.  Now  we'll  help  you  turn  out 

a  finished  product  any  way  you  wish 

with  finishing  technology  no  one  can  duplicate. 

Prepare  presentations  in  any  format. 

Generate  reports  hole-punched,  stapled, 

sorted  and  stacked  in  unlimited  quantities. 


This  is  the  start  of  a  new  era  of 
copier  breakthroughs  from  the  mind  of  Minolta. 
Ana  we're  just  getting  startea  finishing  off 
the  competition.  To  learn  how  you  can  finally 
Do-It-All,  contact  Minolta  today. 

1-800-9-MINOLTA  www.MinoltaUSA.com 


Copiers 
Cameras 
Faxes 
Digital  Systems 
Document  Imaging 
Laser  Printers 

Binoculars 
Color  Sensors 

Only  from  the  mind 
of  Minolta 


r:1997  MINOLTA  CORPORATION 


MINOLTA 


Information  Technology 


i 


now  55  million  strong  and  growing  by 
20%-plus  a  year.  Providing  Internet  ac- 
cess is  a  $6.5  billion  business  that  is  ex- 
pected to  double,  to  $13.3  billion,  in  the 
next  four  years,  says  Northern  Busi- 
ness Information. 

Each  camp  is  pushing  the  technology 
that  plays  to  its  strength.  The  phone 
companies  are  hawking  dsl  because  it 
works  over  the  copper  phone  wires  al- 
ready hooked  up  to  every  home  and 
business  in  the  country.  Cable  companies 
are  pushing  cable  modems,  which  con- 
nect to  existing  TV  cable  networks. 

So  far,  the  cable  companies  are  ahead 
by  a  nose.  For  one,  they  have  some 
100,000  subscribers — more  than  twice 
the  number  of  DSL 
users.  Backed  by 
Tele-Communications, 
Comcast,  and  Cox 
Communications, 
(gHome  is  offering 
blazing-fast  connec- 
tions for  a  mere  $30 
to  $50  a  month,  in  ad- 
dition to  cable-Tv 
costs.  That  has  helped 
it  grab  50,000  sub- 
scribers, double  what 
it  had  three  months 
ago.  Time  Warner 
Inc.'s  Road  Runner 
Group  and  U  S  West 
Media  Group,  which 
are  merging,  have 
snapped  up  50,000 
customers  in  16  cities. 
PROMISES.  But  the 
race  is  far  from  over, 
and  telephone  companies  are  stalling  to 
get  traction.  On  Jan.  26,  the  five  Baby 
Bells  banded  with  computer  titans  Mi- 
crosoft, Intel,  and  Compaq  Computer  to 
set  a  DSL  standard  called  "DSL  lite" 
that  will  make  it  easier  for  consumers 
to  use  the  new  technology.  Since  then, 
U  S  West's  pledge  to  roll  out  dsl  in 
its  14-state  region  has  been  a  big  en- 
dorsement of  the  technology.  "We're 
building  the  new  telco,"  crows  U  S 
West's  ceo  Sol  Trujillo.  Others  are  fol- 
lowing suit:  Ameritech  Corp.  will  of- 
fer dsl  in  Chicago  this  spring.  Bell  At- 
lantic Corp.,  GTE,  and  BellSouth  plan 
dsl  offerings  this  year. 

Egging  them  all  on  is  the  computer 
industry — Microsoft  Corp.,  in  particular. 
Chairman  William  H.  Gates  III  is  throw- 
ing his  considerable  clout — and 
money — behind  both  camps  in 
an  effort  to  get  more  band- 
width to  homes.  He  figures 
that  faster  access  will  make  it 
possible  to  jazz  up  the  Net 
with  more  TV-like  graphics  and 


video.  That  in  turn  could  draw  an  even 
bigger  audience,  selling  more  personal 
computers  loaded  with  Microsoft  soft- 
ware. "If  we  don't  get  it  going,  it  could 
slow  down  the  growth  of  the  consumer 
market,"  says  Gates.  So  Microsoft  in- 
vested $1  billion  in  cable  provider  Com- 
cast and  backed  the  dsl  standard.  Gates 
also  is  a  lead  investor  in  Teledesic,  a  $9 
billion  satellite  system  that  will  provide 
ultrafast  Net  links  by  2002. 

Still,  Gates  may  not  get  all  that  he 
wants — at  least  not  right  away.  The 
phone  and  cable  companies  have  both 
promised  more  than  they  could  deliver 
in  the  past.  Remember  interactive  TV? 
Or  the  promise  of  500  TV  channels?  The 


ft 


TRUJILLO:  U  S  West's  plan  to  roll  out  DSL  has  given  the  technology  a  boost 


phone  companies  fumbled  the  rollout  of 
the  last  speedy  transmission  technolo- 
gy, Integrated  Services  Digital  Network 
(isdn).  More  than  five  years  after  ISDN 
became  available,  there  are  only  about  1 
million  users,  thanks  to  bungled  mar- 
keting and  troublesome  installation.  "We 
need  to  see  whether  any  of  this  is  sub- 
stantive," says  Brett  Azuma,  a  Dataque- 
st  analyst. 

So  far,  the  cable  players  look  more 
capable  of  living  up  to  the  hype.  Cable 
modems  are  typically  faster  than  dsl, 
although  speeds  vary  for  both.  While 
@Home  can  process  3  million  bits  per 
second,  the  top  dsl  speed  in  use  is  1.5 
million  bits  per  second.  "It  smokes,"  says 
Rande  A.  Leonard,  a  refining  company 
executive  in  Phoenix,  of  his  ©Home  ser- 


r  more  PC  sales, 
is  backing  all 


vice.  Cable  is  usually  cheaper,  toe.-1 
top-flight  @Home  connection  costs 
a  month,  compared  with  $200  for 
highest-speed  dsl  hookup.  Slower  I 
however,  can  be  had  for  $40  a  mo 
and  it  can  serve  as  a  second  phone 
Also  critical,  the  cable  companies 
in  a  better  position  to  invest  than  f 
were  even  a  year  ago.  Although  t; 
still  can't  match  the  deep-pocketed 
cos,  the  cable  players  have  bene 
from  Gates's  investment  and  \ 
Street's  newfound  faith  in  the  indui 
PRICE  PRESSURE.  Still,  the  phone 
parties  have  several  key  advantages 
ble-modem  users  share  the  cable 
with  others  in  their  neighborhood.  Tl 
a  security  risk  beai- 
a  marginally  ski? 
hacker  could  dig 
way  into  a  neighlf/ 
computer  files.  Sha 
a  pipe  also  means 
Net  speeds  drop 
more  people  use  it  fc 
slows  a  little  at  \ 
times,"        cone*  ' 
Leonard,  the  @H  to 
user.  Cable  also  i  frl 
have  to  cede  muc  P> 
the  business  mar  1 
since  most  compa  it 
don't  have  cabl<  ■ - 
connections.  DSL  f\ 
has  the  advantag 
being  fast   both  »' 
bringing  data  to  }  ■ 
computer  and  in  s> ' 
ing  it  out.  More  1  itl 
80%  of  cable  mod  jri 
have  to  send  data  back  to  the  Net  i  enc 
sluggish  phone  lines. 

Cable  and  dsl  connections  share  ii 
common  disadvantage  today:  The  fiei 
not  available  in  most  parts  of  the  c  t 
try.  Even  with  U  S  West's  rollout,  ft 
than  25%  of  U.  S.  households  wil 
able  to  use  either  service  this  year. '.  4d 
has  opened  the  door  for  an  alterna  jfc| 
satellite  service.  Hughes  Electro  m 
Corp.  is  selling  DirecPC,  which  prov  t 
Net  connections  of  200  to  400  kilc  k 
per  second  (kbps)  for  $20  to  $130  U 
month.  "You  can  get  this  servio  ih 
every  corner  of  the  United  Stat 
boasts  Paul  Gaske,  a  senior  vice-p:  t 
dent  at  Hughes. 

That  may  be  a  lasting  advantag  it. 
some  locales.  While  both  dsl  and  c  c 
service  will  become  avai}  r 
in  urban  and  suburban 
gions,  satellite  service  i  i 
Hughes,  Teledesic,  and  j 
ers  may  be  the  onlv  offel 


of.f.pee  for  rural  parts  of  the 
'  "We  absolutely  get  al 
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says  Gaske.  Although  its  speeds 
latively  sluggish,  Hughes  has  won 
60,000  customers  worldwide, 
ite  speeds  will  get  much  faster: 
loads  of  10  million  bits  per  second 
>ssible  in  the  next  several  years, 
ile  businesses  are  buying  the  new 
es  first,  residential  customers  of- 
e  biggest  opportunity.  The  key  to 
rating  the  consumer  market  will 


be  price.  A  recent  Yankee  Group  sur- 
vey of  over  1,900  U.  S.  households  found 
that  more  than  two-thirds  of  Web  surfers 
want  faster  access  to  the  Net.  But  fewer 
than  10%  are  willing  to  dole  out  even  $40 
a  month,  including  Net  access. 

That  means  @Home  and  the  other 
cable  providers  have  a  leg  up,  at  least 
for  now.  But  the  phone  companies  won't 
stand  pat.  "For  us  to  drive  the  kind  of 


penetration  that's  possible,  we  have -to 
drive  the  cost  down,"  vows  Joe  Zell,  a 
U  S  West  vice-president.  With  the  phone 
and  cable  companies  starting  to  slug  it 
out,  Stepp  may  soon  have  his  fast  Net 
connection  back. 

By  Roger  O.  Crockett  in  Chicago, 
with  Gary  McWilliams  in  Houston,  Su- 
san Jackson  in  Stamford,  Conn.,  and 
Peter  Elstrom  in  New  York 


WHAT  COULD  WHIP  THE  WORLD  WIDE  WAIT 


What  is  DSL? 

Invented  a  decade  ago  by  Bellcore, 
ital  subscriber  line  service  uses  ad- 
iced  electronics  to  send  data  over 
iventional  copper  telephone  wires, 
die  today's  analog  modems  top  out 
56,000  bits  per  second,  dsl  devices 
I  be  able  to  send  data  at  up  to  7 
lion  bits  per  second. 

■low  does  it  work? 

Fraditional  analog 
dems  translate  the 
ital  language  of 
nputers  into  a  nar- 
v  band  of  sound 
ves  that  are  sent 
>r  phone  wires  and 
iverted  back  at  the 
ier  end  into  digital 
3.  dsl  modems  also 
;  analog  signals, 
;  they're  spread 
ir  a  range  of  fre- 
mcies  100  or  more 
les  greater.  That  spectrum  is  sliced 

0  dozens  of  narrow  bands,  as  if  100 
dems  were  sending  signals  over 

1  wire  at  the  same  time. 

I/Vhy  isn't  DSL  widely  available? 

Adoption  has  been  hampered  by 
;h  prices  and  a  lack  of  standards, 
one  companies  were  reluctant  to 
ih  dsl  because  it  could  cannibalize 
er,  higher-priced  services  such  as 

data  lines,  which  move  1.54  mil- 
i  bits  per  second,  dsl  also  required 
3ne  companies  to  install  a  special 
(litter"  at  each  home  or  business  to 
)arate  data  and  voice  signals  on  the 
re.  Now,  Microsoft,  Intel,  Compaq, 
1  the  regional  phone  com- 
aies  are  backing  a  new 
sl  lite"  that  doesn't  require 
iplitter.  That  saves  a  bun- 
i  in  installation,  but  it  lim- 

data  speed.  With  dsl  lite, 
s  can  flow  into  the  PC  at 


roughly  1  megabit  per  second  and 
back  out  at  a  relatively  fast  384  kilo- 
bits per  second  (kbps). 

How  do  cable  modems  work? 

Data  from  the  Net  flow  into  the 
home  over  the  same  coaxial  cable  that 
carries  tv  signals  into  60  million  U.  S. 

How  the  Systems 
Stack  Up  Today 


SERVICE 

COST  PER 
MONTH 

SPEED  TO  YOUR  COMPUTER 

(KBPS) 

SPEED  FROM  YOUR 
COMPUTER  (KBPS) 

DSL  LITE 

$40  to  $100 

384  to  1,500 

384  to  512 

DSL 

$40  to  $200 

144  to  1,500 

128  to  1,100 

CABLE  MODEM 

$30  to  $60 

800  to  3,000 

33.6 

SATELLITE  DISHES 

$20  to  $130 

200  to  400 

33.6 

T-l 

$1,200 

1,544 

1,544 

households.  The  data  are  earned  in  a 
"channel"  just  like  NBC,  but  a  cable 
modem  splits  them  off  and  directs 
them  to  the  PC.  Cable  operators  have 
one  nagging  problem:  Some  80%  of 
their  systems  aren't  designed  for  two- 
way  traffic.  That  means  that  while 
you  get  data  at  speeds  up  to  10 
megabits  per  second,  you  send  data 
over  the  phone  line  at  33.6  kbps. 

What  about  satellites? 

The  satellites  that  deliver  television 
from  the  heavens  can  also  transmit 
data.  Hughes  Electronics  Corp., 
whose  DirecTV  dominates  the  direct- 
broadcast  business,  offers  DirecPC, 


Many  satellite  and 
cable  systems  can't 
handle  two-way  traffic 


with  data  rates  of  up  to  400  kbps. 
Signals  collected  on  pizza-size  satellite 
dishes  are  split  and  routed  to  the  TV 
and  the  PC.  Satellite  systems  are  only 
one-way  now,  but  by  next  summer 
two-way  dishes  will  be  available. 

Who  should  use  which  ones? 

Few  businesses  are 
served  by  cable,  so 
corporate  customers 
are  far  more  likely  to 
use  high-speed  data 
services  from  phone 
or  satellite  companies. 
In  the  home,  it's  a  dif- 
ferent story:  Cable 
services  offer  by  far 
the  fastest  download 
speeds  at  the  lowest 
rates.  Their  pokey  up- 
load speeds  will  be- 
come less  of  a  draw- 
back as  more  cable 
systems  upgrade  for 
two-way  traffic.  Still,  don't  rule  out 
dsl,  where  prices  are  expected  to  fall 
to  nearly  the  same  level  as  cable  by 
next  year,  dsl  does  have  other  draw- 
backs: Customers  need  to  be  within 
three  miles  of  a  phone-company  cen- 
tral office  to  get  optimum  dsl  perfor- 
mance, and  it's  not  well-suited  for  car- 
rying video  signals. 

Aren't  Microsoft  and  Intel  playing 
both  sides  of  the  fence? 

They  are.  Both  want  to  promote 
wider  use  of  PCs,  and  both  worry  that 
slow  Net  access  could  hurt  PC  sales. 
Microsoft  has  invested  more  than  $1 
billion  in  cable  companies  such  as 

Comcast  and  @Home.  Like- 
wise, Intel  is  spending  mil- 
lions on  internal  research  into 
dsl,  cable  modems,  and  satel- 
lite data  systems. 

By  A  ■iji  Reinhardt  in  San 
Mateo,  Calif. 
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DEALS  THAT  GO  BUMP 
IN  THE  NIGHT 

Scholastic's  fight  for  Goosebumps  leaves  a  bloody  mess 


As  R.L.  Stine  sat  in  his  Manhattan 
apartment  in  early  1996  cranking 
out  the  latest  of  his  Goosebumps 
kiddie  horror  books,  a  real-life 
thriller  was  unfolding  across  town.  Stine's 
wife,  Jane,  had  showed  up  at  Scholastic 
Inc.,  where  she  spent  her  career  before 
starting  her  own  publishing  company. 
With  her  was  partner  Joan  Waricha, 
Scholastic's  former  editor-in-chief.  Ac- 
cording to  court  documents  later  filed 
by  Scholastic,  Waricha  demanded  return 
of  the  merchandising  rights  to  Goose- 
bumps, which  the  pair  had  launched 
through  Scholastic  four  years  earlier. 

Scholastic  refused.  After  all,  Goose- 
bumps had  sprung  from  nothing  to  sales 
of  $100  million— 10%  of  Scholastic's  an- 
nual revenues  and  more  than  half  of 
profits.  "World  War  III  began  that  day," 
a  former  Scholastic  employee  recalls. 
"And  it  killed  the  brand." 

Everybody  blamed 
fickle    kids  last 
February  when 


Scholastic  announced  that  Goosebumps 
sales  had  cooled,  sending  its  stock  tum- 
bling 40%  in  a  day.  But  it  turns  out 
that  the  very  team  that  turned  Goose- 
bumps into  one  of  the  biggest  book- 
merchandising  successes  had  a  big  hand 
in  crippling  the  property.  Having 
launched  the  series  with  a  standard-is- 
sue publishing  contract,  Stine  and 
Waricha's  company,  Parachute  Press 
Inc.,  and  Scholastic  became  locked  in  a 
bitter  battle  when  the  spoils  grew  to 
be  far  greater  than  anticipated. 
"HELD  HOSTAGE."  According  to  court 
documents  and  current  and  former 
Scholastic  employees,  the  two  sides 
fought  over  money,  the  brand's  direc- 
tion, and  control  of  the  green  "G"  logo. 
While  they  battled,  projects  with  Walt 
Disney,  Hallmark  Cards,  Hershey 
Foods,  and  PepsiCo  went  into  limbo.  A 


full-length  film  by  Fox  Family  Filn 
stalled.  "It  became  impossible  to  close 
deal,"  says  Woody  Browne,  a  Voorhei 
(N.J.)  consultant  for  five  licensee 
"Goosebumps  was  held  hostage." 

The  showdown  came  to  a  head  la 
fall  when  Scholastic,  claiming  breach 
contract,  stopped  paying  advances.  Par 
chute  responded  by  filing  suit  in  la 
November.  Alleging  that  Scholastic  rj 
pudiated  its  financial  obligations,  Pa 
chute  claims  Scholastic  has  voided  ij 
rights  to  publish  54  more  books. 

Though  neither  side  will  directly  d: 
cuss  the  case,  the  charges  and  counti 
charges  are  now  flying  in  court.  Schola 
tic,  which  had  $1  billion  in  sales  la 
year,  accuses  Parachute  of  paralyzii 
deals,  and  in  court  papers  provides 
detailed  account  of  the  tortuous  powi 
straggle.  In  a  response  filed  in  late  Ja 
uary,  Parachute  disputes  much 
Scholastic's  version  of  events.  And  in 
letter  sent  to  business  week,  Ja* 
Stine  calls  Scholastic's  account  "inacc 
rate  [and]  inflammatory."  She  adds:  "V 
want  to  reject  any  notion  that  Par 
chute  harmed  either  the  Goosebum 
property  or  Scholastic." 

Stine  and  Scholastic  Chief  Executr 
Richard  Robinson  agree  on  one  thin 
Goosebumps  exemplifies  a  wrenchii 
change  in  the  role  of  children's  publis 
ers  as  storybook  characters  mushroo 
into  multimedia  icons.  "We  have  to  b 
have  more  like  licensing  compani 
and  less  like  loving  book  pu 
lishers  in  order  to  prote 
our  rights,"  says  Robi 


HORRORLAND: 

Y  Goosebumps  comes 
x     to  Disney  World 


see  how  we  bring 

you  the  most  innovative 
communications  solutions? 


Behind  Lucent  Technologies 
is  R&D  engine  Bell  Labs. 
Home  of  24,000  scientists 
and  engineers  in  17  countries 
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son,  a  fomner  English  teacher  whose  fa- 
ther founded  Scholastic  in  1920. 

Kids'  titles  are  the  fastest-growing 
segment  of  publishing,  with  U.S.  sales 
soaring  30%  since  1990  to  $2.86  billion 
and  hits  spun  into  tv  shows,  movies, 
and  cd-roms.  Their  trademarks  grace 
shoes,  backpacks,  and  other  products 
that  last  year  generated  $1.57  billion, 
according  to  the  New  York-based  Li- 
censing Letter. 

Scholastic  was  just  branching  out  of 
traditional  publishing  with  hits  like  The 
Magic  School  Bus  when  Waricha  and 
Stine  proposed  a  scary  series  in  1991. 
Parachute,  then  nine  years  old,  had  a 
concept  and  a  client — 
Robert  L.  Stine,  a  for- 
mer Scholastic  editor 
and  children's  author. 
Mixing  horror  and  hu- 
mor, Goosebumps  struck 
a  nerve  with  the  8-to-12 
set.  As  Stine  pumped 
out  a  book  a  month, 
Scholastic  sold  an  as- 
tounding  200  million 
copies   in   five  years. 
"Nobody    could  ever 
have  imagined  this  suc- 
cess," Jane  Stine  says. 

Books  were  just  the 
start.  Merchandising, 
virtually  nonexistent  at 
Scholastic,  became  a  $60 
million  division.  That  in- 
cluded the  TV-production 
unit,  which  with  Fox 
created  a  top-rated  chil- 
dren's show.  "Scholastic 
quickly  became  the  Dis- 
ney of  children's-book  publishing,"  says 
analyst  Peter  Appert  of  Alex.  Brown 
&  Sons  Inc.  in  San  Francisco. 

But  the  series'  unparalleled  populari- 
ty drove  Stine  and  Waricha  to  seek  a 
contract  to  match.  Parachute,  which  last 
year  had  about  $36  million  in  sales,  cut 
a  deal  that  was  about  standard  for  the 
industry:  They  kept  roughly  a  third  of 
Goosebumps'  merchandise  sales  and  6%- 
8%  of  book  revenues.  "We  enter  deals 
very  conservatively,"  Stine  says.  "When 
a  property  gets  that  popular;  it  should 
command  more  money."  So  as  the  con- 
tract came  up  for  renewal  in  January, 
1996,  Scholastic  says  Waricha  asked  for 
a  greater  share  of  profits  and  control 
of  merchandising.  When  the  company 
turned  them  down,  Scholastic  claims 
Waricha  said  she  would  "devise  a  strat- 
egy to  force"  it  to  give  in.  Parachute  de- 
nies that  account. 

Parachute  had  powerful  leverage. 
Scholastic  controlled  merchandising,  but 
Parachute  had  the  right  to  approve 


deals.  It  called  in  Robert  Thorne,  a 
Hollywood  lawyer  best  known  for  par- 
laying the  prime-time  TV  career  of  the 
Olsen  Twins — Mary  Kate  and  Ashley — 
into  multimedia  stardom.  Thorne  be- 
came known  around  Scholastic  as 
"Thorne  in  My  Side,"  weeding  through 
offers  and  reassessing  licenses.  Using 
this  strategy,  Scholastic  claims,  "Para- 
chute blocked  Scholastic's  performance 
at  every  turn."  Jane  Stine  says  Para- 
chute was  simply  exercising  "its  right 
to  be  consulted  and  approve  important 
transactions." 

Fox  Family  Films,  Scholastic  alleges, 
was  the  first  casualty.  Fox  had  bought 


THE  GOOSEBUMPS  PLAYERS 


R.L.  STINE 

Goosebumps  author 
(below)  writes  a 
book  a  month  and 
gets  advances  and 
a  percentage  of 
each  sale. 


PARACHUTE  PRESS 

Conceived  the  Goose- 
bumps horror  series 
under  co-founders 
Jane  Stine  (above) 
and  Joan  Waricha. 
When  the  series' 
popularity  soared, 
Parachute  grabbed  a 
bigger  slice  of  book 
sales  and  control  of 
merchandising. 


worldwide  rights  to  Goosebumps  and 
was  working  on  a  deal  to  make  a  movie 
that  was  to  come  out  last  year.  But  on 
Mar.  15,  1996,  talks  came  to  an  abrupt 
halt,  Scholastic  says,  when  Waricha  chal- 
lenged Scholastic's  rights  to  make  deals. 
Fox  officials  were  furious. 
spread  thin.  Parachute  would  not  dis- 
cuss any  specific  deals.  But  people  close 
to  the  negotiations  on  Scholastic's  side 
claim  similar  problems  also  delayed  a 
$30  million  cross-marketing  promotion 
it  had  just  signed  with  PepsiCo  to 
splash  the  Goosebumps  logo  across 
soda  cans,  toys  at  Taco  Bell  and  Pizza 
Hut,  and  on  bags  of  Fritos.  Parachute 
protested  the  contract  and  reopened 
the  talks,  the  sources  say.  After- 
several  months,  they  arrived  at  an 
identical  deal. 

In  April,  1996,  Stine,  Waricha,  and 
Thorne  demanded  a  $10  million  signing 
bonus,  stock  options,  a  board  seat,  and 
control  of  branded  merchandise,  Scholas- 
tic says.  When  Scholastic  refused,  it 


claims  Thorne  handed  over  a  draft  con 
plaint  seeking  $50  million  in  damage 
That  suit  was  never  filed. 

The  tension  was  showing.  Scholast 
employees  were  spread  thin  and  varioi 
divisions  began  blaming  each  other.  "Th 
book  group  at  one  point  was  saying, ' 
you  hadn't  brought  all  these  tchotchke 
in  here,  we'd  be  selling  books  now,1 
former  high-level  employee  recalls, 
the  Stine  household,  Jane  was  Robert 
editor,  and  they  sometimes  fought  v 
ciously,  she  says.  "I  threw  him  in  tl 
closet  once  and  left  the  apartment 
Robert  now  has  a  new  editor. 

By  November,  1996,  the  two  sides  I 
nally  hammered  out 
new  contract.  Robinso 
handed  over  to  Par; 
chute  the  rights  fc 
merchandising,  but  kej 
control  of  book  publisl 
ing  and  the  TV  sho\ 
But  peace  came  too  lat 
Last  year,  Goosebumj 
sales  tumbled  to  jus 
$30  million. 

Moreover,  the  true 
was  short-lived.  Las 
September,  Scholast 
charged  Parachute  wit 
breaching  the  new  coi 
tract.  Claiming  th; 
Parachute  was  makin 
merchandising  deals  an 
issuing  press  release 
without  Scholastic's  r< 
quired  consent,  the  pul 
fisher  began  withholdin 
payments  and  demant 
ed  that  Parachute  retur 
$10.5  million  in  advances.  Parachute  di: 
misses  Scholastic's  charges  as  "unfoun< 
ed"  and  replied  with  its  November  lav 
suit.  Parachute  claims  Scholastic 
infringing  on  the  Goosebumps  trademar 
by  publishing  the  series. 

For  now,  Stine  continues  to  chur 
out  a  book  a  month — and  Scholastic  n 
mains  the  publisher.  "It  is  quite  ui 
pleasant,  but  we  still  work  with  the: 
every  day,"  says  Jane  Stine.  Wary 
the  cost  of  over-dependence,  Scholastic 
aggressively  diversifying.  As  for  Par; 
chute,  it's  trying  to  rev  the  promotion 
machine  back  up.  On  his  54th  birthda 
in  October;  the  nornmliy  low-profile  RJ 
Stine  launched  a  new  Goosebumps  se 
tion  at  Disney  World.  The  Fox  mov 
deal  is  back  on,  with  Tim  Burton  signe 
to  produce.  "We're  striving  to  mat 
Goosebumps  an  evergreen,"  Jane  Stir 
says.  But  that  may  require  a  plot  twii 
as  dramatic  as  any  her  husband  hi 
dreamed  up. 

By  I.  Jeanne  Bugan  in  New  Ym 


SCHOLASTIC 

Under  CEO 
Richard  Robinson 
(above),  built  the 
multimillion- 
dollar  brand  that 
is  now  mired  in 
legal  dispute. 
Annual  sales 
have  cooled 
dramatically. 
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Things  they  never  tell  you  when  you  buy  enterprise  software. 

Want  to  make  a  change? 
Go  ahead,  try  to  run  with  it. 


So,  you  have  a  new  idea.  Just  see  how  fast  you  can 
implement  it  with  most  enterprise  software.  Your  first  step 
is  likely  to  be  paying  for  programmers  to  wade  through 
a  complicated  mess  of  cryptic  code.  Sound  like  a  speedy 
proposition  to  you?  Chances  are,  it'll  take  months.  And  the 
software  you  bought  to  move  your  business  ahead  actually 
ends  up  slowing  you  down. 

With  J.D.  Edwards,  it's  different.  Our  software  is  actually 
designed  to  change.  So  you  can  make  a  simple  business 


move  without  creating  a  technology  nightmare.  Or  change 
your  technology  without  disrupting  your  business. 

How?  One  version  of  our  software  works  across  key 
platforms.  Windows  NT,  UNIX,  AS/400  -even  the 
Internet.  So  when  you  need  to  make  a  change,  you  only 
need  to  do  it  once.  Which  makes  you  nimble  enough  to 
react  to  any  opportunity.  Quickly  and  easily.  That's  how 
enterprise  software  ought  to  be.  To  find  out  more,  call 
1-800-727-5333  or  visit  www.jdedwards.com. 


JDEdwards 

Enterprise  Software 

How  it  ought  to  be 
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THE 

ENTERTAINMENT 


Entertainment  companies  spend  mo\ 
is  fragmenting  amid  the  clutter.  Whi 


Cover  Story 


This  is  how  it's  supposed  to  work:  The  Walt  Disney 
Co.  made  The  Lion  King  for  $55  million  in  1994. 
The  animated  movie  took  in  $313  million  in  U.  S. 
theaters  and  $454  million  abroad,  sold  $520  million 
worth  of  videos,  and  was  a  main  attraction  on  cable's 
Disney  Channel.  Fans  spent  $3  billion  on  Lion  King 
merchandise.  The  Disney-produced  soundtrack  sold  11  million 
copies,  and  Disney  used  the  film  again  in  September,  1996,  to 
boost  the  ratings  of  its  struggling  abc  network. 

And  The  Lion  King  is  still  roaring.  In  November,  the  Broad- 
way musical  debuted  in  a  new  Disney-ran  theater  in  Times 
Square.  Within  days,  tickets  with  a  face  value  of  $70  were  be- 
ing scalped  for  $1,000  each,  and  Disney  is  toying  with  the 
idea  of  staging  additional  productions  to  meet  the  overwhelming 

demand. 

Home  runs 
like  that  have 
made  enter- 
tainment an 

enormously  alluring  business.  The  formula  for  success  is 
straightforward  enough:  Produce  something  for  a  fixed  cost 
and  exploit  the  hell  out  of  it,  selling  it  over  and  over  in  dif- 
ferent markets,  venues,  and  formats.  And  if  enough  people  see 
it,  the  property  becomes  a  cultural  touchstone  that  can  con- 
tinue to  draw  in  revenue  for  decades.  Just  look  at  old  movies 
such  as  Casablanca  and  Star  Wars,  TV  shows  such  as  / 
Love  Lucy,  books  such  as  Gone  with  the  Wind,  or  records 
such  as  Fleetwood  Mac's  Rumours,  which  continue  to  sell 
well  and  attract  new  audiences  long  after  they  were 
created.  By  now,  those  sales  are  almost  pure  profit. 
CROWDS  OF  GIANTS.  But  something  is  happening  to  al- 
ter, and  perhaps  destroy,  this  neat  paradigm.  In  recent 
years,  in  an  effort  to  capture  ever  more  revenue,  enter- 
tainment and  media  giants  have  bulked  up  with  new  divi- 
sions— new  record  labels,  new  movie  studios,  new  broadcast 
and  cable  networks,  new  theme  parks,  new  online  ventures. 
Sectors  of  the  business  once  ruled  by  just  a  few  big  players 
are  now  crowded  with  perhaps  a  dozen  or  more  major  entities 
hustling  to  create  content  that  wall  win  audiences. 

And  they're  spending  huge  sums  to  do  so,  believing  that 
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more  on  content,  but  the  audience 
it  take  to  win  in  a  climate  this  tough? 


only  the  glitziest  and  most  star-studded  offerings  stand  a 
chance  of  drawing  more  than  fleeting  notice  in  this  cacopho- 
nous environment.  It's  a  brutal  battle,  especially  as  audi- 
ences fragment  amid  the  flurry  of  competing  choices.  Notes 
Booz,  Allen  &  Hamilton  Inc.  media  consultant  Michael  Wolf: 
"There  is  such  a  tremendous  glut  of  product  out  there,  as  well 
as  this  need  to  keep  spending  more  and  more  to  exceed  the 
quality  standards  established  by  other  producers." 

This  dynamic — spending  more  on  content  as  audiences  splin- 
ter— is  weakening  margins  across  all  segments  of  an  industry 
never  known  for  particularly  fat 
profits  (charts,  page  90).  Disney, 
for  instance,  had  operating  mar- 
gins of  25%  in  1987,  compared 
with  19%  last  year.  Viacom 
Inc.'s  1987  operating  margin 
was  13%,  but  is  down  to  less 
than  half  that.  It's  the  same 
story  at  both  News  Corp. 
and   Time   Warner  Inc. 
"These  companies  are  in  a 
race  between  the  slower 
growth  of  then-  profits  and 
their  ability  to  restructure 
their  balance  sheets"  to 
weather   the  tougher 
titive  climate. 


BUSINESS  WEEK  /  FFBRUARY  lfi   1998  89 


says  Cowen  &  Co.  media  analyst  Harold  L.  Vogel.  Consumer 
spending  on  entertainment  is  slowing,  he  adds,  "and  the  cost  of 
marketing  continues  to  soar,  because  that's  the  only  way  these 
giant  brands  can  be  maintained.  It's  a  veiy  tenuous  situation." 

Indeed,  fragmenting  audiences  are  robbing  entertainment 
companies  of  the  mass  scale  that  made  their  businesses  so  at- 
tractive in  the  first  place.  It's  extremely  difficult  to  amortize 
higher  rusts  owr  fewer  customer's.  Say.-  Universal  Studios  Inc. 

Chairman  Frank  J.  Bi- 
ondi:  "If  there's  a  way 
to  have  too  many  choic- 
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spending  billions  to  build  new  theme  parks  to  compete 
their  own  existing  parks  in  Orlando.  Fox  and  nbc  e 
launched  all-news  cable  channels  to  take  on  CNN.  Unive 
and  Disney  acquired  record  labels  to  buttress  their  music! 
visions.  Fox,  DreamWorks,  Warner  Bros.,  and  Paramoitt 
are  spending  hundreds  of  millions  of  dollars  to  challeife 
Disney's  long  dominion  over  animated  films. 

And  all  the  while,  a  potentially  limitless  number  of  Vjfc 
sites,  some  developed  at  great  expense  by  these  and  ot|r 
companies,  are  also  claiming  eyeballs,  further  fragment^ 
audiences.  Sighs  Biondi:  "You  come  into  the  office  eah 


You  come  into  the  office  each  morning,  and 

e. 


es,  that's  what  we  have.  Finding  a  way  to  bi-ing  [the  consumer] 
to  us  instead  of  the  other  guy  is  the  toughest  thing  we  do." 

Here's  a  hint  of  the  competitive  frenzy  of  just  the  past  few 
months.  PolyGram,  the  music  giant,  has  launched  a  major  film 
studio.  Fox,  Tele-Communications,  Cablevision  Systems,  and 
nbc  pooled  resources  to  create  Fox  Sports  Net,  which  com- 
petes with  Disney's  espn.  espn  is  starting  a  magazine  to 
compete  with  Time  Warner's  Sports  Illustrated.  Sports  Il- 
lustrated teamed  with  sister  Time  Warner  unit  CNN  to  launch 
cnn/si,  another  challenger  to  ESPN.  New  studio  DreamWorks 
SKG  is  busy  making  movies,  TV  shows,  music,  and  elaborate 
video  arcades,  nbc  and  Time  Warner  are  mulling  the  launch 
of  a  new  football  league.  Universal  and  Disney  are  both 


morning,  and  you  dread  looking  at  the  latest  figur 

Even  broadcast  television,  so  long  the  lucrative  playgroijsd 
of  a  few  elite  players,  is  splintering.  There  are  now  six  A 
works,  and  there  soon  will  be  eight,  as  former  Fox  chief  Ba|? 
Diller  and  infomercial  king  Bud  Paxson  each  launch  new  bn 
cast  networks  this  year.  "These  are  the  inevitable  probl 
when  a  business  has  achieved  a  certain  level  of  success  and 
more  entrants  want  to  get  in,"  says  nbc  ceo  Robert  C.  Wrij 
And  if  consumers  aren't  already  overwhelmed,  just  wai 
few  years:  A  News  Corp.  study  estimates  that  the  td 
number  of  options  available  to  a  TV  viewer  will  grow  frj 
about  75  now  (largely  made  up  of  the  average  number  of 
ble  channels)  to  1,000  by  2010,  when  digital  compression  of 


THE  BIG  PICTURE 

Huge  mergers  and  acquisitions  have 
created  entertainment  giants  with 
bigger  revenues  and  cash  flow,  but 
profits  are  harder  to  come  by 


PEOPLE  DON'T  WATCH  TV 
NETWORKS  LIKE  THEY  USED  TO... 
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FOR  PUBLICLY  REPORTING  COMMUNICATIONS 
COMPANIES  WITH  ANNUAL  SALES  OF  MORE  THAN 
$1  MILLION.  THERE  WERE  349  SUCH 
COMPANIES  IN  1992  AND  443  IN  1996 
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lis  makes  room  for  hundreds  of  channels,  and  the  linkage 
rs  to  the  Internet  becomes  a  reality  (chart,  page  94). 
it  already,  the  problem  isn't  just  that  fewer  people  are 
hing  each  channel.  With  more  bidders  in  the  game,  pro- 
iming  costs  are  skyrocketing.  In  January,  stung  by  the  loss 
nnfeld,  NBC  agreed  to  pay  nearly  $900  million  to  renew 
-rated  er  for  three  years.  That's  a  tenfold  increase  in  the 
r"s  cost — taking  a  big  chunk  out  of  the  network's  future 
ts.  which  were  about  $500  million  last  year.  And  nbc  is  run 
le  most  fiscally  conservative  executives  in  the  industry, 
's  even  harder  to  see  how  the  other  networks,  all  of 

id  looking  at  the  latest  figures 


pering  off,  even  in  the  current  flush  economy.  Tele-Commu- 
nications Inc.,  for  example,  faced  with  sharp  increases  in 
the  rates  it  must  pay  cable  networks  such  as  espn,  saw  an 
alarming  number  of  customer  cancellations  when  it  pushed 
through  a  7.5%  rate  hike  last  year.  Now,  tci  President  Leo  J. 
Hindery  Jr.  is  trying  to  get  the  entire  industry  to  hold  off  on 
sizable  increases.  But  it's  hard  going.  Programming  net- 
works are  "paying  more  for  movies,  for  shows,  for  sports 
rights,  and  they  all  want  me  to  pay  more  to  carry  their 
stations,"  grouses  Hindery.  TCl's  rate  increases  just  barely 
cover  its  higher  programming  costs,  he  says.  "We're  not 

getting  any  richer  off  those 
increases,  I  know  that." 

What  will  it  take  to  sur- 
vive, or  even  flourish,  in  this 
new,  tougher  world?  Enter- 


FRANK  BI0ND1,  Chairman,  Universal  Studios 


h  are  only  thinly  profitable  or  losing  money,  can  justify 
combined  $17.6  billion  they  recently  agreed  to  pay  for 
!  years  of  football  rights.  Although  football  ratings  have 
n  in  recent  years,  CBS,  Fox,  and  abc  will  now  pay  a 
)ined  $745  million  more  each  year  for  football  (excluding 
's  cable  deal),  while  the  three  networks'  combined  income 
network  operations  last  year  was  just  $32  million,  esti- 
Ss  Montgomery  Securities  analyst  John  Tinker.  "This  is 
y  to  set  off  wide  reverberations  in  a  lot  of  areas,"  says 
er,  as  the  networks  look  to  advertisers,  affiliates,  and 
•  own  employees  to  make  up  the  difference. 
)  far,  consumers  have  been  willing  to  pay  more  for  the 
Dsion  of  choices,  but  the  growth  in  that  spending  is  ta- 


tainment  executives,  long  a 
corporate  species  apart,  are 
finally  adopting  some  of  the  basic  tactics  used  by  the  rest  of 
Corporate  America.  The  savviest  are  already  engaged  in  more 
rigorous  cost-cutting,  layoffs,  more  sophisticated  market  re- 
search, and  the  formation  of  strategic  joint  ventures  to  breathe 
life  into  weak  assets.  To  avoid  risk  and  boost  the  appearance  of 
returns,  they  are  taking  on  partners  and  using  off-balance- 
sheet  financing  to  make  profits  look  stronger. 

Some  on  Wall  Street,  weary  of  bankrolling  media  executives' 
excesses,  are  beginning  to  evaluate  these  companies  by  their 
ability  to  generate  free  cash  flow  or  net  profits,  rather  than  just 
by  their  earnings  before  interest,  taxes,  depreciation,  and 
amortization  (ebitda).  Reporting  in  ebitda  drew  attention 
away  from  how  outright  unprofitable  many  of  these  companies 


BUT  PROFITABILITY  ISN'T. 


.ESPECIALLY  AMONG  THE  GIANTS 


OPERATING  CASH  FLOW 
RETURN  ON  ASSETS 

OPERATING  CASH  FLOW  DIVIDED  BY  AN  AVERAGE 
OF  THE  CURRENT  AND  PRIOR  YEAR'S  ASSETS 


OPERATING  MARGIN 

OPERATING  PROFIT  AFTER  DEPRECIATION 
BUT  BEFORE  INTEREST  EXPENSE, 
DIVIDED  BY  TOTAL  REVENUES 
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have  been  for  years.  Time  Warner,  for  example,  has  posted  a 
net  loss  for  28  of  the  past  31  quarters,  and  Viacom  has  done  so 
for  13  quarters  over  the  same  period.  The  practice  of  reporting 
in  ebitda  also  perversely  encouraged  some  to  disregard  what 
they  spent  to  acquire  assets  since  those  costs  weren't  sub- 
tracted from  any  revenues  generated.  Running  companies  on 
ebitda,  acknowledges  one  top  industry  executive,  "encour- 
aged people  to  spend  too  much  money  and  not  take  into  ac- 
count how  much  mon- 
ey it  took  to  invest  to 
get  earnings." 
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what  they  have  made.  That's  what  nbc,  Disney,  and  Fox  -e 
doing  when  they  put  a  large  number  of  then-  own  showsln 
their  networks'  schedules,  hoping  to  reap  huge  windfalls  dcjn 
the  road  as  those  shows  are  sold  into  syndication  or,  in  scie 
cases,  aired  on  then-  cable  channels  in  the  U.  S.  and  abroad,  ji- 
tank,  a  monster  hit  for  Fox  and  Paramount  that  has  alre;:y 
led  to  book  tie-ins,  a  No.  1  soundtrack,  and  a  $30  million  sakx) 
nbc  for  TV  rights,  appears  capable  of  doing  that.  And  thi's 
what  Disney  has  pulled  off  so  expertly  with  Tfie  Lion  King,  k- 
ploiting  the  property  again  and  again  in  different  venip. 
But  creating  a  new,  more  profitable  economic  framework  ,>r 


These  are  the  inevitable  problems  whei 
a  certain  level  of  success  and  l| 


Entertainment  giants  are  also  trying  to  cut  out  the  middle- 
men between  their  products  and  customers.  And  they're  spend- 
ing lavishly  on  individual  properties,  such  as  current  blockbuster 
Titanic  and  bombs  such  as  The  Postman,  that  they  believe  are 
capable  of  breaking  through  the  clutter.  At  the  same  time, 
they  are  trying,  with  varying  levels  of  success,  to  stop  pro- 
ducing modestly  budgeted  fare  that  gets  lost  in  the  crush. 
titanic  dreams.  The  endgame  for  the  big  companies  is  to  cre- 
ate a  product  so  distinctive  or  magical  that  it  becomes  a  cul- 
tural icon,  a  fixture  in  the  public's  imagination.  They  are  all  try- 
ing to  find  ways  to  recreate  the  mass  scale  then-  products 
enjoyed  in  the  more  profitable  past.  To  do  that,  they're  creat- 
ing new  distribution  channels  that  give  them  the  opportunity  to 
capture  enough  viewers  or  readers,  in  the  aggregate,  to  pay  for 


entertainment  will  demand  countless  adjustments  to  the  \B 
each  sector  of  the  industry  does  business.  To  reduce  risla 
ever  more  costly  ventures,  for  instance,  it's  increasingly  co- 
mon  for  big  stars  and  directors  to  take  smaller  paychecks1] 
front  in  exchange  for  a  percentage  of  the  box-office  revere. 
Big-time  author-  Stephen  King  recently  struck  a  deal  will 
publisher  Simon  &  Schuster  in  which  the  author  will  tak ; 
smaller  advance  in  return  for  a  greater  share  of  any  profits.  >i- 
mon  &  Schuster-  may  not  make  as  much  on  a  King  blcc 
buster — but  it  doesn't  take  on  as  much  financial  risk,  eith( 
And  though  most  entertainment  companies  view  their 
ing  talent  costs  as  immutable,  some  are  trying  subtle  trickso 
ease  the  pain.  Big  record  companies,  for  example,  aren't  til- 
ing on  as  many  new  groups,  releasing  only  a  smaller  numsr 


ON  THE  DIGITAL  FRONTIER:  A  SHOOT-OUT  WITH  NO  WINNERS 


liia  mock  TV  studio  in  lower  Manhat- 
I  tan,  Sony  shows  off  its  latest  collec- 
I  tion  of  high-definition  TV  wares.  A 
$35,000  professional  hdtv  camera  focus- 
es on  a  model  seated  on  a  sofa.  Able  to 
shoot  in  daylight  or  darkness,  it  dis- 
plays her  face  on  a  wide-screen  tv  in 
subtle  variations  of  shadow  and  light. 
The  details  are  perfect — the  hair,  the 
skin  tone,  the  patterns  on  her  clothes. 

But  one  crucial  thing  is  missing  from 
this  picture:  the  payoff.  Since  the  early 
1970s,  Sony  Corp.  and  a  dozen  other, 
mostly  Japanese  companies  have  spent 
billions  of  dollars  developing  digital 
high-definition  cameras,  vcrs,  and  TVs. 
But  the  mass  market  for  such  gear 
could  take  another  five  years  to  devel- 
op. And  when  it  does,  profit  margins 
won't  look  nearly  as  fetching  as  the 
model  on  Sony's  sofa. 

Entertainment  hardware  companies 
like  Sony  are  suffering  from  much  the 
same  problem  that  is  plaguing  enter- 
tainment content  companies:  Too  many 
players  across  a  range  of  industries  are 
investing  huge  amounts  in  ever  more 


elaborate  products  that,  for  a  variety  of 
reasons,  don't  find  their  way  into  an  ad- 
equate number  of  family  rooms. 

For  one  thing,  the  hardware  clutter 
confuses  shoppers.  People  are  afraid  to 
buy  a  device  that  might  soon  be  obso- 
lete. And  that  wariness  has  an  impact 
throughout  the  food  chain.  Entertain- 
ment companies  may  hesitate  to  issue 
lots  of  movies  or  records  on  a  fledgling 
format.  Broadcasters  also  may  balk  at 
airing  shows  in  a  new  medium,  such  as 
hdtv,  if  few  homes  own  the  necessary 
receivers.  Retailers  get  hurt,  too.  They 
depend  on  timely  introductions  of  new, 
breakthrough  products  to  lure  shoppers. 
Without  such  products,  stores  can  floun- 
der. Witness  Nobody  Beats  the  Wiz,  a 
large  New  York-based  chain  that  filed 
for  bankruptcy  protection  in  December. 

Indeed,  new  hardware  formats  have 
long  been  the  engine  driving  big  enter- 
tainment sales  increases.  Remember  the 
introduction  of  the  vcr?  As  the  ma- 
chines became  commonplace,  Hollywood 
studios  reaped  billions  selling  their  old 
movies  on  tape.  But  recently,  there  has 


been  a  drought  of  big  new  proc 
drive  revenue  growth.  And  if  it 
ing  the  content  companies,  it's 
their  hardware  brethren. 

The  main  problem  is,  there  a 
many  players  from  different  ou 
the  digital  frontier  trying  to  sel 
standards.  Already,  the  lines  bt 
computers  and  digital  tvs  have 
leaving  companies  like  Microsoi 
paq  Computer,  and  Intel  suddei 
squared  off  against  Sony,  Philip 
son,  and  Zenith  in  the  race  to  c 
digital  TV  and  its  accoutrement! 
PRICE-CUT  FRENZY.  Warring  fac 
now  undercut  every  effort  to  si 
ize  revolutionary  products.  And 
standards  finally  do  emerge — fc 
say,  or  digital  videodisks  (dvd> 
cutting  begins  early,  before  pro 
are  even  launched.  "We  used  to 
pete  against  other  consumer  gi 
complained  Carl  Yankowski  in  : 
ber,  shortly  before  resigning  as 
dent  of  Sony  Electronics.  "Now 
up  against  PC  and  software  con 
as  well." 


cords  that  can  be  marketed  aggressively.  "Fewer  acts  are 
I  signed,"  says  PolyGram  music  executive  Danny  Gold- 
.  Studios,  meanwhile,  are  trying  to  sign  just  one  expen- 
big  star  per  picture,  instead  of  the  galaxy  of  big  names 

on  in  the  past.  Such  tactics  dramatically  reduced  the  cost 
ich  recent  movies  as  Jerry  Maguire  and  As  Good  as  It 

And  book  publishers  are  cutting  back  on  the  number  of 
;  they  release.  Simon  &  Schuster's  trade  division  pub- 
d  650  titles  in  1996  but  will  publish  only  550  this  year, 
it  the  lion's  share  of  cost-cutting  is  occurring,  literally,  be- 
the  scenes.  Time  Warner,  for  example,  is  in  the  midst  of 


iness  has  achieved 
*e  entrants  want  to  get 

—  ROBERT  WRI 

)gram  to  trim  $700  million  in  costs  by  next  year.  With 
a  handful  of  exceptions,  gone  is  the  private  car  service 
mployees  in  Manhattan  before  8  p.m.  Cheaper  paper  in 
nnual  report  is  saving  the  company  $200,000  a  year, 
ith  everyone  else  spending  so  lavishly  on  content,  though, 
I  Warner  isn't  taking  an  ax  to  its  creative  costs.  In- 
i,  it's  pushing  hard  to  find  new  places  to  sell  its  stuff, 
cannot  totally  control  talent  costs,"  says  Time  Warner 
f  Financial  Officer  Richard  Bressler.  "It's  a  reality  of 
tusiness  we  operate  in.  What  it  drives  us  to  do,  on  all  the 
uct  we  make,  is  maximize  all  revenue  streams." 
•essler  means  that  Time  Warner  may  lose  money  as  it 
js  an  individual  movie,  creates  a  new  cable  network,  or 
ihes  a  magazine.  But  the  company's  ability  to  deploy 


its  huge  assets  (26,000  TV  programs,  6,000  movies,  a  dozen 
well-known  magazines)  over  dozens  of  distribution  channels 
gives  it  many  more  opportunities  to  milk  assets  for  a  return. 
ASIAN  FALLOUT.  Another  critical  strategic  push  is  to  shorten 
the  path  between  an  entertainment  company's  products  and  the 
consumer.  Profit  margins  are  too  thin  to  support  middlemen. 
Disney  owns  its  TV  network  and  theme  parks,  and  has  a  long- 
term  lease  on  the  Broadway  theater  showing  The  Lion  King, 
so  little  of  that  revenue  leaks  outside  the  company.  When 
PolyGram's  Goldberg  predicts  with  absolute  certainty  that 
record  sales  will  boom  again,  he's  anticipating  consumers'  abil- 
ity one  day  to  order  over  the  Internet 
whatever  they  want  from  PolyGram's 
huge  library.  That  would  result  in  huge 
savings  in  distribution  costs. 

Much  of  this  bullishness  depends  on 
,  y-.  the  development  and  deployment  of 

111  m  m  new  technologies,  from  the  next  gen- 
eration of  cable  boxes  to  digital 
videodisks  (dvd).  Yet  the  clutter  plagu- 
ing entertainment  content  is  also  re- 
flected on  the  hardware  side.  The  players  in  consumer  elec- 
tronics now  include  computer  companies  such  as  Microsoft  and 
Compaq.  But  the  group  has  been  unable  in  recent  years  to 
agree  on  technological  standards  to  launch  new  products 
that  would  create  fresh  revenue  streams  (box). 

Also  troublesome  is  the  slowing  of  revenue  growth  from 
foreign  markets.  Entertainment  executives  have  been  count- 
ing on  surges  in  consumer  demand  in  Latin  America  and 
Asia  to  save  the  day;  now,  financial  turmoil  jeopardizes  those 
assumptions.  The  industry  has  "lost  all  its  growth  and  faces 
potential  receivables  problems,"  says  Cowen  analyst  Vogel,  if 
Asian  buyers,  with  their  weaker  currencies,  can't  meet  their 
obligations. 

But  even  before  the  Asian  meltdown,  establishing  beach- 
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n't  the  first  casualty, 
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:  New -product  chaos  has  hurt  hardware  sa 


and  others,  DVD-style  disks  store  whole 
movies.  But  sales  of  players  are  slow. 
And  come  summer,  interested  con- 
sumers will  have  to  choose  between 
standard  dvd  and  a  rival,  incompatible 
format  called  Divx  (page  118).  Worse,  in 
two  years,  there  may  be  three  different 
versions  of  recordable  dvd  players. 

The  cable-TV  sector  also  is  trapped  in 
standards  and  pricing  hell.  In  late  De- 
cember, Tele-Communications,  Time 


Warner,  Comcast,  and  five 
other  cable  operators  placed  a 
$4.5  billion  order  with 
NextLevel  for  15  million  digi- 
tal set-top  boxes.  Stuffed 
with  chips  from  Intel  and  oth- 
ers, the  boxes  will  let  cable 
operators  compete  with 
broadcasters  to  provide  digi- 
tal entertainment,  fast  Inter- 
net access,  and  snazzy  new 
services  like  Net-based  video- 
conferencing. But  NextLevel 
will  have  to  hold  prices  at 
about  $300  per  box — even 
though  each  will  pack  the 
processing  power  of  a  Pen- 
tium PC.  Next,  expect  a  battle 
over  the  software  in  the  box. 
One  thing  is  certain:  The 
winner  won't  take  much  home  in  the 
way  of  profits.  Witness  digital  satellite 
broadcasting.  Since  1994,  some  8  million 
shoppers  have  snapped  up  satellite  sys- 
tems. But  price  wars  have  trashed  prof- 
its for  dishmakers  such  as  Sony  and 
Thomson.  As  in  the  entertainment  con- 
tent field,  too  many  players  are  trying 
to  carve  up  each  pie.  In  the  end,  none 
ever  gets  more  than  a  sliver. 

By  Neil  Gross  in  New  York 
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heads  abroad  had  proved  far  more  difficult  than  many  an- 
ticipated. From  Asia  to  Latin  America  to  Europe,  consumers 
are  demanding  expensive-to-produce  localized  content  that 
U.  S.  entertainment  giants  can  hardly  claim  an  edge  in  pro- 
viding. That's  what  made  Rupert  Murdoch  alter  plans  for  his 
Star  satellite  service  in  Asia.  It  was  originally  a  pan-Asian, 
English-language  service,  and  it  would  have  been  cheap  to 
produce  and  extraordinarily  profitable — if  only  people  had 

wanted  to  watch  it. 
Years  later,  Murdoch 
is  launching  separate 


we've  reached  the  saturation  point,"  says  President  J 
S.  Suhler.  "Now,  for  every  winner,  there  has  to  be  a  losel 
Already,  the  explosion  in  the  number  of  entertainm 
choices  has  caused  unit  sales  in  several  key  sectors  of  the§fi 
dustry  to  shrink,  or  for  the  growth  rate  to  slow  markeJ*' 
(charts,  page  90).  And  the  scary  thing,  at  least  for  the  mog|  : 
in  their  comer  offices,  is  that  this  is  happening  during  a  peri- ; 
of  roaring  prosperity  in  the  U.  S.  Consumers  are  confident,  jPr 
a  lot  of  them  have  plenty  of  extra  cash  to  spend  on  nonessi 
tials  such  as  tickets  to  Titanic,  subscriptions  to  hbo,  and  fmf 
nv  hats  at  Disnevland. 


Cover  Story 


There  are  just  so  many  hours  in  the  day,  an 
it  looks  like  we've  reached  the  saturati 


satellite  services  with  costly  local  programming  for  India,  the 
Philippines,  Indonesia,  China,  and  Japan. 

With  new  technologies  and  foreign  revenue  so  elusive,  some 
executives  are  clearly  nervous  about  how  they'll  cover  rising 
rusts  in  coming  quarters.  "There  was  always  something  you 
could  count  on"  for  fresh  revenue,  says  former  Fox  Studio  chief 
Strauss  Zelnick,  now  the  president  of  Bertelsmann's  U.  S.  op- 
erations. "In  the  '80s,  there  was  video,  cable,  and  the  foreign 
markets.  Today,  there's  nothing." 

plateau?  Nor  can  companies  look  to  U.  S.  consumers  for  <  Iras- 
tic  increases  in  the  time  and  money  they  spend  on  entertain- 
ment. As  the  supply  of  entertainment  and  media  offerings 
balloons,  consumers'  appetites  may  have  hit  a  plateau.  Invest- 
ment banking  and  research  firm  Veronis,  Suhler  &  Associates 
Inc.  reports  that  per  capita  consumer  spending  on  media  and 
entertainment  in  1997  will  be  about  $546.  That's  up  a  healthy 
49%  from  1990,  but  expenditures  will  increase  by  only  19%  over 
the  next  three  years,  despite  the  booming  economy.  That's 
not  even  close  to  the  pace  at  which  costs  have  been  rising. 

The  time  crunch  is  even  more  severe.  Americans  already 
spend  an  average  of  9%  hours  each  day  watching  television, 
going  to  movies,  renting  videos,  reading  magazines,  listening 
to  music,  or  surfing  the  Web,  according  to  Veronis  Suhler. 
"There  are  just  so  many  hours  in  the  day,  and  it  looks  like 


l 


—  JOHN  SUHLER,  President,  Ve  i 

Along  with  healthy  consumer  spending  has  come  a  boom  ■ 
ad  market,  alleviating  the  pain  in  many  entertainment  sectc  f? 
Ads  are  so  strong  that  companies  have  been  able  to  increi 
ad  revenue  even  as  then1  audiences  shrink.  But  in  ad-rever 
gains,  too,  the  networks,  at  least,  may  be  hitting  a  lin  tr» 
The  cost  of  ad  time  isn't  going  up;  "the  networks  are  ji  iiij 
jamming  more  spots  into  each  half-hour  and  hoping  the  TV  ;  ifft 
dience  won't  notice,"  says  Jon  Mandel,  the  top  media  buyer 
Grey  Advertising  Inc.  In  1986,  abc  aired  an  average  of 
minutes  of  ads  per  hour  of  prime  time.  Now,  abc  tre;  ii 
viewers  to  an  average  of  9Yj  minutes  of  ads. 

Ironically,  ad  buyers  are  still  clamoring  to  buy  time  on  t  r<i 
networks'  biggest  shows.  Their  rationale:  It's  the  best  gam  ii 
amid  the  clutter.  "A  broadcast  network  is  still  the  only  pis 
you  can  get  30%  of  the  audience  in  one  shot,"  Mandel  adL* 
"But  you  have  to  wonder  how  much  longer  it's  going  to 
like  that." 

For  several  years,  Wall  Street  has  had  doubts,  too.  Tie;' 
stocks  of  many  big  entertainment  companies  have  badly  i 
derperformed  the  otherwise  booming  market  in  the  past  f> 
years,  though  the  shares  of  several  have  rallied  recently.  I 
the  big  institutional  investors  are  hanging  tight,  convinced  ti 
the  giant  entertainment  companies  will  amass  the  scale 
eventually  prevail  in  the  years  ahead.  The  payoff  may  well 


WATCH  ME!  TV faces  the  worst  audience 

fragmentation  of  all.  Here,  News  Corp.  tracks  and  forecasts 
the  explosion  of  TV-viewing  choices  available  in  any  given 
hour.  Once  there  were  three  options; 
soon  there  will  be  L000 
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1970s 


■jpm  UHF  stations 
nO^r  bring  more 
choices,  and  the  fledgling 
cable  industry  introduces  a 
few  new  channels  like  HBO 
and  Turner's  TBS 
Superstation. 
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1980s 


The  VCR  be- 
comes  common- 
place, letting  consumers 
watch  recorded  shows  and 
movies  whenever  they  want. 
Cable  explodes,  with  new  net- 
works like  CNN  and  MTV. 


1990s 


Direct-broadcastll) 


satellites  are  in 
traduced,  offerir 
hundreds  of  cha 
\        nels.  Cable  sys 
terns  are  slowly  upgraded, 
with  more  channels. 
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;  away.  "These  companies  decided  five  or  six  years  ago 
it  was  important  for  them  [in  the  decades  ahead]  to 
much  larger  distribution  and  production  capabilities  to  be- 
big  global  players,"  notes  Gordon  Crawford,  an  influen- 
tiedia  investor.  "So  they  larded  up  their  balance  sheets, 
most  of  these  decisions  make  sense  long  term,  and  20 
i  down  the  road,  they're  going  to  be  all  right." 
ere  will  probably  be  some  winnowing  before  then,  as 
is  continue  to  be  squeezed.  Already,  a  few  companies 
jettisoned  or  are  considering  selling  off  major  divisions,  as 
;y  did  with  newspapers  and  Viacom  may  do  with  its 
Blockbuster  video-rental  chain  and 
part  of  its  Simon  &  Schuster  pub- 
lishing unit.  "Eventually,  someone  los- 
es enough  shareholder  money  so  that 
management  gets  thrown  out,"  pre- 
dicts media  investor  Larry  Haverty 
at  State  Street  Research  &  Manage- 
ment Co.  "My  guess  is  that  we're  six 
&  Associates     to  eight  years  from  that  happening." 

In  the  meantime,  entertainment 
Is  are  begging  investors  less  philosophical  than  Crawford 
patient.  Even  Rupert  Murdoch,  still  very  much  in  ex- 
onist  mode,  is  carefully  trimming  expectations  for  News 
.  At  his  mid-1996  annual  meeting,  Murdoch  promised  his 
(holders  20%  annual  earnings  growth.  He  ended  up  de- 
ng  a  30%  decline  after  taking  a  big  publishing-related 
>e.  By  the  time  he  addressed  shareholders  again,  in 
.997,  a  less  exuberant  Murdoch  promised  only  "satisfac- 
financial  performance  in  the  year  ahead, 
itisfactory"  is  hardly  what  the  entertainment  industry  has 
n  used  to  in  recent  years.  For  more  than  a  decade,  the 
[  hasn't  seemed  large  enough  to  contain  the  industry's  po- 
ll. Anyone  familiar  with  the  success  of  Disney's  Lion 
knows  that  entertainment  can  be  one  of  the  sweetest 
esses  going.  The  problem  is  that  too  many  players  are  at 
able,  and  it's  ruining  everyone's  hand, 
f  Elizabeth  Lesly  Stevens  in  New  York  and  Ronald 
er  in  Los  Angeles 
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2010s 


Digital  compression  and  two-way 
networks  allow  cable  companies  to 
offer  even  more  channels  and 
services.  DBS  services  grow  more 
entrenched.  As  TVs  are  linked  to  the 
net,  new  programming  delivered  via  the  Internet  tal  s 
Result:  300  choices  at  any  moment, 


Broadcasters  may  use  high-definition  TV 
spectrum  to  launch  more  channels.  Internet 
chat  evolves  into  networked  virtual  reality 
games,  interactive  movies,  and  other 
activities  being  hatched  by  MIT's  media  lab 
(photo)  and  others.  News  Corp.  forecasts  1,000  channels,  now 
called  "content  windows." 
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The  Power  to  Manage.  Anything.  Anywhere. 


MEM 


power 


To  easily  manage  your  systems,  networks  and  applications  from  a  central  point) 

{To  roll  out  hot  new  applications  to  thousands  of  users,  all  at  the  same  time?) 

-(jo  create  a  customized  solution  using  best-of-class  products  from  hundreds  of  partners. 

/^7o~protect  your  information  systems  and  investments,  now  and  down  the  roadT) 

All  through  one  incredibly  open  and  scalable  technology.  Supported,  worldwide,  by  IBM. 
That's  the  power  of  Tivoli  Systems  Inc.  Visit  us  at  www.tivoli.com  or  call  1  888  TIV0LI1. 
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POLITICS 


ALL  THE 

BILLIONAIRE  S  MEN 

Zippergate  casts  a  light  on  Ron  Perelman's  political  payroll 


Ronald  0.  Perelman  is  known  main- 
ly for  his  wealth.  He  controls  a 
corporate  empire  worth  more  than 
$8  billion.  But  on  Jan.  22,  the  New 
York  billionaire  found  liimself  drawn  into 
the  sex  scandal  swirling  about  President 
Clinton.  Perelman's  crown  jewel,  Revlon 
Inc.,  announced  it  had  rescinded  a  job  of- 
fer it  made  to  ex-White  House  intern 
Monica  S.  Lewinsky.  This  was  the  second 
known  time  Perelman  has  obliged  Presi- 
dential pal  Vernon  E.  Jordan  Jr.  when  he 
sought  jobs  for  people  who  might  be 
witnesses  in  legal  actions  against  Clinton. 
Jordan  got  Webster  Hubbell  a  Perelman 
job  as  well  in  1994.  Now,  Independent 
Counsel  Kenneth  W.  Starr  wants  to 
know:  Why  is  Perelman  doing  big  fa- 
vors for  the  White  House? 

Certainly,  the  press-shy  Perelman 
won't  say.  And  Jordan  denies  he  was 
trying  to  buy  Lewinsky's  silence.  But 
these  events  have  beamed  a  spotlight  on 
Perelman's  widespread  and  eclectic  po- 
litical dealings.  A  closer  look  at  his  polit- 
ical dance  card  shows  that  Perelman  is 


far  from  a  Washington  neophyte.  As  a 
major  campaign  contributor,  in  the  1995- 
96  cycle,  he  was  the  14th  largest  giver 
overall,  according  to  the  Center  for  Re- 
sponsive Politics,  putting  him  in  the  same 
league  as  Pepsico  and  Mobil  Corp.  in  do- 
nations to  the  Democratic  and  Republican 
parties.  He  has  a  knack  for  putting  po- 
litically connected  people  on  the  boards — 
and  payrolls — of  his  companies.  And  an- 
chored by  poweiful  Texas  law  firm  Akin, 
Gump,  Strauss,  Hauer  &  Feld,  an  array 
of  lobbyists  in  Washington  protect  the 
interests  of  his  companies.  "Ron  is  a  veiy 
sophisticated  political  operator,"  says  one 
knowledgeable  source.  "Ron  felt  people 
like  Clinton  and  Dole  could  help  him  out." 
SINGLE  ROOM.  Perelman  is  not  known 
as  a  Washington  insider.  One  colleague 
describes  him  as  a  political  "agnostic": 
Indeed,  he's  a  registered  independent. 
Perelman  is  not  a  Friend  of  Bill.  He 
attended  just  one  White  House  state 
dinner,  and  the  only  obvious  perk  is 
that  Clinton  put  him  on  the  board  of 
the  Kennedy  Center  in  1995.  One  De- 


A. 


REVLON  CONNECTION 

Clinton  confidant 
Vernon  Jordan  and 
former  New  York  Mayor 
David  Dinkins  sit  on 
Perelmail-eontrolled 
boards 


mocrat  who  at- 
tended the 
White  House 
dinner  with  Perelman 
and  his  wife,  Patricia  M. 
describes  him  as  "a  very  reluctant  dj 
ticipant.  He  was  never  a  part  of  I 
world.  He  seemed  a  little  out  of  it." 
deed,  w'hen  Duff  stayed  over  in  the 
coin  Bedroom,  Perelman  did  not. 

That  hasn't  stopped  him  from  gi 
heavily  to  both  parties,  depending* 
who  is  occupying  the  White  House  o. 
the  majority  on  the  Hill.  In  the  L 
three  election  cycles,  Perelman's  d<£. 
tions  totaled  $2  million.  In  1995,  he 
the  largest  contributor  to  future 
Presidential  candidate  Bob  Dole's  Be  L 
America  Foundation,  with  a  $250,  L 
gift.  Perelman's  top  lieutenant,  How 
Gittis,  was  a  vice-chairman  of  Dole's! 
election  committee.  At  least  one  Pe , 
man  investment  banker  was  pressec  . 
contribute  to  Dole. 

After  Perelman  manied  Duff,  a  De 
cratic  fund-raiser,  in  late  1994,  liis  gi\ 
became  more  skewed  toward  the  De 
crats.  In  1996  alone,  he  gave  more  t 
$600,000  to  Democratic  candidates— n 
of  which  went  to  the  Democratic 
tional  Committee — and  only  $150,001 
Republicans.  Perelman  even  lent 
mansion  in  Palm  Beach,  Fla.,  to  the 
for  a  1995  Clinton  fund-raiser  co-hos 
by  Duff  and  attended  by  Clinton.  Pe 
man  and  Duff  are  now  divorcing,  aw 
the  first  half  of  1997,  he  gave  equall; 
both  parties. 

Perelman's  connection  to  the  W 
House  is  Jordan,  the  Presidential 


>nt  on  the  Revlon  board  soon  af- 
•elman  bought  Revlon  in  1986. 
allegedly  called  Perelman  di- 

0  arrange  Lewinsky's  job  offer.  A 
in  spokesman  declined  comment, 
dan's  lawyer  didn't  return  phone 
>rdan  inherited  the  Perelman  re- 
lip  from  his  Akin  Gump  col- 
Robert  Strauss.  The  Democratic 

1  was  involved  in  Perelman's 
political  bonanza,  his  highly  lu- 
1988  purchase  of  First  Texas 

ir  from  the  government.  Perel- 
,s  also  employed  political  exiles 
Reagan  and  Pierre  Rinfret,  the 
ip  candidate  for  New  York  gov- 
,s  Revlon  directors. 
1  N.  Dinkins,  the  former  Democ- 
ayor  of  New  York,  sits  on  the 
f  a  Revlon  subsidiary,  Cosmetic 
and  is  a  Revlon  consultant.  His 
i  the  Revlon  building  is  next  to 
ze  of  former  New  York  mayoral 
te  Andrew  Stein,  another  Perel- 
lsultant.  William  Lynch,  a  Dinkins 
lit  who  is  currently  a  dnc  vice- 
n,  is  a  Revlon  vice-president  for 
nent  relations,  as  is  former  con- 
ji  and  Philadelphia  Mayor  William 
Lynch  and  Dinkins  have  helped 
i  Revlon's  presence  in  South 
where  they  have  political  ties. 
:ROWD.  At  Consolidated  Cigar 
38%  owned  by  Perelman,  the 

of  Democratic  Senator  Edward 
nedy,  R.  Sargent  Shriver  III,  is  a 
lember.  John  A.  Moran,  a  major 
nd-raiser  and  chairman  of  Hous- 
ed Rutherford-Moran  Oil  Corp., 
ard  member  of  Wichita-based 
n  Co.,  80%  owned  by  Perelman. 
man  also  employs  some  of  Wash- 
finest  lobbying  talent.  Records  on 
l  Congress  show  that  he  shelled 
3  to  $250,000  in  1997s  first  half  to 
sen  as  well  as  seven  Washington 
is  and  lobbying  boutiques.  They 
lught  to  preserve  lucrative  tax 
for  two  cigar  factories  in  Puerto 
aw  firms  Davis  Polk  &  Wardwell 
dn  Gump  work  on  behalf  of 

Bancorp,  a  California  thrift  in 
'erelman  owns  a  majority  stake, 
oal  is  to  make  sure  financial-ser- 
form  legislation  doesn't  hurt  the 
plans  to  go  public  this  year. 

it's  up  to  Starr  to  determine 

what  Jordan  may  have  told 
an  about  Lewinsky  or  Hubbell. 
:he  billionaire  has  not  received  a 
la,  say  sources  close  to  the  com- 
ut  with  Starr's  case  just  getting 
3erelman  may  find  out  just  how 
is  political  connections  are  worth. 
eah  Natlians  Spiro  in  New  York 
ula  Dwyer  in  Washington 


STOCKS 


READY  FOR 
DOW  9000? 

The  Groundhog  Day  leap 
may  signal  a  big  new  surge 

Feb.  2  could  mark  the  birth  of  a  new 
market  phenomenon:  The  Ground- 
hog Effect.  With  Staten  Island 
Chuck  predicting  an  early  spring,  the 
Dow  Jones  industrial  average  surged 
more  than  200  points,  to  8107.8,  racking 
up  its  fourth-largest  point  gain  ever, 
and  the  Standard  & 
Poor's  500-stock  index 
charged  through  1000 
for  the  first  time. 

Heartened  by  posi- 
tive news  out  of  Asia, 
the  end  of  a  much- 
feared  earnings  season, 
and    the  simmering 
down  of  Zippergate, 
investors  breathed  a 
sigh  of  relief,  sending 
stocks    soaring.  But 
while  the  relief  rally 
may  bring  the  Dow 
above  its  August,  1997, 
high  of  8259.3,  market 
mavens  are  sharply  di- 
vided over  the  staying 
power  of  this  latest 
move. 

Peter  J.  Canelo,  an 
investment  strategist  at 
Morgan  Stanley,  Dean 
Witter,  Discover  &  Co., 
thinks  the  market  can 
move  much  higher  in 
1998.  "The  market  is  slowly  gaining  con- 
fidence that  the  U.  S.  is  pretty  isolated 
from  Asia,"  he  says.  On  Feb.  3,  he  and 
his  colleague,  chief  U.  S.  investment 
strategist  Byron  R.  Wien,  advised  clients 
to  move  money  from  cash  into  equities. 
ALTERED  PSYCHOLOGY.  Canelo  thinks 
that  after  a  weak  first  quarter,  earn- 
ings could  prove  a  lot  stronger  than 
many  people  think.  He  sees  better-than- 
expected  operating  leverage,  lower  in- 
terest expenses  that  have  been  locked 
in,  and  continuing  productivity  gains. 
He  expects  the  decline  in  oil  prices  to 
help  keep  inflation  down  and  lower  in- 
terest rates  to  offset  the  hit  from  re- 
duced trade  with  Asia.  By  yearend,  the 
Dow  could  be  at  8600-8700— perhaps 
even  9000,  he  says. 

Goldman,  Sachs  &  Co.'s  Abby  Joseph 


FEBRUARY  SURPRISE 


8200  - 


DOW  JONES 
INDUSTRIAL  AVERAGE 

DAILY  CLOSING  PRICES 


DEC.  31,  '97  FEB.  3 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Cohen  thinks  the  Dow  will  "easily 
achieve"  8700  by  yearend.  She  likens 
the  U.  S.  economy  to  a  supertanker 
whose  course  cannot  be  easily  altered 
and  which  "can  navigate  fairly  rough 
seas."  Cohen  expects  the  aggregate  im- 
pact of  Asia  to  be  a  "moderate  nega- 
tive" in  the  first  quarter  but  believes 
corporate  profits  will  stay  relatively 
strong,  and  inflation  benign. 

Even  analysts  who  aren't  as  bullish 
as  Canelo  and  Cohen  concede  that  in- 
vestor psychology  has  changed  dramat- 
ically. What  they  question  is  whether 
the  euphoria  will  be  supported  by 
stronger  fundamentals.  "Psychology 
drives  the  market 
in  the  short  run, 
but  fundamen- 
tals drive  it 
in  the  long 
run,"  says 
?  Charles  G. 
I  Crane  of  Key 
1  Asset  Man- 
as' agement  Inc. 
He  argues  that  the 
fundamentals  haven't 
improved  over  the  past 
few  months  and  that 
"meager  top-line 
growth  will  gang  up 
with  rising  employment 
costs"  to  hurt  corporate 
profit  margins. 

While  there  appears 
to  be  some  positive 
news  out  of  Asia,  Greg 
A.  Smith,  chief  invest- 
ment strategist  at  Pru- 
dential Securities  Inc., 
still  thinks  that  earn- 
ings at  many  companies 
will  be  adversely  af- 
fected. Moreover,  while 
investor  psychology  has 
improved,  he  says  profit  expectations 
are  overblown.  Smith  sees  1998  as  a 
year  of  high  volatility  and  negligible 
stock  returns. 

Nowhere  is  the  change  in  psychology 
more  apparent  than  in  the  rush  to  buy 
technology  stocks.  Market  bulls  believe 
tech  stocks  will  provide  the  market  with 
leadership.  "Software  and  computer 
companies  have  been  largely  unaffect- 
ed," says  Canelo.  He  thinks  tech  is  the 
key  area  for  bargain  hunters. 

The  outlook  for  Asia  and  its  impact 
on  U.S.  earnings — especially  for  some 
tech  companies — is  far  from  clear.  The 
market  will  swing  violently  as  events 
unfold  in  Asia.  But  this  latest  rally 
shows  that  the  15-year  bull  market  is 
alive  and  kicking. 

By  Suzanne  Woolley  in  New  York 
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CONSUMER  FINANCE 


HIGH-RISK  LENDERS 
LAND  WITH  A  THUD 

Liberal  loans  and  lax  accounting  lead  to  widespread  losses 

The  financial  carnage  is  piling 
up.  First,  the  pack  of  compa- 
nies throwing  money  at  high- 
risk  car  buyers  ran  into  a  wall. 
Now,  home-equity  lenders  are  get- 
ting clobbered.  The  so-called  sub- 
prime  industry,  which  targets 
poor-credit  consumers  and  has 
been  the  darling  of  Wall  Street, 
suddenly  seems  a  lot  more  sub 
than  prime.  "I've  never  seen  any- 
thing like  the  collapse  of  an  in- 
dustry this  quickly,"  laments 
George  C.  Evans,  a  40-year  fi- 
nance veteran.  On  Feb.  3,  Evans, 
chief  executive  officer  of  Dallas- 
based  Search  Financial  Services 
Inc.,  threw  in  the  towel  after  a 
two-year  effort  to  make  Search  a 
major  subprime  player.  With  his  stock 
trading  at  about  25(2,  Evans  pulled  out  of 
the  auto  business. 

When  Ugly  Duckling  Corp.,  a  used-car 
dealer  and  subprime  lender,  reports 
yearend  earnings  on  Feb.  9,  some  on 
Wall  Street  expect  Ugly — which  has  seen 
its  stock  hammered  by  credit  losses — to 
focus  only  on  lending  to  customers  of  its 
dealers.  Chief  Financial  Officer  Steven 
T.  Darak  says  such  a  move  is  a  consid- 
eration, adding  more  broadly  that  "many 
investors  aren't  sure  this  industry  works, 
and  in  light  of  all  the  problems,  I'm  not 
sure  that's  an  unfair  judgment." 
BAD  ASSUMPTIONS.  Consider  this:  An  in- 
dex of  28  subprime  auto  stocks  has  col- 
lapsed 66%  over  the  past  year,  and  more 
than  half  the  companies  are  trading  at 
below  $2.  An  index  of  home-mortgage- 
company  prices  has  fallen  41%  (charts). 
Suddenly,  earnings  surprises — or  woi-se — 
are  the  order  of  the  day.  On  Jan.  20, 
Green  Tree  Financial  Cor-]).,  the  leading 
lender  to  the  manufactured-housing  sec- 
tor, unveiled  fourth-quarter  write-downs 
of  $190  million  and  restated  1996  earnings 
downward  by  $200  million — a  result  of 
accounting  errors  and  overambitious  as- 
sumptions. Only  days  before,  auditors 
Deloitte  &  Touche  resigned  their  account 
at  National  Auto  Credit  Inc.,  claiming 
they  couldn't  rely  on  management's  in- 
formation. The  move  triggered  an  80% 
plunge  in  the  stock,  to  about  $1.25.  Two 


senior  execs  stepped  aside  temporarily. 

Why  didn't  subprime  operators  pay 
more  attention  to  the  high  risks?  The 
theory  was  that  the  risk  of  default  would 
be  offset  by  the  high-priced  interest 
payments  by  consumers  with  murky 
credit  histories.  Now,  analysts — and  some 
executives — concede  that  in  then  enthu- 
siasm to  book  more  assets  amid  hyper- 
competition  for  new  borrowers,  they 
vastly  underestimated  the  risk  profile. 

Many  companies  were  able  to  pack- 
age their  loans,  sell  them  as  securities, 
and  book  a  profit.  The  subprime  auto 
market  in  securitized  as- 
sets skyrocketed  from 
$394  million  in  1994  to 
$4.5  billion  in  1997,  ac- 
cording to  Standard  & 
Poor's  Corp.  The  home- 
mortgage  market  ex- 
ploded sixfold,  to  about 
$60  billion,  and  the 
fastest-growing  segment 
is  now  among  the  poten- 
tially riskiest — lending 
up  to  125%  on  the  value 
of  a  home.  "This  was  a 
no-brainer,"  says  Evans. 
"You  get  a  company,  do 
an  IPO,  securitize  some 
assets,  and  you're  off  to 
the  races."  Says  long- 
time skeptic  Thomas 
Facciola,  a  senior  vice- 


president  at  Lehman  Brothers  c 
"This  is  an  evil  creation  of  Wall  Stnt 
The  Street  also  overlooked  quest  m 
able  accounting  assumptions.  "No  ola 
industry  allows  so  much  latitude  irjg- 
sumptions  that  affect  reported  earnits 
notes  Charles  Scavone,  a  senior  port! 
manager  at  Aim  Advisors  Funds  In, 
former  Green  Tree  holder. 
MORE  TO  COME.  Many  home  and  p 
lenders  that  securitize  loans  use  "gji 
on-sale"  accounting,  in  which  they  1 
a  profit  at  the  time  of  the  deal 
make  assumptions  on  future  earn 
streams  based  on  default  rates  of  | 
rowers  and  the  length  of  time  the  1 
will  be  outstanding.  Many  of  these, 
sumptions  proved  wrong. 

Few  in  the  industry  or  on  Wall  St 
think  the  worst  is  over.  Standari 
Poor's  figures  defaults  on  pools  of 
riskiest  auto  loans  will  exceed  23% 
the  life  of  the  deals.  One  sign  of  inci 
ing  market  ris 


IN  RETREAT? 
Analysts  think 
Ugly  Duckling 
will  focus  only  on 
customer  loans 


BIG  SLIDE 
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the  high-loai . 
value  mort-  £g 
market  is 
rates  on  sec 
tized  mortg 
paper  for  son 
the  riskiest  (| 
panies  have  soared  in  the  past 
months,  to  300  basis  points  above  T; 
suries — some  100  points  higher  than 
ter-regarded  issuers.  So  far,  analysts 
that  investors  in  the  securitized  p;l 
are  covered  by  sufficient  collateral, 
they  stress  that  the  price  of  entry  foi  i 
riskiest  lenders  seeking  new  deal.-' 
ready  is  rising,  through  stiff  dem; 
for  insurance  and  increasing  collated. 

Cary  H.  Thompson,  chief  execuv 
of  Aames  Financial  Corp.,  sees  em 
trouble  ahead  that  he  is  putting  u 
mortgage-finance  company  up  for 
"Given  the  youtl 
most  of  these  portfi 
you  won't  see  a  lo  t 
the  problems  until  ii> 
year,"     he  belief 
Thompson  already^ 
abandoned  his  secut 
zation  strategy.  He  ia 
be  on  to  someth  i 
Given   the  plight 
the  industry,  the  | 
prospect  may  well 
massive  purging  oft 
weakest  players,  wjc 
will  allow  the  surviji 
to  build  a  strongi- 
and   hopefully  bet 
managed — industry. 

By  Richari^ 
Melcher  and  Ana 
(htcrland  in  <  'hica: 
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Are  you  holding 

THE  right  MUTUAL  FUNDS? 


The  Charles  Schwab 
Mutual  Fund  Report  Cardim  may  be 
the  easiest  way  to  help  you  find  out. 


Mutual  Fund  Report  Cards  1 
\  are  available  for  virtually  any  fund.  J 


|  One  Source) 


Look  Jor  (Ins  symbol  when 
evaluating  nniiual  funds 


Through  our  new  Mutual  Fund  Report  Card  service,  Schwab 
can  provide  a  way  to  evaluate  almost  any  mutual  fund.  You 
receive  a  concise,  one-page  "snapshot"  including  such  vital 

information  as  the  funds  Morningstar  Rating, 
performance  within  its  category,  expenses 
and  long-term  growth  record.  We  even  go  a 
step  further  and,  where  appropnate,  provide  a 
list  of  alternative  funds  in  the  same  category 
that  you  may  wish  to  consider.  Many  of  these  funds  are  available  to 
you  through  Schwab's  Mutual  Fund  OneSource'"  service,  which 
gives  you  access  to  more  than  800  no-load  mutual  funds  from  many 
of  America's  most  well-known  fund  families. 

Take  advantage  of  this 
opportunity  to  get  three  free 
Mutual  Fund  Report  Cards. 

It's  part  of  our  ongoing  effort  to  give  investors  the  help  they 
need  to  achieve  their  long-term  financial  objectives.  Isn't  this  the 
perfect  time  to  consolidate  your  mutual  fund  holdings  at  Schwab? 
i  1 

Call  today  for  your  free 
Mutual  Fund  Reporf  Cards. 

You'll  receive  concise,  comprehensive  evaluations  of  up  to 
three  funds  you  choose.  There  are  no  obligations. 

1-800-5-NO-LOAD 
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Overall  Rating 

★  *  Below  Average 


MoR.NiNt.sMR  Rating 

How  doo  Moi  nm^Uii  iatr 
your  fund  on  a  scale  oj  one  to 

/n't'  stais  Iki^cJ  nn  hislai  u  a! 

return  and  nsh  i 


Growth  oj  $10,000 

How  docs  the  W-yeai 
performance  oj  tin-  fund 
compare  with  the  categoi  y 


Fcnd  Comparison 

A  comparison  oj  the  fund  against 

others  in  the  same  category  —  and 
where  appropriate,  alternatives  from 
Schwabs  Mutual  Fund  Selul  List*. 
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rospectuses  containing  more  complete  information  including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  the 
rospectuses  carefully  before  investing.  Past  performance  is  no  indication  of  future  results.  The  principal  value  and  investment  returns  will  fluctuate  with 
hanges  in  market  conditions  so  that  an  investor's  shares  when  redeemed  may  be  worth  more  or  less  than  their  original  cost. 
fcl998  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0298-3655) 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

THE  BANKS  SHE'S 
PUTTING  MONEY  ON 

Despite  the  market's  recent  surge, 
money  manager  Robin  Manners 
West  believes  a  lot  of  stocks  are  still 
undervalued.  West,  who  manages  $1.5 
billion  for  the  New  Mexico  State  In- 
vestment Council,  has  been  investing 
the  bulk  of  the  funds  in  banks — ones 
she  considers  "un- 
dervalued fran- 
chises destined 
_^    ,  for  takeover." 

*  l\         Her  top  picks: 

?<  First  Chicago 

<"-*rjr  nbd   (fcn),  the 

*y  \  \  k     ninth-largest  U.  S. 

bank,  with  assets 
of  $115  billion; 
pnc  Bank  (pnc), 
WEST:  First  Chi-  No.  13,  with  $71 
cago,  PNC  Bank,  billion;  and  Bank- 
and  BankBoston  Boston  (bkb), 
are  takeover  bait     with  $70  billion. 

West  and  her 
colleagues  are  not  only  value  investors. 
"We  also  pay  a  great  deal  of  attention  to 
the  imminent  takeout  value  of  the 
stocks  we  like,"  she  says.  In  1997,  the 
strategy  helped  the  two  financial-stock 
portfolios  West  manages  to  rack  up 
gains  of  55.7%  and  53.3%,  respectively, 
compared  with  48.9%  for  the  Standard 
&  Poor's  financial-sector  index. 

First  Chicago  nbd,  trading  at  75,  is 
worth  105  in  a  takeover,  figures  West. 
True,  the  bank  has  had  poor  loan 
growth  and  is  weak  in  corporate  and 
institutional  banking,  she  notes.  But  it 
has  strong  fee-income  growth  and  is 
one  of  the  top  five  credit-card  issuers 
in  the  U.  S.,  with  14  million  cardhold- 
ers. "First  Chicago  will  be  very  at- 
tractive for  companies  needing  a 
foothold  in  the  Midwest  and  in  the  hot 
credit-card  business,"  says  West. 

Who  would  be  interested?  West 
thinks  Banc  One  might  be,  because  a 
combination  would  create  the  No.  2 
credit-card  issuer  in  the  U.  S.  (Citicorp 
is  No.  1.)  Another  possible  buyer:  U.S. 
Bancorp — to  broaden  its  reach  into  Illi- 
nois, Indiana,  and  Michigan. 

At  Pittsburgh's  pnc  Bank,  noninter- 
est  revenues  make  up  an  unusually 
large  share  of  total  revenues:  44%  in 
the  fourth  quarter  and  42%  for  all  of 
1997.  For  a  buyer  looking  for  nontra- 
ditional  bank  businesses  where  effi- 


ciencies can  be  increased,  "pnc  is  a 
gem,"  says  West.  Potential  acquisitors? 
The  fee  businesses  of  pnc  would  be 
enticing  to  First  Union,  pnc,  now  54,  is 
worth  70  in  a  buyout,  says  West. 

BankBoston,  now  95,  has  been  on 
the  buyout  list  of  several  financial  hous- 
es, notes  West.  One  attraction:  its 
Latin  American  business,  which  brings 
in  20%  of  revenues.  "It's  one  of  the 
most  undervalued  banks,  partly  be- 
cause its  Latin  American  operations 
are  regarded  as  volatile,"  says  West. 
"In  fact,  they  are  the  bank's  strength, 
not  weakness."  She  says  there's  a  50% 
chance  that  a  foreign  bank  will  make  a 
pass  at  BostonBank. 


A  SPECIAL  LILT 
AT  BRITE  VOICE 


I 


nvestors  in  Brite  Voice  Systems 
(bvsi)  haven't  had  much  to  talk  about 
lately.  After  hitting  17  in  January,  1997, 
the  stock  languished  in  the  7-to-12 
range.  Disappointing  earnings  for  this 
provider  of  cellular  voice-activated  di- 
aling and  voice-response  systems  de- 
pressed the  stock,  leading  to  a  man- 
agement shakeup.  But  lately,  some  are 
betting  on  a  "repositioned"  Brite  Voice. 

The  installation  of  David  Gergacz  as 
chairman  and  ceo  "bodes  well,"  says 
Donald  Newman  of  the  New  York  in- 
vestment firm  Ladenburg  Thalmann, 
"particularly  through  his  connections  in 
the  telecommunications  industry."  One 
such  link  is  with  at&t,  with  which  Brite 
Voice  has  signed  its  largest  agreement, 
worth  $25  million,  to  provide  at&t  with 
enhanced  features 


NOT  MUCH  TO  TALK 
ABOUT  LATELY 


for  its  prod- 
ucts. The  contract 
could  conserva- 
tively reach  $60 
million  over  its 
three-year  life. 
Brite  also  has  a 
pact  with  Sprint 
and  L.  M.  Erics- 
son to  provide 
them  with  Brite's 
products  for  their 
wireless  systems. 

But  one  thing 
attracting  little 
attention:  at&t's 
agreement  to  buy 
a  warrant  to  purchase  1.4  million 
shares  of  Brite  stock,  at  1 1  a  share. 

"We're  rating  Brite  Voice  a  strong 
buy  with  a  12-month  price  target  of  16 
to  18,"  says  Leo  Rishty,  who  edits  the 
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newsletter  Unique  Situations.  Th 
Street  "has  yet  to  grasp  the  significanc 
of  at&t's  stake  in  Brite  Voice,"  he  add: 

THE  TECH  STOCKS 
HE'S  SWITCHING  TO 

Take  note  of  "hot  and  not-so-hot"  sec 
tors  in  technology,  warns  Tor 
Thomhill  of  NationsBanc  Montgomer 
Securities,  as  tech  stocks  rally  agair 
One  area  he  likes:  suppliers  of  con 
munications  components  to  network 
ing  equipment  makers.  So  Thornhil 
who  heads  technology  research,  is  plac 
ing  big  bets  on  what  he  describes  a 
promising  standouts  in  that  area 
Galileo  Technology  (galtf),  Level  On, 
Communications  (levl),  and  CHS  Elec 
tronics  (chse),  an  overseas  distribute 
of  computer  products. 

With  the  price  of  electronic  equip 
ment,  including  Pes,  ratcheting  dowr 
the  companies  that  will  benefit  most  ar 
the  makers  of  components  that  improv- 
their  performance,  says  Thornhil 
Galileo,  which  supplies  "system-on-a 
chip"  solutions  to 
such  networking 
outfits  as  Cisco 
Systems  and 
Hewlett-Packard, 
has  a  full  order 
book  for  the 
March  quarter,  he 
notes.  Thornhill 
puts  a  12-month 
target  price  of  50 
for  the  stock,  now  THORNHILL:  His 
at  38.  Galileo  is  technology  picks 
expected  to  earn  are  Galileo,  Level 
88<z  in  1998,  vs.  One,  and  CHS 
50c  in  1997. 

Level  One  makes  integrated  circuit 
products  for  high-speed  digital  trans 
mission.  They  improve  the  performanc 
of  digitized  voice  and  data  communica 
tions.  Thornhill  says  the  stock,  now  41 
is  worth  60.  He  sees  1998  earnings  c 
$1.24,  up  from  88c  in  1997. 

chs  is  a  play,  says  Thornhill,  on  th 
growing  markets  in  Europe.  CHS  i 
the  world's  fastest-growing  seller  c 
computer  products — and  the  third 
largest  such  company.  It's  No.  1  in  Ai 
gentina,  Brazil,  Britain,  and  German? 
The  arrival  on  the  market  of  low 
priced  corporate  PCs  is  a  boon  for  CHf 
says  Thornhill,  because  it  increase 
PC  penetration.  He  sees  CHS  earnin; 
$1.65  in  1998,  vs.  an  estimated  $1.29  r 
1997.  Now  at  23,  the  stock  is  wort 
35,  he  says. 
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Strength,  flexibility,  a 
healthy  competitive  spirit.  It's  no  wonder  that, 
in  1972,  Toyota  established  its  first  U.S. 

truck   body  n , 
\o^°^  plant 


CALIFORNIA 


manufacturing  plant,  for  building  truck  body 
components,  in  Long  Beach,  California. 

Since  the  establishment 
of  our  national  sales  headguarters  in  Torrance 
nearly  40  years  ago,  Toyota's  California  opera- 
tions have  been  a  cornerstone  of  our  $7  billion 
investment  in  U.S.  manufacturing  and  jobs. 
Today,  Toyota  directly  employs  more  than 
20,000  Americans,  not  just  in  California,  but 
in  communities  from  coast  to  coast. 

As  a  company  doing 
business  in  the  global  marketplace,  Toyota 
understands  the  importance  of  investing 
locally,  to  ensure  that  the  vehicles  and  com- 
ponents we  sell  meet  the  specific  needs  of  all 
our  customers  -  wherever  they  may  be. 

That's  why,  in  communi- 
ties all  around  the  world  -  from  California,  to 
Australia,  to  Thailand  and  beyond  -  Toyota 
vehicles  and  components  are  being  built  by 
the  same  people  who  drive  them. 

Local  investment.  It  not 
only  builds  better  vehicles,  it  helps  people  in 
communities  like  Long  Beach  go  from 
strength  to  strength. 


TOYOTA  People  Drive  Us 


Mutual  Fund  Scoreboard 


THE  WEIRD  WORLD 
OF  CLOSED-END  FUNDS 

The  Scoreboard  will  help  you  analyze  their  strange  behavior 

M 


larkets  sometimes  suffer  from  a 
tinge  of  irrationality,  but  closed- 
lend  funds  seem  downright  schizo- 
phrenic. These  funds  invest  like  mutual 
funds  but  trade  on  the  market  like 
stocks,  and  that  leads  to  some  strange 
behavior.  Many  trade  at  a  discount  to 
the  value  of  their  underlying  securities, 
and  some  at  premiums  far  above  what 
they're  really  worth.  What's  an  investor 
to  do? 

Turn  to  the  business  week  Mutual 
Fund  Scoreboard  for  closed-end  funds. 
Starting  on  page  108,  we  review  120 
equity  funds,  rating  them  by  risk-ad- 
justed returns;  measuring  by  their  port- 
folio and  share-price  performance;  and 
tell  you  how  much  of  a  discount  or  pre- 
mium the  fund  trades  at.  You'll  also  find 
70  closed-end  bond  funds  in  these  pages, 
and  an  additional  280  in  business  week 
Online  (www.businessweek.com). 

The  Scoreboard  shows  just  how 
bizarre  these  funds  can  be.  Look  at  the 
Salomon  Brothers  Fund,  a  portfolio  of 
U.  S.  blue  chips  that  delivered  a  30% 
average  annual  return  over  the  past 


three  years  and  earned  an  A  in  the 
business  week  Mutual  Fund  Score- 
board (table).  It  trades  at  nearly  a  10% 
discount  to  the  value  of  its  blue-chip 
portfolio,  or  90#  on  the  dollar. 

Then  there's  the  Thai  Fund.  Its  port- 
folio lost  77%  of  its  value  last  year,  de- 
stroyed by  Thailand's  economic  crisis, 
a  plunging  equity  market,  and  a  rapidly 
depreciating  currency.  It 
gets  an  F  for  risk-ad- 
justed performance. 
Still,  the  Thai  Fund 
trades  at  a  huge  145.5% 
premium.  Put  it  this 
way:  Every  $1  invested 
in  the  fund  buys  41tf  of 
assets.  Most  of  the 
funds  that  invest  in  the 
battered  Asian  bourses  trade  at  big 
markups  as  well. 

How  can  the  premium  for  a  fund  bal- 
loon in  a  bear  market?  "The  [net  asset 
value]  collapses,  but  the  share  price 
doesn't  collapse  as  much,"  says  fund 
specialist  Thomas  J.  Herzfeld  of  the  Mi- 
ami firm  that  bears  his  name.  Still,  the 


These  funds 
invest  like  mutual 
funds  but  trade 
like  stocks 


The  Best  of  the  Bunch 

These  funds  have  earned  A's  for  superior  risk-adjusted  returns 


EQUITY  FUNDS                            AVERAGE  ANNUAL 
TOTAL  RETURN* 

BOND  FUNDS                               AVERAGE  ANNUAL 
TOTAL  RETURN* 

ADAMS  EXPRESS  271% 
DELAWARE  DIVIDEND  S  INCOME  24.8 
DELAWARE  GLOB.  DIVIDEND  &  INCOME  21.0 
FIRST  FINANCIAL  44.0 
HANCOCK  BANK  &  THRIFT  OPPORTUNITY  45.7 

HIGHLANDER  INCOME  15.5 
MANAGED  HIGH  INCOME  15.6 
MORGAN  STANLEY  HIGH-YIELD  20.6 
MUNIASSETS  12.6 
MUNICIPAL  HIGH-INCOME  10.9 

SALOMON  BROTHERS  FUND  30.0 
SOURCE  CAPITAL  22.8 
SOUTHEASTERN  THRIFT  &  BANK  43.5 

BOND  FUNDS 

MUNICIPAL  INCOME  OPPORTUNITIES  9.3 
MUNICIPAL  INCOME  OPPORTUNITIES  II  10  5 
MUNICIPAL  INCOME  OPPORTUNITIES  III  10  5 
NEW  AMERICA  HIGH-INCOME  19  5 
PREFERRED  INCOME                             17  4 

APEX  MUNICIPAL  10.9% 
CIGNA  HIGH-INCOME  SHARES                    18  1 
CNA INCOME  SHARES  17.2 
COLONIAL  INTERMEDIATE  HIGH-INCOME  17.3 
CORPORATE  HIGH-YIELD  16.9 

PREFERRED  INCOME  MANAGEMENT  19.7 
PREFERRED  INCOME  OPPORTUNITY  18.6 
PUTNAM  MGD.  HIGH-YIELD  16.7 
PUTNAM  TAX-FREE  HEALTH  CARE  10  9 
SALOMON  BROS.  HIGH  INCOME                   1 7  3 

ELLSWORTH  CONVERTIBLE  GRWTH.  &  INC.      24  1 
HANCOCK  PATRIOT  PREFERRED  DIVIDEND  18.2 
HIGH-YIELD  PLUS  15.8 

VAN  KAMP.  AM.  CAP.  INTERMEDIATE  HIGH-INC.  16 .1 
VAN  KAMP.  AM.  CAP.  LTD. -TERM  HIGH-INC.  16  4 
ZENIX  INCOME  19.5 

*1995-97,  pretax  return  based  on  appreciation  of  net  asset  value  plus  reinvestment  of  dividends  and  capital  gains 

DATA:  M0RNINGSTAR  INC 


Asian  meltdown  started  months  ;o 
and  the  fund  shares  have  had  more  i'a 
enough  time  to  catch  up.  But  in  m 
cases,  the  premiums  have  actually  n 
creased.  One  reason  is  that  traders  oa 
buy  the  shares,  betting  on  a  small  u 
quick  profit.  "If  you  go  from  $3  toS 
you've  made  a  third  on  your  mom 
says  Herzfeld,  who  "flips"  shares  1{ 
self.  But  he  cautions  investors  all 
buying  high-premium  funds  becaus'o 
the  "unfavorable  risk-reward  ratio.'; 
"YIELD  IS  SCARCE."  One  way  to  i 
the  Asian  mess  is  to  invest  in  welli 
Latin  American  funds,  which  have  bea 
fundamentals  and  sell  at  discounts,  sy 
William  Dinning,  Merrill  Lynch  & 
country  fund  analyst.  Among  his  !g 
gestions  are  the  Mexico,  Emerging  ]\x 
ico,  and  Brazil  funds.  Adds  Dinning  ! 

Asia  recovers,  all  l 
emerging-market  fi.ii 
will  benefit  as  well. 

Among  the  close 
end  bond  funds, 
funds  with  the  hig] 
payouts  generally  c 
mand  premiums 
well.    With  inte: 
rates  falling,  "yielt 
scarce,  and  investors  will  pay  up  for;, 
says  Gregg  V/olper,  closed-end  fund 
tor  for  Morni?igstar  Mutual  Funds.  i< 
since  the  spread  between  short-term  i 
long-term  rates  is  paper-thin,  some  fi 
that  have  in  the  past  boosted  yieldsr 
borrowing  short-term  money  and  bu;ji| 
long  bonds,  now  are  unable  to  do  scj  i 
Buying  bond  funds  strictly  on  ta 
yield  can  be  a  dangerous  move.  You  la 
to  look  further:  The  fund  could  be  talij 
on  unreasonable  credit  or  currency  ill 
or  it  may  own  bonds  that  could  be  an 
away  and  would  have  to  be  repkif 
with  lower-yielding  securities.  £1 
Wolper  says  if  the  fund  passes  muai 
it's  okay  to  buy  at  a  modest  prenn 
That's  why  A-rated  Van  Kampen  At ) 
ican  Capital  Intermediate-Terni  Highn 
come  can  sell  at  a  12.9%  premium.  B. 
on  its  payouts,  the  current  yield 
plump  9.4% — four  percentage  pot 
more  than  comparable  Treasuries. 

True,  the  odd  behavior  of  closed-d 
makes  them  difficult  to  analyze— 
many  investors  just  don't  bother.  1 
makes  the  opportunities  all  the  ri 
for  those  who  do. 

Bij  Jeffrey  M.  Laderman  in  New  I 

The  following  tables  highlight 
funds.  These,  plus  280  more,  can 
found    at    business    week  On(i 
(www.businessweek.com). 
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MUTUAL  FUND  SCOREBOARD 


Closed-End  Equity  Fi 


FUND  RATING 

CATEGORY 

RISK 

SIZE 

ASSETS 
$MIL 

FEES 

PERFORMANCE 

HISTORY 

PREMIUM/DISC 

EXPENSE 
RATIO  (%) 

NAV  RET.  (%) 

SHARES  RET,  (%| 

YIELD 

(%) 

RESULTS  VS. 
ALL  FUNDS 

DIFFERENCE  FROM 

1  VP 

o  mo. 

1  VP 
1  In. 

J  Trio. 
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jyy/  niun 

LUyV 

ADAMS  EXPRESS 

A 

Urge-cap  Blend 

Low 

1424.2 

0.34 

30.6 

27.1 

33.1 

26.1 

1.7 
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-13.5 
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Large-cap  Blend 

Average 

76.2 

2.43 

43.4 

33.2 

59.2 

38.1 

0.0 

ODD 

0.2 

-20.3 

ADf  FMTIM  A 

Hnucn i  inM 

Latin  America 

High 

150.6 

1.90 

n  n 

1  O.i 

11  R 
1  t  .0 

A  A 

1.9 

□DQ 

i 

—J.J 

101 

ACA  1  IMITPfl 

n 

VJ 

Precious  Metals 

High 

201.1 

0.49 

-34.3 

-23  3 

-38.3 

-19  7 

5.8 

□□□ 

17  1 
l  /.  I 

—  1.0 

AQIA  PAPIFir 
ASIA  rAtirn, 

r% 
u 

Pacific  ex-Japan 

High 

240.3 

1.57 

-39.6 

-11.9 

-37.8 

-15  6 

2.5 

□BQ 

in c, 

1  U.J 

on  p. 

ASIA  TIGERS 

C- 

Pacific  ex-Japan 

High 

184.0 

NA 

-32.8 

-8.6 

-31.0 

-6.8 

0.0 

□0® 

-15.4 

-21.4 

AIICTRI A 
HU9  1  nIA 

p 

Europe 

Average 

136.3 

1.71 

6.5 

10.9 

18.9 

10.7 

3.6 

□DO 

-15.6 

-24.8 

daucd  PPNTRFCQ 

a 

D 

Mid-cap  Growth 

Low 

783.7 

0.73 

15.9 

21.9 

25  2 

24.4 

2.6 

nan 

11  A 

—  1  0.4 

QrorcTonM  paditai 

dlKuj  1  KUm  LArl  1  AL 

o 

D 

Large-cap  Growth 

Average 

158.9 

0.76 

21.2 

25.5 

27.9 

26.6 

0.3 

□no 

—0.3 

17  5 
—  1  /.j 

m  lie  ruio  u ai  lie 

D  + 

Large-cap  Value 

Low 

149.0 

1.05 

30  0 

?Q  R 

L  3.0 

in  1 

0.8 

OOO 

m  q 

1  U.3 

m  q 

—  IU.3 

BRAZIL 

c- 

Latin  America 

High 

429.3 

1.60 

19.1 

5.3 

9.6 

-4.7 

2.2 

ODD 

-13.3 

-24.9 

RRA7II  IAN  PfllllTV 
DnAi.li.IHii  CyUI  1  I 

P- 
L. 

Latin  America 

High 

68.4 

NA 

11.4 

3.7 

7.9 

-7.5 

0.0 

□OB 

-14.0 

-25.8 

ttn  1  HAL  tUnUrCAn  C\|UI  1  ■ 

D 

Europe 

Average 

226.7 

1.08 

27.9 

25.0 

31.7 

26.4 

6.6 

aaa 

-1 1.5 

-22  6 

f  f  WTDAI     ClIKin  AC  r  AWftHA 
Ltn  1  KAL  rUlU  Ur  tAilAUA 

P 

Precious  Metals 

Average 

77.7 

0.89 

-4.2 

-2.9 

-12  5 

_K  q 

0.3 

□□□ 

A  9 

—  i  j.j 

Wtn  1  KAL,  JttUnl  1  its 

Mid-cap  Value 

Low 

425.4 

0.55 

26  1 

28  8 

34  9 

34  5 

1.9 

ODD 

1  J.O 

1  A 

—J. 4 

CHILE 

c- 

Latin  America 

Average 

305.4 

1.48 

15.1 

2.1 

2.2 

-0.2 

1.2 

□□a 

-6.1 

-21.6 

p_ 

Pacific  ex-Japan 

Average 

157.5 

2.56 

-7.2 

6.8 

-2.7 

0.8 

4.1 

ana 

-14.4 

-25.6 

4*1  PMFNTP  fit  ARAI  (1DAVUTU 

p 

Lr 

World 

Average 

61.4 

1.53 

25.3 

11.7 

38  1 

12  9 

0.0 

nam 

-15  7 

— tJ.J 

rourN  sl  CTrrpc  rpai  tv  impomp 

LUntn  Ot  9  1  LLnS  ItLAL  1  f  IrllrUiVIt 

D, 

D+ 

Real  Estate 

Very  Low 

32.1 

1.45 

22.5 

23.0 

14.0 

23  8 

5.3 

ann 

23  6 

— C.I 

rnurM  jc  ctppdc  tatai  dptiirm  rpai  tv 

D 
D 

Real  Estate 

Low 

129.6 

NA 

21.6 

21.4 

26  0 

24  8 

4.9 

ana 

3  7 

—4  7 

CZECH  REPUBLIC 

c 

Europe 

Average 

88.2 

2.00 

-2.1 

7.4 

-8.4 

4.1 

0.7 

-8.1 

-23.7 

nci  auuadp  roniio  mu   c  imp 
UtLAWAKt  UnUUr  LIIV.  ot  INt. 

A 
A 

Dom.  Hybrid 

Very  Low 

256.7 

0.87 

29.3 

24.8 

31.1 

31.2 

8.2 

BOD 

10.9 

-0.3 

rjCl  AU/ARP                    fit  ARAI    T\l\l    A  IMP 
ULLAnAnC.  UnvUr  uLUDAL  Uiv.  <V  mi*. 

A 
A 

Oom.  Hybrid 

Very  Low 

253.6 

NA 

18  2 

21  0 

30  0 

in  n 

8.7 

BOB 

m  ? 

1  U.t 

9  S 
—Z.J 

nncr  c  dmpi  dc  i  itii  iTirc  ikirnMr 
UUrr  at  rntLrj  UIIL.IIIE.9  Dntvivit 

D 

Utilities 

Low 

1915.4 

1.18 

27.4 

21.0 

27.5 

18.5 

7.4 

□□a 

11.6 

U.J 

PMPDPIMP  PPDMAMV 

Europe 

Average 

176.4 

NA 

26  4 

13  1 

48  4 

1  1.0 

0.5 

□DO 

1R  7 

— L  J. 3 

EMERGING  MARKETS  INFRASTRUCTURE 

C 

Div.  Emg.  Mkts. 

Average 

235.2 

1.81 

10.0 

4.8 

9.5 

5.7 

0.3 

□OB 

-15.0 

-23.8 

PMPDPIMP  MADUTTC  TPI  rrAU 

p 

Div.  Emg.  Mkts. 

Average 

138.8 

1.90 

18.2 

9.1 

13.0 

4.3 

0.1 

□BO 

-12.9 

-21.7 

PMPDPIMP  MCV  \  CT\ 

p_ 

Latin  America 

High 

145.9 

1.64 

51  3 

14  3 

44  1 

-3  5 

0.0 

□on 

-14  2 

i 

£3. 1 

PMPPV 

P— 

Small-cap  Growth 

High 

15.4 

3.32 

-21  8 

9.2 

-14  4 

13  5 

0.0 

aaa 

-19  0 

—34  0 

Cf\IIIIC  II 
tVJ|UU5  II 

p 

Dom.  Hybrid 

Average 

140.9 

13.2 

27.0 

28  1 

44  3 

3'  4 

2.2 

Ban 

-17  2 

-36  6 

EUROPE 

B+ 

Europe 

Low 

210.8 

1.42 

20.0 

25.6 

21.5 

27.6 

0.8 

beid 

-8.4 

-20.9 

PI  IDADC  AM  U/ADDAMT 
tUnUrtAi;  WAKKAPI  1 

Europe 

Average 

180.4 

1.85 

64.8 

46.4 

79.3 

46.3 

0.0 

BOB 

-13.1 

-25.3 

nnn  itv  Anuicno  rmiroriMP  acia 

rlULLI  1  T  AUVI9UK  KfYILKwiniu  A3IA 

p— 

Pacific  ex-Japan 

High 

112.6 

NA 

-33.1 

-7.8 

-33.1 

—7.2 

1.1 

□DO 

-11.1 

-20.1 

CirtPI  ITV    ArtV/IC AD  i/Anr  A 

r 

Pacific  ex-Japan 

Very  High 

45.3 

1.88 

-66.7 

-38.6 

-58.5 

-34.3 

0.0 

□□□ 

38.4 

-15.7 

tIDCT  AIICTDAI  IA 

r  1Kb  1  AU9  1  KALI  A 

Pacific  ex-Japan 

Average 

188.4 

1.41 

-12  5 

0  6 

-12  9 

-1  6 

2.1 

□BB 

-16  1 

-24  0 

FIRST  FINANCIAL 

A 

Financial 

Low 

303.6 

1.04 

35.8 

44.0 

40.4 

53.3 

0.6 

oaa 

24.5 

-5.5 

PIDCT  IDCDI  A  M 
HKb  1    IDC.KI  AN 

t> 

Europe 

Average 

108.6 

1.92 

27.7 

27.8 

47.9 

33.4 

0.2 

BOO 

-8.4 

-24.1 

PIDCT  ICDAPI 

r  1Kb  I  IsKAlL 

Foreign 

Average 

82.1 

2.26 

29  6 

19  9 

23  9 

13  9 

7.0 

BBD 

-8.5 

-24  9 

PIDCT  DUII  IDDIMP 

n 

Pacific  ex-Japan 

Very  High 

105.2 

1.75 

-60.5 

-28  1 

-55  0 

-26  3 

0.0 

aaa 

8.5 

-21.6 

CADCirikl  SL  C°  g~\S  /\MIAI    PMPDP    Mlftni  P  PACT 
rUKtlSjiN  at  l»ULUNIAE_  C.IV1E.K4*.  mlLIULt  LA9I 

D 
D 

Foreign 

Low 

54.9 

3.16 

32.0 

16.7 

34.8 

13  5 

1.3 

□oa 

-10.0 

-20.8 

FRANCE  GROWTH 

c 

Europe 

Average 

218.7 

1.54 

15.8 

18.1 

19.5 

16.6 

5.2 

□aa 

-17.6 

-23.9 

GABELLI  EQUITY 

B+ 

Mid-cap  Blend 

Very  Low 

1201.8 

1.18 

30.5 

19.7 

37.5 

18.8 

0.6 

BBD 

0.8 

-9.4 

GABELLI  GLOBAL  MULTIMEDIA 

B 

Communication 

Low 

92.4 

1.87 

35.3 

18.4 

40.6 

13.8 

0.1 

□BO 

-14.7 

-21.1 

GENERAL  AMERICAN  INVESTORS 

B+ 

Large-cap  Blend 

Low 

702.6 

1.05 

31.7 

24.8 

42.2 

27.0 

0.7 

BOD 

-9.8 

-17.6 

GERMANY 

C 

Europe 

Average 

219.2 

1.26 

30.1 

23.6 

42.6 

25.8 

3.7 

□DD 

-14.7 

-21.4 

GLOBAL  SMALL  CAP 

C 

World 

Average 

61.1 

1.53 

10.9 

9.6 

14.0 

9.9 

0.0 

□OB 

-14.6 

-24.1 

GREATER  CHINA 

C- 

Pacific  ex-Japan 

High 

211.7 

2.07 

-7.3 

10.9 

-7.7 

7.6 

3.0 

aaa 

-14.9 

-26.4 

GROWTH  FUND  OF  SPAIN 

C 

Europe 

Average 

294.4 

1.25 

20.2 

25.1 

40.5 

29.3 

0.6 

BOO 

-7.3 

-21.9 

GT  GLOBAL  EASTERN  EUROPE 

C 

Europe 

Average 

127.7 

1.87 

24.2 

17.3 

34.7 

19.3 

0.0 

□DO 

-8.6 

-19.6 

H&Q  HEALTHCARE  INVESTORS 

c 

Health 

Average 

178.3 

1.62 

12.2 

24.2 

-5.1 

17.3 

0.0 

DBB 

-11.3 

-25.4 

DATA:  MORNINGSTAR,  INC..  CHICAG 


How  to  Use  the  Tables 

Closed-end  funds  are  publicly 
traded  investment  companies. 
Their  results  are  measured  two 
ways:  one,  by  the  change  in  net 
asset  value  (NAV),  which  is  gener- 
ated by  the  fund's  manager;  the 
other,  by  the  change  in  the 
shares'  market  price.  Total 
returns,  which  include  dividends 
and  capital  gains,  are  shown  for 
one-  and  three-year  periods.  The 
three-year  figure  is  an  average  an- 
nual return.  All  returns  are  pretax. 
BUSINESS  WEEK  RATING 
Ratings  are  based  on  three-year 
risk-adjusted  performance  of  the 
fund's  portfolio.  A  rating  is  calcu- 


lated by  subtracting  a  fund's  risk- 
of-loss  factor  from  total  return. 
Equity  funds  are  rated  against 
each  other,  and  to  earn  an  above- 
average  rating,  must  beat  the  S&P 
500  on  a  risk-adjusted  basis.  For 
ratings,  municipal  bond  funds  are 
separated  from  other  bond  funds. 

A  SUPERIOR 


B+ 

VERY  GOOD 

B 

ABOVE  AVERAGE 

C 

AVERAGE 

c- 

BELOW  AVERAGE 

D 

POOR 

F 

/ER  i  POOP 

RISK 

For  each  fund,  the  monthly  Trea- 
sury bill  return  is  subtracted  from 


the  monthly  NAV  return  in  each 
month  of  the  rating  period.  When 
a  fund  has  underperformed  Trea- 
sury bills,  this  monthly  result  is 
negative.  The  sum  of  these  nega- 
tive numbers  is  then  divided  by 
the  number  of  months.  The  result 
is  a  negative  number,  and  the 
greater  its  magnitude,  the  higher 
the  risk  of  loss. 
EXPENSE  RATIO 
Fund  expenses  for  1997  as  a  per- 
cent of  average  net  assets.  Ratio 
may  include  interest  expense. 

YIELD 

Income  earned  during  1997,  as  a 
percentage  of  yearend  NAV  per 
share,  adjusted  for  capital  gains. 


MATURITY 

The  average  maturity  of  the 
rities  in  a  bond  fund,  weight 
according  to  their  market  va 
HISTORY 

A  fund's  relative  performan 
during  1995,  1996,  and  1 
From  left  to  right,  the  numl 
designate  which  quartile  th 
fund  was  in  for  each  period 
for  the  top  quartile;  H  for  t 
second  quartile;  B  for  the 
quartile;  and  □  for  the  bot1 
quartile. 

PREMIUM/DISCOUNT 

The  market  price  of  closed-e 
funds  is  either  less  than  the 
of  their  securities,  a  discounj 
more,  a  premium,  to  their  N/l 


elf 

i\  for 


Welcome  to  Four  Points 
Hotels  by  Sheraton.  We're 
the  full-service  hotel  that  scales 
down  cost,  not  comfort.  With  all  the  real 
amenities  you  can't  always  count  on  from 
other  mid-priced  hotels.  Like  a  fitness  facility 
a  three-meal  restaurant  right  on 
the  premises,  and  room  service. 

We  even  provide  a  free  weekday    J?Q"QJ» J]_|$' 

newspaper,  delivered  right  to  your 
door.  Four  Points  Hotels  are  perfect 


HOTELS 


for  your  meetings  too. 
offer  a  range  of  flexible 
meeting  space,  from  small  to  banquet 
size,  available  with  full  catering  service  if 
you  need  it.  All  the  qualities  and  features 
you'd  expect  with  our  ITT  Sheraton  name.  At 
a  surprisingly  affordable  price. 
For  reservations  call  your  travel 
professional,  visit  our  web  site  at 
www.fourpoints.com  or  just  give 
us  a  call  at  800-325-3535. 


Sheraton 

A    REAL    HOTEL    YOU    CAN    REALLY  AFFORD. 


Earn  more  of  the  miles  you  want.  Join  ITT  Sheraton  Club  International  and  enter  a  world  of  generous  rewards 
jjfjf    and  personal  recognition.  Call  1-800-247-CLUB(2582)  in  the  US  or  Canada  or  visit  our  Sheraton  Web  site.- 


©  1998  in  Sheraton  Cocporalion 


MUTUAL  FUND  SCOREBOARD 


Closed-End  Equity  Fuid 


FUND  RATING 

CATEGORY 

RISK 

SIZE 

ASSETS 
SMIL. 

FEES 

PERFORMANCE 

PREMIUM/DISCO 

tArtNbt 
RATIO  (%) 

NAV.  RET.  (%) 
1  YR.     3  YRS. 

SHARES  RET  (%) 
1  YR.    3  YRS. 

YIELD 

(%) 

ALL  FUNDS 

DIFFERENCE  FROMI* 
1997  HIGH   LOW  1/ 

H&Q  LIFE  SCIENCES  INVESTORS 

c 

Health 

Average 

112.8 

1.61 

2.1 

20.4 

-0.2 

19.5 

0.0 

-12.9 

-21.4  • 

HANCOCK  (JOHN)  BANK  &  THRIFT  OPPORT. 

A 

Financial 

ir  "  I  nw 

f  CI  J  LU  •» 

1137.2 

1.50 

60.8 

45.7 

100.2 

60.8 

0.9 

nnn 

8.3 

-17.1 

HERZFELO  CARIBBEAN  BASIN 

B 

World 

Low 

9.1 

3.32 

26.1. 

12.8 

14.4 

-2.1 

0.0 

nnn 

uE  IU 

3.4 

-20.3 

INDIA 

D 

Pscific  ex-Japan 

High 

275.8 

NA 

7.3 

-16.4 

-3.3 

-11.4 

0.0 

IkJbdBkJ 

10.2 

-18.4  • 

INDIA  GROWTH 

D 

Pacific  ex-Japan 

High 

103.0 

2.23 

2.3 

-17.8 

-17.8 

-19.1 

0.0 

14.7 

-16.7  • 

INDONESIA 

f 

Pacific  ex-Japan 

Very  High 

16.5 

1.91 

-66.6 

-27.0 

-52.6 

-27.2 

0.0 

E1CIEI 

49.1 

-12.9  i 

INVESCO  GLOBAL  HEALTH  SCIENCES 

C 

Health 

IICQM.II 

Avpraop 

nvci  age 

480.8 

1.21 

17.5 

31.3 

31.0 

35.9 

0.0 

-8^3 

-2U 

IRISH  INVESTMENT 

B+ 

Furnnp 

L  11 1  UpC 

Low 

98.2 

1.63 

20.3 

28.4 

33.8 

32.6 

0.4 

nnn 

-6.9 

-21.6  ■ 

ITALY 

C 

Ftirnnp 

fli/praop 

nVCI  flgC 

1 16.8 

1.42 

22.5 

12.8 

23.1 

10.6 

0.2 

nnn 

-13.9 

-22.8  - 

JAKARTA  GROWTH 

F 

Pacific  ex-Japan 

Very  High 

14.2 

1.94 

-70.2 

-30.8 

-57.2 

-26.1 

0.6 

BBB 

26.6 

-15.0 

JAPAN  EQUITY 

D 

Japan 

High 

61.1 

0.90 

-36.5 

-19.9 

-31.6 

-17.2 

no 

BBB 

23.8 

5.5 

JAPAN  OVER-THE-COUNTER  EQUITY 

D 

Japan 

High 

48.2 

1.47 

-38.7 

-24.7 

-27.0 

-20.7 

1.7 

rmn 

lifl  iiH  1 

19.5 

-7.7 

JARDINE  FLEMING  CHINA  REGION 

C- 

Parifir  px-lanan 

T  auillv  CA  JgUull 

Uiph 

164.4 

2.18 

-17.1 

-1.6 

-13.0 

-4.2 

0.4 

nnn 

-14.1 

-29.5 

JARDINE  FLEMING  INDIA 

D 

Parifir  pi-lanan 

Vprv  Hiffh 

•  ci  y  iiign 

93.2 

2.83 

13.7 

-16.7 

-0.9 

-17.0 

0.0 

nnn 

lillilrT 

12.1 

-18.4  - 

KOREA 

F 

Pacific  ex-Japan 

Very  High 

661.5 

1.63 

-66.7 

-37.8 

-53.8 

-30.3 

0.0 

BBB 

38.9 

-17.7 

KOREA  EQUITY 

F 

Parifir  p*-lanan 

i  uuniv  ca  japan 

Vprv  Hicrh 

¥  CI  J  MlgM 

17.3 

1.89 

-66.2 

-40.6 

-52.0 

-30.4 

0.0 

43.6 

-19.1 

KOREAN  INVESTMENT 

F 

Parifir  px-lanan 

I  alslllv  CA  Japan 

Vprv  Hitrh 

■  CI  J  lllgll 

21.9 

2.11 

-65.1 

-42.4 

-50.8 

-33.1 

0.0 

MtiJfcl 

44.6 

-114 

LATIN  AMERICA  EQUITY 

C- 

1  af  in  flmprira 

LcllMI  ninci  IwO 

fiupraop 

nVCI  age 

148.1 

1.69 

14.5 

3.3 

9.8 

-3.8 

1.1 

-11.3 

-23.6  - 

LATIN  AMERICA  GROWTH 

C 

1  atin  Amprira 

Avpraop 

nvci  age 

49.0 

2.20 

6.1 

-0.8 

3.3 

-4.9 

3.2 

nun 

-14.6 

-23.2  - 

LATIN  AMERICA  INVESTMENT 

C- 

Latin  America 

Average 

143.1 

1.70 

13.1 

3.2 

7.9 

-2.4 

1.3 

BBS 

-12.5 

-23.9  - 

LATIN  AMERICAN  DISCOVERY 

c- 

Latin  America 

High 

236.3 

1.81 

42.0 

15.4 

48.0 

6.5 

0.0 

nnn 

-2.6 

-15.9 

LIBERTY  ALL-STAR  EQUITY 

B 

1  arup-ran  RIpnH 

Lai  gC    KiO\]  UICMU 

Low 

1150.4 

1.03 

23.3 

25.6 

31.0 

29.8 

0.3 

nnn 

Wi»» 

2.3 

-8.2 

LIBERTY  ALL-STAR  GROWTH 

B 

1  arop-ran  RIpnH 

LQI  gC    Itip  UICIIU 

Low 

166.7 

1.35 

27.2 

19.9 

43.6 

23.2 

0.0 

BHD 

-1.5 

-18.8 

MALAYSIA 

F 

Parifir  px-lanan 

■  aifiiiii  ca  japan 

Vprv  Hioh 

<  ci  y  iiigii 

49.6 

1.29 

-72.7 

-30.1 

-61.2 

-22.2 

0.0 

BBB 

50.7 

-14.0 

MEXICO 

D 

Latin  America 

High 

1314.3 

1.00 

51.2 

15.1 

45.5 

1.9 

1.7 

BDD 

-15.3 

-27.3  - 

MEXICO  EQUITY  AND  INCOME 

c- 

1  atin  Amprira 

LOUH  nliiciilsu 

High 

214.8 

1.49 

60.9 

22.9 

53.1 

4.0 

1.4 

BDD 

-15.4 

-25.0  - 

MFS  SPECIAL  VALUE 

B 

^mall-ran  Rfpnri 

Low 

89.1 

1.14 

15.8 

23.2 

30.2 

32.4 

8.2 

ODD 

35.6 

18.2 

MORGAN  FUNSHARES 

B 

1  arop-ran  Hrnuvth 

LdlgC  l>aLI  UIUWIII 

7.4 

NA 

21.6 

21.5 

27.8 

18.2 

0.0 

nnn 

-7.6 

-24.1  - 

MORGAN  GRENFELL  SMALLCAP 

C 

^mall-ran  Rrnwth 

JIIION    I/Op  UIUWIII 

Avpraop 

n  ■  c  i  a  g  c 

105.0 

1.76 

12.2 

25.3 

26.3 

27.4 

0.0 

BBB 

-0.6 

-18.2 

MORGAN  STANLEY  AFRICA  INVESTMENT 

C 

Foreign 

Average 

223.2 

1.79 

4.1 

12.9 

2.6 

13.1 

2.2 

OBB 

-7.6 

-23.6  - 

MORGAN  STANLEY  ASIA-PACIFIC 

c- 

Div.  Pacific 

High 

628.2 

1.39 

-26.4 

-8.3 

-23.5 

-12.3 

0.3 

BBB 

-14.1 

-22.4  - 

MORGAN  STANLEY  EMERGING  MARKETS 

c- 

Div.  Emg.  Mkts. 

Average 

354.2 

1.87 

-1.2 

-1.7 

-5.8 

-9.7 

0.1 

BBB 

-5.2 

-18.1 

MORGAN  STANLEY  INDIA  INVESTMENT 

D 

Pacific  ex-Japan 

High 

315.0 

2.10 

0.2 

-14.3 

-11.8 

-9.4 

0.0 

BBB 

18.1 

-12.9 

NAIC  GROWTH 

B+ 

1  iiop-nn  RIpnH 
Laigc  Lap  uicnu 

17.3 

NA 

24.6 

27.6 

57.6 

50.0 

0.7 

nnn 

63.8 

4.8 

NATIONS  BALANCED  TARGET  MATURITY 

B+ 

Dom.  Hybrid 

Very  Low 

56.6 

1.18 

18.6 

19.9 

25.5 

24.8 

3.9 

BBB 

-4.3 

-14.5 

NEW  GERMANY 

c 

Europe 

Average 

545.4 

1.01 

11.9 

14.7 

18.9 

16.4 

8.7 

BBB 

-17.7 

-25.6  - 

NEW  SOUTH  AFRICA 

C- 

Foreign 

Average 

63.2 

1.98 

-0.3 

-1.1 

-2.0 

-2.3 

0.9 

BBB 

-14.8 

-23.2  - 

PAKISTAN  INVESTMENT 

F 

Pacific  ex-Japan 

Very  High 

69.8 

NA 

26.3 

-19.1 

-4.7 

-18.4 

0.2 

BBB 

9.1 

-23.2  - 

PETROLEUM  AND  RESOURCES 

B 

Nat.  Resources 

Low 

556.5 

0.63 

19.1 

23.8 

12.0 

21.1 

2.0 

BBB 

-2.6 

-14.1 

PORTUGAL 

B 

Europe 

Average 

103.4 

1.62 

40.5 

20.4 

45.0 

13.6 

0.1 

BBB 

-15.3 

-24.5  - 

ROC  TAIWAN 
ROYCE  GLOBAL 
ROYCE  MICRO-CAP 
ROYCE  VALUE 

SALOMON  BROTHERS  FUNDS 


Pacific  ex-Japan 
Int.  Hybrid 
Small-cap  Value 
Small-cap  Value 
Large-cap  Blend 


High  313.8 

Low  30.9 

Low  142.4 

Low  434.2 

Low  1708.8 


2.29 
1.91 
0.85 
0.60 
0.51 


13.8 
20.5 
27.1 
27.5 
24.2 


0.4 
12.3 
22.1 
21.5 
30.0 


9.9 
21.6 
34.6 
29.0 
28.1 


-1.7  16.1 

16.2  10.5 

22.2  9.9 

20.8  8.0 

37.1  0.9 


BBB 
BBB 
BBB 
BBB 
BBB 


6.6 
-12.6 
-3.7 
-6.9 
-2.0 


-29.0 
-21.6 
-19.1 
-18.5 
-15.2 


SCHRODER  ASIAN  GROWTH 
SCUDDER  NEW  ASIA 
SCUDDER  NEW  EUROPE 
SINGAPORE 
SOURCE  CAPITAL 


D 

C- 

B 

D 

A 


Div.  Pacific 
Div.  Pacific 
Europe 

Pacific  ex-Japan 
Mid-cap  Value 


High  136.6 

High  151.2 

Low  317.0 

High  66.5 

Very  Low  371.3 


1.57 
1.87 
1.51 
1.85 
0.89 


-38.3 
-25.4 

20.5 
-44.9 

25.5 


-12.7 
-9.1 
24.4 

-16.0 
22.8 


-33.2 
-21.7 

25.4 
-39.4 

27.3 


-7.9 
-11.8 

24.3 
-17.6 


0.0 
0.3 
0.5 
0.0 


25.2  11.9 


BBB 
BBB 
BBB 
BBB 
BBB 


-3.8 
-11.8 
-16.4 

10.3 
4.0 


-14.4 
-20.2 
-23.1 
-12.8 


SOUTHEASTERN  THRIFT  &  BANK 

A 

Financial 

Very  Low 

102.6 

1.13 

59.7 

43.5 

85.7 

48.9 

0.4 

BBB 

4.9 

-17.3 

SOUTHERN  AFRICA 

C 

Foreign 

Average 

93.0 

2.04 

10.6 

11.4 

6.7 

12.7 

2.8 

BBB 

-15.7 

-20.9  - 

SPAIN 

c 

Europe 

Average 

162.5 

1.73 

30.0 

27.1 

49.4 

28.6 

2.6 

BBB 

-13.4 

-22.7  - 

SWISS  HELVETIA 

c 

Europe 

Average 

TOG  0 

1.22 

39.8 

24.6 

41.4 

18.2 

0.0 

BBB 

-15.4 

-23.4  - 

TAIWAN  EQUITY 

D 

Pacific  ex-Japan 

High 

61.5 

2.29 

12.8 

-0.2 

12.3 

-0.5 

0.0 

BBB 

-13.6 

-29.2  - 

TAIWAN 

D 

Pacific  ex-Japan 

High 

325.1 

2.24 

-1.4 

1.5 

-4.7 

-1.6 

0.0 

BDB 

-8.0 

-29.2  - 

TCW/DW  EMERG.  MKTS.  OPPORT. 

C 

Div.  Emg.  Mkts. 

Average 

286.8 

1.72 

1.8 

3.0 

19.9 

8.1 

1.1 

BBB 

-4.6 

-19.4 

TEMPLETON  CHINA  WORLD 

C- 

Pacific  ex-Japan 

Average 

208.5 

1.65 

-28.7 

2.1 

-30.0 

-0.3 

2.9 

BBB 

-8.8 

-30.1 

TEMPLETON  DRAGON 

C 

Pacific  ex-Japan 

Average 

713.3 

1.50 

-22.9 

5.9 

-24.7 

4.0 

2.9 

BBB 

-12.5 

-25.8 

TEMPLETON  EMERGING  MARKETS 

c 

Div.  Emg.  Mkts. 

Average 

257.5 

1.67 

0.4 

6.6 

4.7 

7.2 

1.4 

BOB 

20.3 

3.1 

TEMPLETON  EMERG.  MKTS.  APPREC. 

c 

Int.  Hybrid 

Average 

56.2 

1.83 

1.6 

12.1 

20.0 

12.7 

5.1 

BBB 

-6.5 

-15.6 

TEMPLETON  VIETNAM  OPPORTUNITIES 

c- 

Pacific  ex-Japan 

High 

63.8 

1.47 

-44.1 

-13.7 

-36.0 

-11.6 

0.4 

BBB 

-3.8 

-21.5 

THAI 

F 

Pacific  ex-Japan 

Very  High 

46.0 

1.43 

-77.0 

-47.2 

-67.1 

-34.7 

2.1 

BBB 

81.1 

6.7  1 

THAI  CAPITAL 

F 

Pacific  ex-Japan 

Very  High 

18.1 

2.22 

-70.0 

-41.2 

-62.5 

-31.5 

0.0 

BBB 

66.7 

3.8 

TRI-CONTINENTAL 

B+ 

Large-cap  Blend 

Low 

3391.8 

0.62 

24.4 

25.9 

27.4 

25.6 

1.5 

BBB 

-15.9 

-20.0  - 

TURKISH  INVESTMENT 

c- 

Foreign 

High 

60.0 

2.07 

65.8 

24.1 

36.7 

11.8 

1.9 

BBB 

2.8 

-19.4  - 

UNITED  KINGDOM 

B 

Europe 

Low 

62.7 

1.55 

11.5 

18.0 

22.9 

20.3 

4.9 

BBB 

-10.6 

-20.8  - 

Z-SEVEN 

B 

World 

Low 

21.4 

NA 

14.0 

13.6 

25.2 

26.7 

6.5 

BBB 

21.9 

-2.4 

ZWEIG 

B+ 

Dom.  Hybrid 

Low 

666.4 

1.18 

21.8 

18.2 

34.5 

19.9 

9.1 

BBB 

8.4 

-6.1 

ZWEiG  TOTAL  RETURN 

B+ 

Dom.  Hybrid 

Very  Low 

677.1 

1.03 

14.1 

12.6 

29.7 

16.6 

8.9 

BBB 

11.2 

-2.7 

DATA:  MORNINGSTAR,  INC..  CHICAGC 
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FOR  THOSE 
HARD -TO -REMOVE 

SPOTS. 


Extra  Strength 
For  Men 


Not  For  Use  By  Women 


New  Formula 
Regrows  More  Hair 
Results  May  Occur 


at  2  Months 


IE  NEW  ROGAINE 

5%  MORE  HAIR 

1  WITH  ANYTHING  YOU  COULD  BUY  BEFORE. 


get  you  started  right,  there's  the  Rogaine  Starter  Kit.  You  get  more  than 
laine  Extra  Strength  for  Men.  You  get  the  "Getting  Started"  video  with 
Mike  Holmgren,  and  Progaine5'  Shampoo  to  care  for  thinning  hair. 


jcied  Individual  tesulte  may  vaty  01999  Pharmacia  &  Up|ohri  Consumer  Healthcare 


MUTUAL  FUND  SCOREBOARD 


Closed-End  Bond  Fui 


FUND 


RATING  CATEGORY 


RISK 


SIZE     FEES  PERFORMANCE 


PORTFOLIO  HISTORY  PREMIUM  DISC 


ASSETS  EXPENSE  NAV.  RET  (%)  SHARES  RET.  (%) 
SMIL     RATIO  (%)  1  YR.    3  YRS    1  YR.    3  YRS. 


YIELD  MAT.  RESULTS  VS.  DIFFERENCE  FROM 
(%)    (YRS  )  ALL  FUNDS  1997  HIGH  LOW  1 


ACM  GOVERNMENT  INCOME 
ACM  GOVERNMENT  SECURITIES 
ALLIANCE  WORLD  DOLLAR  GOVT.  II 
APEX  MUNICIPAL 
BLACKROCK  1998  TERM 


Multisector 
Multisector 
International 
Muni.  Ntl.  Long 
Interm.  (Gen.) 


Very  High 
Very  High 
Very  High 
Very  Low 
Very  Low 


605.7  1.18 

814.7  1.16 

962.1  1.29 

205.1  0.90 

584.1  NA 


13.9  19.5  19.7  18.3 

15.0  20.4  24.1  19.1 

14.9  24.1  28.5  30.0 

11.7  10.9  21.3  14.0 

5.4  9.2  9.1  12.7 


5.5  -4.2 
0.4  -10.5 


7.3    16.2  DOB 

8.2  i6.2  ooo 

11.5  21.1  BOO  -0.3  -11.1 
6.2  21.0  OBB  -0.5  -9.0 
OBO    -1.8  -6.2 


4.7  7.1 


BLACKROCK  INCOME 
BLACKROCK  INVMT.  QLTY.  TERM 
BLACKROCK  N.  AMER.  GOVT.  INC. 
BLACKROCK  STRATEGIC  TERM 
BLACKROCK  TARGET  TERM 


Long  (Gen.) 
Long  (Gen.) 
International 
Interm.  Govt. 
Interm.  Govt. 


Low 

Average 
High 
Average 
Average 

Low 
Low 

Very  Low 

Low 

Low 


508.2  1.08 
347.9  0.91 


446.8 
546.6 
945.2 


0.97 
NA 
NA 


15.9  14.5  20.1  14.9 

12.0  13.2  18.3  14.6 

9.4  18.1  14.2  17.3 

9.9  12.7  12.3  13.2 

6.7  10.5  11.5  12.0 


8.0  13.6 

7.4  12.6 

8.0  13.2 
5.6  9.3 

6.1  7.4 


BOO  -11.2 

BOB  -10.7 

OBB  -13.2 

BBB  -11.2 

BBB  -5.4 

BOB  18.9 

BOO  13.8 

BOO  69 

OBB  9.2 

BBS  -6.9 

BBB  12.2 

□BO  8.0 

BOD  0.8 

OOO  -7.1 

□OB  1.4 


-19.0 
-17.0 
-19.7  - 
-15.3 
-11.0 


CIGNA  HIGH-INCOME  SHARES  A  High  Yield 

CNA  INCOME  SHARES  A  Interm.  (Gen.) 

COLONIAL  INTERMEDIATE  HIGH-INCOME  A  High  Yield 

CORPORATE  HIGH-YIELD  A  High  Yield 

DEAN  WITTER  GOVERNMENT  INCOME  C  Interm.  Govt. 


295.5  1.07 

83.8  NA 

108.4  0.98 

328.2  NA 

422.9  0.73 


16.2  18.1 

15.0  17.2 

14.8  17.3 

12.7  16.9 

10.0  10.8 


11.5  18.8 
28.0  20.4 
17.4  18.8 
16.3  21.5 

10.6  11.2 


10.2  8.2 

8.0  12.6 

8.9  8.2 

9.7  7.0 

71  9.4 


7.2 
-1.0 

0.5 
-1.0 
-11.1 


DREYFUS  STRATEGIC  MUNICIPAL  BOND  B+  Muni.  Ntl.  Long  Very  Low  449.5  0.82  7.3     9.9  19.6  15.8 

DREYFUS  STRATEGIC  MUNICIPALS  B  Muni.  Ntl.  Long  Very  Low  584.5  0.86  8.2     9.4  17.8  13.6 

DUFF  &  PHELPS  UTILITY  &  CORP.  BOND  F  Long  (Gen.)  Very  High  507.7  0.80  14.3  15.3  22.2  18.7 

ELLSWORTH  CONV.  GROWTH  &  INCOME  A  Convertibles  Very  Low  90.3  1.20  24.3  24.1  26.8  26.0 

FIRST  AUSTRALIA  PRIME  INCOME  F  International  Very  High  1194.6  1.29  -13.4     6.1  -9.8  6.9 


6.2  22.5 

6.3  22.7 
8.2  19.9 
5.0  7.5 

11.1  6.8 


2.5 
-0.9 
-5.8 
-17.5 
-10.1 


FRANKLIN  UNIVERSAL  B+  Multisector  Average  378.5  2.17  18.0  18.6  23.5  20.5  7.8  8.4  DBD  -2.2  -9.9 

GLOBAL  HIGH  INCOME  DOLLAR  C  International  Very  High  353.0  1.43  11.8  19.9  15.2  20.1  9.4  17.0  BOB  -12.7  -17.4 

HANCOCK  (JOHN)  PATRIOT  PREF.  DIV.  A  Long  (Gen.)  Low  103.8  NA  15.1  18.2  17.4  22.0  8.0  NA  OBO  4.7  -4.1 

HANCOCK  (JOHN)  PATRIOT  PREM.  DIV.  II  B+  Long  (Gen.)  High  200.1  NA  21.5  21.6  14.7  19.9  7.6  NA  OBO  -4.2  -11.5 

HIGH-YIELD  PLUS  A  High  Yield  Low  98.2  1.08  12.9  15.8  12.8  20.6  8.8  8.0  BBB  7.5  2.0 


HIGHLANDER  INCOME 
MANAGED  HIGH-INCOME 
MANAGED  MUNICIPALS 
MFS  CHARTER  INCOME 
MFS  GOVT.  MARKETS  INCOME 


Multisector 
High  Yield 
Muni.  Ntl.  Long 
Multisector 
Multisector 


MFS  INTERMEDIATE  INCOME  C 

MFS  MULTIMARKET  INCOME  C 

MFS  MUNICIPAL  INCOME  B+ 

MORGAN  STANLEY  EMG.  MARKETS  DEBT  D 

MORGAN  STANLEY  HIGH-YIELD  A 


Multisector 
Multisector 
Muni.  Ntl.  Long 
International 
High_Yield__ 

Muni.  Ntl.  Long 
Muni.  Ntl.  Long 
Muni.  Ntl.  Long 
Muni.  Short 
Muni.  Short 


Low 
Low 

Average 
Low 

Average 
Low 

Average 
Very  Low 
Very  High 
Average 

Very  Low 
Very  Low 
Very  Low 
Very  Low 
Very  Low 


29.1  1.44 

488.0  1.20 

428.9  1.00 

723.4  0.93 

526.5  1.00 


13.0  15.5 
13.2  15.6 

10.1  11.1 

10.2  12.4 
7.1  10.4 


17.0  11.9 
20.2  21.1 

12.1  14.5 
10.7  13.4 

5.2  10.8 


8.4  9.2 

8.9  8.4 

5.2  23.8 

8.1  8.6 

7.6  11.4 


BBB  -5.1 

BOB  3.9 

BBB  0.5 

BBB  -6.7 

BBB  -7.4 


-14.8 
-1.8 
-7.2 
-11.1 
-13.0 


1097.4 
733.2 
331.9 
354.2 
133.0 


0.97 
1.11 
1.24 
1.38 
1.12 


7.0  10.6 

9.9  13.2 

7.6  7.6 

21.3  32.2 

18.4  20.6 


5.8  12.7 

7.3  13.7 

6.3  9.9 

40.3  35.4 

23.6  24.9 


8.1  7.9 
8.7  10.7 
6.9  18.5 
6.7  10.6 

8.2  11.2 


BBB  -5.2 

BBB  -5.0 

BBB  17.3 

BOO  0.1 

ODD  3.6 


-12.0 
-11.9 
6.5 
-12.2 
-3.4 


MUNIASSETS  A 

MUNICIPAL  HIGH-INCOME  A 

MUNICIPAL  INC.  OPPORTUNITIES  A 

MUNICIPAL  INC.  OPPORTUNITIES  II  A 

MUNICIPAL  INC.  OPPORTUNITIES  III  A 


151.3  0.55 

874.0  0.77 
181.8  1.07 
178.8  1.01 

105.1  1.06 


12.1  12.6 

9.8  10.9 

10.0  9.3 

10.1  10.5 
9.6  10.5 


21.0  15.6 

17.7  15.6 

14.3  12.8 

11.6  14.3 

9.7  17.6 


6.0  21.0 
6.2  22.2 

6.1  18.2 

6.7  19.5 

6.8  21.1 


BBB  -3.4 

BBB  3.3 

□BB  6.6 

BBB  3.1 

BBB  8.4 


-12.7 
-A.6 
-0.8 
-5.2 
-3.3 


MUNI  YIELD  B  Muni.  Ntl.  Long  Average  597.0  0.64  11.9  13.6  17.3  18.8  6.0  23.2  BBB  2.4  -5.4 

MUNIYIELD  INSURED  C-  Muni.  Ntl.  Long  Average  913.3      NA  11.1  13.3  21.6  17.8  5.9  23.4  BBB  -2.1  -9.0 

NEW  AMERICA  HIGH-INCOME  A  High  Yield  Average  243.6  0.73  14.2  19.5  25.9  25.3  8.0  8.2  OOO  12.7  -5.8 

NUVEEN  INSURED  PREMIUM  INC.  MUNI.  2  O  Muni.  Ntl.  Long  High  515.5      NA  11.4  15.0  18.7  17.0  5.6  19.5  OBB  -5.4  -12.3 

NUVEEN  INVMT.  QUALITY  MUNI.  C  Muni.  Ntl.  Interm.  Low  566.5  0.78  9.7  10.5  17.7  14.3  6.2  21.3  BBB  0.8  -6.2 

NUVEEN  MUNICIPAL  MKT.  OPPORTUNITY  B  Muni.  Ntl.  Interm.  Low  716.0  0.77  8.6  10.3  16.9  14.7  6.4  21.6  BBB  2.8  -5.1 

NUVEEN  MUNICIPAL  VALUE  B  Muni.  Ntl.  Long  Low  2000.6  0.69  9.3  9.3  15.1  8.5  5.9  21.1  BBB  -3.5  -10.7 

NUVEEN  PERFORMANCE  PLUS  MUNICIPAL  B  Muni.  Ntl.  Interm.  Very  Low  913.2  0.78  8.6  9.6  14.5  13.6  6.4  21.8  BBB  2.8  -2.9 

NUVEEN  PREMIUM  INCOME  MUNICIPAL  C  Muni.  Ntl.  Long  Low  983.9      NA  9.9  10.7  14.8  11.9  6.3  22.6  BBB  -1.9  -8.2 

NUVEEN  QUALITY  INCOME  MUNICIPAL  B+  Muni.  Ntl.  Interm.  Low  845.1  0.77  9.1  11.2  18.7  17.8  6.2  21.8  BBB  7.0  -2.9 


PILGRIM  AMERICA  PRIME  RATE 

C 

Ultrashort 

Very  Low 

1027.8 

1.13 

8.3 

7.7 

16.1 

15.3 

8.2 

5.8 

BBB 

10.6 

3.1 

1 

PREFERRED  INCOME 

A 

Long  (Gen.) 

Low 

161.6 

1.51 

15.5 

17.4 

19.2 

20.0 

7.3 

NA 

BBO 

-2.4 

-9.8 

PREFERRED  INCOME  MANAGEMENT 

A 

Long  (Gen.) 

Low 

152.1 

1.84 

17.5 

19.7 

19.5 

23.8 

7.4 

NA 

OOO 

0.1 

-7.7 

PREFERRED  INCOME  OPPORTUNITY 

A 

Long  (Gen.) 

Low 

150.1 

1.71 

17.2 

18.6 

22.3 

20  8 

7.2 

NA 

BBO 

-2.7 

-9.7 

PUTNAM  INTERM.  GOVT.  INCOME 

D 

Multisector 

Average 

527.6 

NA 

4.1 

8.9 

8.2 

10.0 

8.0 

8.3 

BBB 

-7.9 

-12.8 

PUTNAM  MANAGED  HIGH  YIELD 

A 

High  Yield 

Low 

110.8 

1.04 

15.6 

16.7 

19.7 

21.3 

8.7 

8.0 

BBO 

6.1 

0.5 

PUTNAM  MASTER  INCOME 

B 

Multisector 

Low 

490.7 

NA 

8.7 

12.8 

19.6 

16.0 

8.1 

9.0 

BBB 

-3.3 

-10.8 

PUTNAM  MASTER  INTERM.  INCOME 

B 

Multisector 

Low 

332.0 

1.01 

7.9 

12.0 

21.1 

16.7 

7.8 

8.4 

BBB 

-4.5 

-15.4 

PUTNAM  PREMIER  INCOME 

B 

Multisector 

Low 

1239.1 

0.82 

8.9 

13.0 

22.1 

17.2 

8.2 

10.0 

BBB 

-1.1 

-11.8 

PUTNAM  TAX-FREE  HEALTH  CARE 

A 

Muni.  Ntl.  Long 

Very  Low 

207.3 

0.90 

10.4 

10.9 

16.7 

12.4 

6.1 

19.9 

BBB 

0.0 

-6.0 

SALOMON  BROS.  2008  WWIDE.  DOL.  GOVT. 

B+ 

International 

Very  High 

377.5 

NA 

20.3 

28.4 

22.8 

25.3 

9.7 

18.4 

ODD 

-2.8 

-12.3 

SALOMON  BROTHERS  HIGH  INCOME 

A 

High  Yield 

Low 

73.2 

NA 

13.9 

17.3 

20.2 

21.2 

8.4 

9.6 

BOB 

13.2 

4.5 

] 

SENIOR  HIGH-INCOME 

B  + 

High  Yield 

Very  Low 

491.1 

0.75 

11.5 

12.3 

19.4 

16.2 

9.0 

6.9 

OBB 

9.3 

1.9 

TCW/DW  TERM  2000 

B 

Interm.  (Gen.) 

High 

466.4 

NA 

13.4 

18.0 

20.7 

15.9 

5.5 

16.5 

OBB 

-5.2 

-10.6 

TEMPLETON  EMERGING  MARKETS  INCOME 

D 

International 

Very  High 

648.0 

1.09 

11.0 

18.1 

11.2 

18.3 

10.1 

11.2 

BOB 

-4.3 

-11.8 

TEMPLETON  GLOBAL  INCOME 

C- 

International 

Average 

996.9 

0.72 

3.1 

10.6 

12.1 

13.3 

8.0 

5.8 

BBB 

-8.1 

-17.6 

_ 

VAN  KAMPEN  AM.  CAP.  INTM.-TERM  HMNC. 

A 

High  Yield 

Low 

88.7 

NA 

12.3 

16.1 

20.4 

22.2 

9.5 

6.6 

BBB 

16.6 

7.7 

1 

VAN  KAMPEN  AM.  CAP.  LTD.-TERM  HMNC. 

A 

High  Yield 

Low 

68.4 

NA 

12.0 

16.4 

15.5 

21.4 

9.8 

6.5 

BBB 

21.3 

10.2 

1 

VAN  KAMPEN  AM.  CAP.  MUNICIPAL 

C 

Muni.  Ntl.  Long 

Average 

619.9 

1.61 

11.9 

13.0 

24.3 

15.1 

5.9 

20.1 

BBB 

-4.8 

-13.7 

ZENIX  INCOME 

A 

High  Yield 

Average 

104.1 

NA 

16.6 

19.5 

28.6 

23.3 

9.0 

8.4 

ODD 

22.3 

8.0 

1 

DATA:  MORNINGSTAR,  INC..  CHICAGO, 


They're  Fearless 

In  The  Face  Of  Danger. 

We  Help  Them  Face 
The  Future  Without  Fear. 


They  run  toward  danger  instead  of 
away  from  it.  They  put  their  lives  on 
the  line  for  a  living.  We're  proud  to 
help  provide  financial  security  to 
firefighters  and  millions  of  everyday 
heroes.  We're  American  General.  One 
of  the  largest  providers  of  retirement 
services,  life  insurance,  and  consumer 
loans.  A  corporation  with  $79  billion 
in  assets  and  $7.3  billion  in  share- 
holders' equity.  By  doing  what  we  do  best,  we're  helping 
people  do  what  they  do  best. 


Helping  12  million  Americans  do  better  financially. 


Retirement  Services  •  Life  Insurance  •  Consumer  Finance 

American  General  Life  •  American  General  Life  and  Accident  •  Franklin  Life  •  United  States  Life 
All  American  Life  •  Old  Line  Life  •  USLIFE  Credit  Life  •  American  General  Life  of  New  York 
American  General  Finance  »VALIC  •  American  General  Securities  Incorporated 


For  information,  visit  vvrvvw.agc.com  or  call  1  (800)  AGC  -  1111 


SAVIN'S  GOING  TO  WIN  YOU  OVER  WITH 
DOCUMENT  HANDLING  SOLUTIONS  THAT  ARE  IN  TUNE  WITH 
EVERY  BUSINESS  INSTRUMENT  IN  YOUR  OFFICE. 


Paper  Sculpture  by  Jeff  Nishinaha 


At  Savin  we  have  the  innovative 
products,  the  advanced  technology 
and  the  dedicated  people  that  can 
make  your  office  perform  with  all 
r  the  harmony  of  a  symphony. 

With  everything  from  digital  imaging 
systems  that  function  as  copiers,  networked 
laser  pnnters  or  high-quality  fax  machines.  To  full  color 
digital  imaging  systems  that  edit  and  pnnt  your  documents  from 
hard  copy  or  from  images  and  text  sent  directly  from  your  computer. 

For  the  harmonious  solutions  you're  looking  for,  backed  by  the  people 
and  service  you  deserve,  contact  us  at  1-800-234-1900  or  www.savin.com. 


savin 

WE'RE  GOING  TO  WIN  YOU  OVER 


SAVIN  CORPORATION,  333  LUDLOW  ST..  STAMFORD.  CT  O6904 


Corporation 


Jobs  wants  to 
brm  this  digital 
ction  house  into  a 
aker  to  match  Disney 

[h-tech  circles,  Steven  P.  Jobs's 
tation  as  a  visionary  is  matched 
by  his  reputation  as  one  of  the 

aiTogant  entrepreneurs  in  Sili- 
ley.  So  when  Apple  Computer 
erim  chief  executive  began  pre- 
jome  years  back  that  his  Pixar 
on  Studios  was  destined  for 
idustry  greatness,  there  were 
f  doubters,  including  Walt  Dis- 

Chief  Michael  Eisner.  While 
Toy  Story  had  just  given  the 
jngdom  the  top-grossing  film  of 
isner  was  startled  when  Jobs, 
first  face-to-face  meeting,  asked 
fty  50%  cut  on  future  films.  "I 
;e  we  were  building  the  world's 
sat  animation  studio,"  says  Jobs. 

it  knocked  him  off  his  rocker." 

Jobs  intends  to  surprise  a  lot 
ople.  On  Feb.  5,  he  plans  to  an- 
that  Pixar  is  on  a  moviemaking 
tched  only  by  Disney:  one  major 
d  film  every  year.  First  up  is  A 
dfe,  due  out  at  Thanksgiving, 
ither  than  a  previously  planned 
o-video  sequel  for  the  block- 
Toy  Story,  Jobs  will  do  a  the- 
elease  in  late  1999,  followed  by 
led  film  in  2000.  "This  way,  even 

film  isn't  as  successful  as  we'd 
ys  Jobs,  "we'll  be  able  to  take 
t  shot  just  a  year  later." 
ing  his  bets  is  becoming  a  way 
}r  Jobs.  Since  last  July,  the  42- 

entrepreneur  has  spent  most 


of  his  waking  hours  salvaging  Apple, 
which  has  watched  its  market  share 
plummet  to  a  dangerously  low  3%.  But 
last  quarter,  after  Jobs  spent  a  summer 
of  16-hour  days,  Apple  returned  to  prof- 
itability. Now  Jobs  is  itching  to  split 
his  time  between  the  two  companies. 
Will  he  remain  at  Apple?  "It's  about 
how  much  time  I  have  in  my  life — and 
the  more  I  have  for  [Pixar],  the  bet- 
ter," he  says. 

Especially  given  his  grand  plans.  If 
Pixar  can  keep  up  its  ambitious  movie- 
making pace,  Jobs  vows  he  can  build  a 
new  breed  of  digital  studio  with  earn- 
ings power  rarely  seen  in  Hollywood. 
How?  Pixar  splits  the  $50  to  $100  mil- 
lion production  cost  with  partner  Disney, 
which  also  foots  the  bill  for  distribution 
and  marketing.  Once  Disney  is  paid,  all 
Pixar  needs  to  do  is  wait  for  its  share  of 
the  profits  to  roll  in  from  the  box  office 
and  video  and  merchandise  royalties. 
With  a  projected  take  of  $200  million- 
plus  per  film,  Pixar's  profits  could  shoot 
up  from  an  expected  loss  of  $4.6  million 
this  year  to  $60  million  plus  once  it  hits 
Jobs's  one-film-a-year  stride,  say  ana- 
lysts. "With  Pixar,  you 
get  a  pure  play  of  Dis- 
ney's best  business," 
says  portfolio  manager 
Philip  W.  Treick  of 
Transamerica  Invest- 
ment Services,  who 
purchased  2.5  million 
shares  of  Pixar,  worth 
$50  million. 

Sound  like  fantasy? 
Consider  Disney's  The 
Hunchback  of  Notre 
Dame.  The  1996  ani- 
mated feature  pulled 
in  $100  million  at  the 


▲  MILLIONS  OF  DOLLARS 

DATA:  UBS  SECURITIES 


INSECT  FLICK:  Pixar's  next  offering, 
A  Bug's  Life,  is  creating  a  buzz 

box  office,  a  lackluster  performance  by 
Disney  standards.  Even  so,  it  brought 
in  profits  of  $500  million  when  mer- 
chandise and  video  revenue  are  added. 
Now  take  Jobs's  new  deal  with  Disney: 
Pixar  would  have  earned  $150  million 
from  Toy  Story,  say  analysts — a  far  cry 
from  the  $40  million  it  got  under  its 
old  contract.  "This  is  what  puts  the 
luuuu  in  lucrative,"  crows  Jobs,  who 
owns  71%  of  Pixar's  stock,  worth  $870 
million,  a  huge  return  on  the  $50  million 
he  has  invested. 

A  SUSPENSE  STORY.  Still,  catapulting 
Pixar  into  the  big  time  is  bound  to  be  a 
tale  of  suspense.  While  Pixar  has  John 
Lasseter,  the  Oscar-winning  director  of 
Toy  Story — the  third-highest-grossing 
animated  movie,  bringing  in  $350  mil- 
lion— there's  no  guarantee  Pixar  can  re- 
peat such  success.  "They've  got  a  great 
track  record,  but  they've  only  run  one 
race,"  says  Merrill  Lynch  &  Co.  ana- 
lyst Hairy  Wagner.  On  Feb.  5,  Pixar  is 
expected  to  earn  $1.2  million  on  $4  mil- 
I  lion,  a  50%  drop  in 
sales  from  a  year  ago, 
says  ubs  Securities  LLC 
analyst  Edward  T. 
Hatch.  Since  revenues 
from  A  Bug's  Life 
won't  roll  in  until  late 
1999,  Pixar  won't  be 
profitable  in  1998,  says 
Jobs. 

That's  not  the  only 
challenge  for  Pixar. 
There's  evidence  audi- 
ences are  thing  of  ani- 
mated flicks — just  as 
the  field  is  getting 


PIXAR  BY  THE  NUMBERS 
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Tune  into  a  special  Nightly  Business  Report  interview  series  from  the  Business  Week  Sumr.  1 
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•owded.  Disney's 
•ee  efforts  have 

shrinking  box  of- 
iipts.  And  there's 
npetition:  Dream- 
>KG,  led  by  direc- 
ren  Spielberg  and 
Disney  star  Jef- 
tzenberg,  will  re- 
e  Prince  of  Egypt 
ristmas,  followed 
,tz  next  spring. 
IE.  A  Bug's  Life 
Ltend  its  winning 
ffls  a  morality  tale 
d-luck  ant  named 
ho  tries  to  hire 
on  against  ma- 
grasshoppers.  But 
ires  a  troupe  of  ~ 
sects  instead.  Made  with  5  to  10 
ie  computing  power  of  Toy  Sto- 
film  is  visually  stunning,  with 
grass  and  expressive  faces,  in- 

a  double-chinned  caterpillar 
leimlich. 

Pixar  remains  focused  on  the 
pj  famihes.  DreamWorks'  edgier 
mother  tale  of  a  misfit  bug 
"  by  Woody  Allen — may  get 
ith  adults.  But  Bugs  is  creating 


MOVIEMAKERS:  Jobs  and  the  Pixar  team 


a  buzz  with  merchandisers  and  adver- 
tisers such  as  Mattel  Inc.  and  McDon- 
ald's Corp. 

If  Bug's  doesn't  soar  to  great  heights, 
Toy  Story  II  may  pick  up  the  slack. 
When  Pixar's  team  came  up  with  a  sto- 
ry line — Buzz  returns  the  favor  done 
him  in  the  original  film  by  saving  Woody 
from  an  evil  toy  collector — Jobs  began 
pressing  Disney  for  a  spot  in  the  the- 
atrical lineup.  Analyst  Hatch  thinks  a 


big-screen  release  will 
earn  $80  million  in  profits 
for  Pixar,  vs.  $35  million 
for  a  straight-to-video 
version. 

So  when  did  Jobs  de- 
cide Pixar  should  reach 
for  the  gold  ring?  While 
Jobs  acquired  Pixar  in 
1986,  it  was  only  as  Toy 
Story  neared  release  that 
he  took  a  more  active 
role.  After  watching  the 
audience  at  three  straight 
showings  on  the  film's 
first  day,  Jobs  began  plot- 
ting Pixar's  conversion 
from  a  production  house 
to  moviemaker.  He  set  up 
the  lunch  with  Eisner  to 
ask  for  a  50-50  partnership.  Eisner 
agreed,  and  a  year  later,  on  Jobs's  42nd 
birthday,  the  deal  was  announced. 

Ever  since  then,  Pixar  has  been 
Jobs's  first  love.  "Apple's  a  job.  Pixar  is 
fun,"  says  board  member  Harry  M. 
"Skip"  Brittenham.  So  long  as  Pixar 
keeps  the  blockbusters  coming,  that  is. 

By  Peter  Burrows  in  Point  Rich- 
mond, Calif,  with  Ronald  Grover  in 
Los  Angeles 


Short-term  fever? 


S     by  B.Grady 


\/e  got  it  alright.  Between  the 
l  you  downed  on  the  freeway 
that  meeting  on  the  opposite 
e  city,  and  the  mad  dash  home 
enough  of  Tommy's  soccer 
as  not  to  be  late  for  Bridget's 
:ital,  you're  knee-deep  in  it. 
let0  the  snort  -term  world . 


thinking  that  powers  every  other  facet 
of  your  life  has  finally  driven  into  your 
investment  psyche.  But  let's  remember 
why  you  invested  in  the  first  place:  for 
tomorrow.  It's  a  long-term  goal.  That's 
why  there's  a  straightforward  long-term 
discipline  behind  every  Kemper  Fund. 
So    $p    that    short-term  fever 


HERE'S  A  LONG-TERM 
BREAKTHROUGH. 


2SV 


that  Kemper  Funds  long-term 
n.  Uh...  where  were  we?  Oh 
11,  with  experts  nervous  about 
narket  can  continue  to  hit  new 
's  no  wonder  the  short-term 

mldn 't  sit  through  my 
te  sitcom  for  more  than 
inutes...I  couldn't  even 
j  myself  to  order  slow- 
roasted  chicken." 


■  „  nde  ,  » 

iing  out  % 

of  an1  active  market  is  what  Kemper's 
been  doing  for  nearly  50  years  now  — 
in  a  world  that's  become  increasingly 
short-term  focused.  If  their  long-term 
discipline  can  cut  through  an  everyday 
scenario  this  easily,  imagine  what 
Kemper  Funds  can  do  for  your  portfolio. 

Ask  your  financial  advisor  about 
the  long-term  thinking  behind  Kemper 
Funds.  Or  call  1  -888-Kemper-7  ext.  9 1 6 
or  visit  www.kemper.com 


pur; 


do 


KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world" 

For  a  prospectus  containing  more  complete  information 
including  management  fees  and  expenses,  call  Kemper 
Please  read  it  carefully  before  investing  or  sending 
money.  ©  1997  Zurich  Kemper  Distributors,  Inc. 
A  member  of  the  @  zuRiCHGroup  1034940 


EDilTD  BY  AMY  DUNKIN 


VIDEO:  Eye-popping  TV 
But  It'll  Cost  You 


Raise  the  curtain, 
and  a  drum  roll, 
please:  High-defi- 
nition tv  is  about 
to  come  to  center 
stage.  Years  in  the  making, 
souped-up  digital  hdtvs  are  fi- 
nally expected  to  land  in  elec- 
tronics stores 
by  Christ- 
mas. Early 
buyers  will 
be  able  to  bask  at  home  in 
the  kind  of  wide-screen  cine- 
matic splendor  they  have 
come  to  expect  at  their  local 
multiplex.  Besides  big-theater 
sound,  hdtv  presents  vivid, 
ghost-free  pictures  that  en- 
able viewers  to  discern  freck- 
les, blades  of  grass,  and  dress 
patterns,  whether  the  tv  sig- 
nals originate  over  air  waves, 
cable,  or  satellite. 

High-definition  television  is 
but  one  of  many  sexy  digital 
video  technologies  now  reach- 
ing consumers.  Digital  video 
disks  (dvds)  made  their  debut 
last  year,  letting  you  watch 
motion  pictures  with  smash- 
ing sound  and  video  on  disks 
that  look  like  audio  cds 
(which  dvd  machines  play  as 
well).  Portable  DVD  players 
are  due  out  this  summer.  Af- 
ter that:  dvd  machines  that 
record,  probably  hitting 
stores  sometime  after  2000. 
TOP  END.  If  you're  thinking 
about  adding  hdtv  to  your 
media  or  rec  room,  you  had 
better  have  deep  pockets.  The 
sets  are  expected  to  cost 
$5,000  to  $10,000  and  up.  At 
January's  Consumers  Elec- 
tronics Show  in  Las  Vegas, 
more  than  a  dozen  tv  heavy- 
weights unveiled  first-genera- 
tion digital  tv  prototypes. 
Zenith  Electronics,  for  exam- 


PERSONAL 
TECHNOLOGY 


pie,  introduced  a  64-inch  rear- 
projection  set.  rca's  first  mod- 
el will  be  a  61-inch  rear  pro- 
jection set,  with  38-inch  and 
34-inch  direct  view  receivers 
also  in  the  works.  Panasonic 
was  among  the  companies  to 
show  set-top  boxes  for  con- 
verting digi- 
tal signals 
into  analog 
for  viewing 
on  conventional  TVs.  For  the 
most  part,  however,  manufac- 
turers remained  mum  on 
prices  and  specific  models. 

Digital  sets  deemed  wor- 
thy of  the  hdtv  banner  are 
the  top  end  of  the  top  end. 
They  will  have  at  least  1  mil- 
lion picture  elements,  or  pix- 
els, and  some  will  display  2 
million  pixels.  By  comparison, 
a  decent  analog  set  only  al- 
lows for  288,000  pixels,  hdtv 
sets  also  display  their  pic- 
tures in  a  movie-like  wide- 
screen  format.  You'll  see 
this  described  as  an  "as- 
pect ratio"  of  16:9,  mean- 
ing the  screen  is  nearly 
twice  as  wide  as  it  is 
high.  Most  analog  TVs 
have  a  4:3  aspect  ratio. 

You  should  be  aware  that  1 
not  every  digital  tv 
will  display  high 
definition  in  its 
full  glory. 
Digital  tv 
also  includes 
so-called 
standard  de- 
finition, or 
SDTVS.  These 
have  lower  res 
olution  than  HDTVs 
and  offer  no  prespeeifiec 
aspect  ratio.  They'll  cost  a 
little  less  than  hdtvs  but 
will  still  offer  better  quali- 


ty than  analog  sets  and  will 
be  able  to  display  digital 
broadcasts.  In  fact,  the  in- 
dustry's Advanced  Television 
Systems  Committee  specifies 
18  separate  digital  TV  for- 
mats. Almost  certainly,  any 
digital  receiver  will  be  able 
to  accommodate  them  all, 
though  not  necessarily  at  the 
screen  resolution  you  would 
like.  "Manufacturers  can't  af- 
ford to  sell  something  to  con- 
sumers that  might  go  dark," 
says  Martin  Levine,  a  partner 
in  Digital  Technology  Con- 
sulting, a  market  research 
firm  in  Forest  Hills,  N.  Y. 

But  will  you  have  anything 
to  watch?  Last  year  the  Fed- 
eral Communications  Com- 
mission carved  up  the  digital 
spectrum.  Twenty-six  tv  sta- 
tions agreed  to  begin  digital 
broadcasting  by  November. 
By  May  1,  1999,  all  network 


affiliates  in  the  top  10 
ican  tv  markets  must 
broadcasting  digitally 
months  later,  all  netwo 
filiates  in  the  next  20  1; 
markets  will  have  to  c( 
Other  commercial  st 
have  until  May,  1,  20< 
beam  digital  program 
Non-commercial  stations 
until  a  year  later. 

Most  likely,  the  first 
definition  broadcasts  w 
pay-per-view  specials 
sporting  events  and 
buster  movies.  At  the 
Vegas  electronics  show, 
TV  Inc.,  a  satellite  broai 
er,  demonstrated  the  fii 
rect-to-home  satellite  fe 
a  high-definition  TV  sigr 
showing  excerpts  fron  L 
1996  Super  Bowl.  A  si  « 
of  400  broadcasting  e  : 
tives  conducted  for  H  k 
Corp.,  a  leading  produ( 
digital  tv  transmitters 


Is 


i c    i noo 


st  stations 
to  offer 
ogramming 
)rime  time 
ss-detailed 
Erams  dur- 
day.  How- 
broad  cast- 
the  sdtv 
a  TV  station 
er  up  to  five 
;  programs 
eously. 
form  of  in- 
e  television 
so  be  part  of 
;.  As  WebTV 
rs  have  shown, 
can  move 
sly    from  TV 
f  to  the  Internet 
i.  OpenTV  Inc.,  a 
•  of  software  for 
set-top  boxes,  has 
nonstrating  an  inter- 
rstem  that  deempha- 
|  Web.  In  one  exam- 
;nTV  played  a  prize 
ituring  Oscar  de  La 
Vhile  watching  the 
nsumers  could  use  a 
control  to  consult  an 
live  drop-down  menu 
k  at  punch-by-punch 
i,  see  results  of  pre- 
!  La  Hoya  matches, 
ore    the    bout  in 
i.  By  punching  in  a 
ber,  viewers  could  or- 
,a  Hoya  merchandise, 
whose  shareholders 
Sun  Microsystems 
tnson,  is  already  pro- 
milar  interactive  ser- 
France,  Denmark, 
den. 

good  news  for  TV 
who  don't  go  digital 
ray  is  that  a  decade 
before  their  old-fash- 
ioned sets  turn 
obsolete.  If  you 


need  to  re- 
place your  TV  any- 
time soon,  you  can  get  a  de- 
cent deal  on  top-quality 
large-screen  analog  sets.  But 
"you're  not  going  to  see  fire 
sales,  because  there's  a  mi- 
nuscule market  for  digital  TV 
in  1998,"  says  Levine.  On  the 
other  hand,  if  you've  been 
considering  a  wall-size  televi- 
sion for  a  home  theater,  you 
might  be  wise  to  postpone  the 
purchase  until  digital  TVs  be- 
come more  affordable. 
NEW  TWISTS.  You  might  want 
to  add  dvd  to  jazz  up  your 
home  theater  in  the  mean- 
time. The  disks  can  hold  4.7 
gigabytes  per  side,  more  than 
enough  to  store  a  full-length 
movie,  plus  multiple  language 
and  subtitle  tracks,  alternate 
camera  angles,  and  the  ability 
to  show  movies  in  standard 


or  'letterbox"  form.  Some  600 
dvd  films  are  available,  and 
Disney,  once  a  studio  holdout, 
announced  late  last  year  that 
it  plans  to  supply  dvd  titles 
as  well.  The  price  of  players 
has  fallen  to  as  little  as  $400, 
though  you  can  pay  a  premi- 
um for  units  with  more  so- 
phisticated circuitry. 

There  are  other  new 
twists.  Sony  unveiled  a  five- 
disk  cd/dvd  changer,  the  dvp- 
C600D,  with  a  price  to  be  de- 
termined. This  April,  road 
waniors  will  be  able  to  enjoy 
dvd  movies.  Panasonic  plans 
to  offer  the  dvd-lio,  a  palm- 
size  player  that  weighs  less 
than  two  pounds.  The  $1,300 
portable  runs  on  two-hour 
nickel  metal  hydride  batteries 


and  features  a 
5.8-inch  wide  LCD 
screen.  Meanwhile 
a  group  of  consumer 
electronics  biggies 
have   embraced  a 
new    format  foi 
dvd  audio,  mean- 
ing   the  disks 
could  eventually 
replace  the  au- 
dio CD. 

As  with  most 
matters  in  high 
tech,  the  de- 
cision on 
whether  or 
not  to  buy  a 
dvd  player  is  get- 
ting more  complicated. 
That's  because  of  the  launch 
of  a  "pay  per  view"  dvd 


On  the  Digital  Horizon 


DIGITAL  TV  $5,000  to  $10,000. 
The  first  breed  of  wide-screen 
;ts  with  marvelously  detailed  pic- 
s  will  appear  in  the  fall.  But  not 
tal  TVs  will  be  able  to  display 
jfinition  in  its  full  brilliance.  Pro- 
ing  will  be  spotty  initially. 


DVD  $400  to  $1,000 for  players;  $20  to 
$25  for  movies.  Digital  video  disks  look 
just  like  CDs,  except  they  play  movies 
with  pristine  pictures  and  smashing 
audio.  The  first  portable  DVD  units  will 
appear  this  year,  but  no  machines  that 
record  are  on  the  radar  screen. 


DIVX  About  $100  premium  over  DVD 
machines.  A  pay-per-view  DVD  variant. 
You'll  pay  up  to  $5  to  watch  DVD-quality 
movies  over  a  two-day  period.  The  disks 
then  become  useless,  unless  you  fork 
over  more  money.  The  first  players,  from 
Zenith,  are  due  in  the  spring. 
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variant  called  Divx  (Digital 
Video  Express  lp),  a  part- 
nership led  by  Circuit  City 
Stores. 

The  idea  is  that  anyone 
who  purchases  Divx-equipped 
dvd  gear  will  be  able  to  buy 
specially  encrypted  five-inch 
movie  disks  for  $4.50  to  $5, 
compared  with  $20  to  $25  for 
a  conventional  dvd  flick.  Divx 
owners  can  watch  the  film  as 
often  as  they  wish  over  a 
two-day  period,  after  which 
the  disk  is  rendered  use- 
less— no  need  to  return  it  to 


the  store.  The  clock  doesn't 
start  ticking  until  one  begins 
watching  the  film.  You  can 
order  an  extra  48  hours  of 
viewing  time  for  an  extra 
few  dollars.  If  you  decide  to 
own  the  movie  outright,  you 
can  purchase  unlimited  view- 
ings  for  $13  extra  or  so.  All 
the  ordering  and  billing- 
transactions  are  handled  by 
clicking  on  menus.  A  phone 
inside  the  hardware  dials 
toll-free. 

Divx  hardware  will  com- 
mand about  a  $100  premium 


NEW  SCREENS  The 

Skinny  on  Thin  TVs 


We've  been  hear- 
ing for  years 
about  big-screen 
televisions  so 
thin  and  light  you  can  hang 
them  on  a  wall  like  a 
picture.  Well, 
they're  finally 
here.  At  least 
two  brands  are  available  in 
the  U.  S.  now,  and  a  dozen 
models  should  be  on  the  mar- 
ket by  the  end  of  this  year. 
At  only  four  to  six  inches 
thick  and  weighing  about  65 
pounds  apiece,  these  svelte 
TVs  make  conventional  large- 
size  television  sets  seem 
like  space-hogging,  back 
breaking  monstrosities. 

Unlike  today's  big- 
screen  TV  units,  which 
project  a  picture  using 
beams  of  light,  the  new 
flat-panel  models  rely  on 
plasma  display  technolo- 
gy. The  screen  is  made 
up  of  thousands  of  tiny 
pockets  filled  with  gas. 
When  the  gas  is  charged 
with  an  electrical  signal, 
it  gives  off  ultraviolet 
rays,  which  in  turn  light 
up  red,  green,  and  blue 
phosphors  piinted  on  the 
inside   surface   of  the 

LOOKING  SVELTE:  The 

new  sets  are  only  four 
to  six  inches  thick 
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glass  screen.  A  plasma  pic- 
ture is  brighter  than  that  of 
a  projection  television,  so 
you  don't  need  to  dim  the 
lights  or  draw  the  drapes  to 
see  it.  The  picture  is  also 
visible  from 
virtually  any 
angle. 

Flat-panel  television  sets 
are  digital-ready,  meaning 
they  will  accept  signals  from 
digital  set-top  converter  box- 
es. But  none  so  far  has 
enough  resolution  to  show 
high-definition  TV  signals. 
These  new  sets  also  are  cost- 
ly: Prices  start  at  ten  grand 


over  conventional  dvd  playere 
and  will  handle  regular  dvd 
software  as  well.  But  anyone 
who  has  already  sprung  for  a 
dvd  player  cannot  play  Divx 
disks.  Zenith  will  be  first  out 
with  a  Divx  unit  this  spring; 
Thomson,  Panasonic,  and  JVC 
also  plan  to  produce  ma- 
chines. On  the  software  side, 
Disney,  Paramount.  Univer- 
sal, and  DreamWorks  skg  will 
be  releasing  their  own  Divx 
film  titles. 

Of  course,  some  video  ad- 
dicts are  perfectly  content 

and  go  up  fast.  Even  if  you 
can  spring  for  that  kind  of 
money,  you  might  have  to  do 
some  work  to  find  a  set. 

Right  now,  only  two  retail- 
ers in  Los  Angeles,  Paul's  TV 
(562  697-6751)  and  The  Good 
Guys  (310  659-6500),  sell 
Mitsubishi's  $9,995  40-inch 
DiamondPanel  TV,  which  is 
proportioned  like  today's 
standard-TV  screens.  The 
company  will  expand  its  dis- 
tribution in  March,  and  intro- 
duce a  46-inch  wide-screen 
version  in  the  fall. 

You  can  see  and  order 


watching  analog  vhs 
settes.  For  them,  So 
coming  out  this  summei; 


-I 


two  vcrs  for  $449  an 
that  quickly  let  you 
what's  recorded  on 
tape.  All  you'll  have  to 
attach  a  "SmartFile"  la 
a  cartridge  and  wave 
front  of  the  vcr.  A  m* 
the  tape's  contents  ther 
up  on  the  TV  screen.  It 
of  the  few  analog  ente 
ment  innovations  in  w 
rapidly  becoming  a  c 
world.         Edward  C. 


Philips  Electronics'  $■ 
42-inch  FlatTV  at  18 
and  Circuit  City  Store! 
you  won't  be  able  to  gc- 
until  March. 
PRICE  drop.  Your  bes 
for  the  moment  is  pro 
Fujitsu.  Its  42-inch  Plas 
sion  display  is  widely  di 
uted  by  specialty  d€ 
listed  at  the  Web 
www.plasmavision.  cor 
$10,999,  Plasmavision's 
has  dropped  $3,000  fron 
last  year.  But  unlike  the 
flat-screen  models,  the  F 
product  is  only  a  mo 
You'll  still 


Four  years  from 
now,  flat-screen 
TVs  should  be  in 
the  $2,500  range 


to  provic 
television 
and  spea 
The  easiest 
is  to  plug 
panel  into 
and  use 
vcr's  re 
control  to 
in  TV  and 
channels. 
Prices  should  come 
rapidly.  There  will  be  p 
of  competition  later  this 
when  such  companies 
Sony,  Panasonic,  and 
plunge  into  the  market, 
years  from  now,  flat-s< 
TVs  should  be  in  the  $j 
range,  predicts  Stanforc 
sources,  a  San  Jose  (C 
market  research  firm 
specializes  in  electronic 
plays.  That's  about  the 
of  a  high-end  projection 
el  today.  But  unlike 
huge  box  taking  up  half 
living  room,  the  flat-pan 
will  eat  up  no  more 
than  a  large  painting  oi 
wall.         Larry  Arms* 
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HO  Sweet  Sounds 
the  Web 


re  always  been  enam- 
id  of  radio.  As  a  kid, 
gingerly  twist  the 
,1  to  pull  in  distant 
nes,  rock  'n'  roll  sta- 
id other  faint  signals, 
iddled  with  a  short- 
iceiver  to  tune  in  the 
if  the 


longer 
lives  near 
your  alma 
mater.  Or 
you  work  in 
an  office 
building  where 
it's  impossible  to 


(crooners,  hip-hop,  etc.).  You 
can  rate  songs  and  also  buy 
albums  via  a  link  to  the  cd- 
now  Web  site  (www.cd 
now.com).  Several  sites  let  you 
hear  musical  excerpts  and  or- 
der CDs,  including  Music 
Boulevard  from  N2K, 
(www.musicblvd.com)  and 
the  Tunes  Network 
(www.tunes.com). 
Sometimes  the  music 
comes  with  pic- 


So  I 
illed  to 

I  could  hear  far-flung 

and  shortwave  sta- 
er  the  Internet. 
World  Wide  Web  is 
j  into  a  terrific  listen- 
t  for  audio  mavens. 
a  can  take  in  more 
dio.  You  can  sample 
and  order  compact 
id  even  download  sin- 
your  PC.  Other  sites 
capture  audio  books, 
ices,  and  courses,  and 
fecial  devices,  play 
ick  on  your  car  radio, 
ost  instances,  before 
any  continuous  sound, 
ive  to  download  soft- 
rom  the  Web  site, 
srobably  need  Real 
from  RealNetworks, 
www.real.com,  or  Mi- 
;  NetShow,  also  free, 
ww.microsoft.com/ 
h  Once  you're  set  up, 
i  surf  for  Webcasts. 

Massachusetts  Insti- 
rechnology  radio  site, 
it.edu/stations/bc.html, 
rovides  a  list  of  more 

00  stations.  You'll  also 
re  than  260  radio  and 
ons  at  AudioNet,  the 
treeminent  radio  net- 
light  before  the  Su- 
vl,  I  used  the  site  to 
at  sports  talk  in  Den- 

1  Milwaukee.  I  also 
n  the  British  Broad- 
Corp.  to  get  its  take 
Clinton  sex  scandal. 
IS.  You  may  be  won- 
ivhy  you  need  to  turn 
met  radio  with  a  real 
)se  by.  Maybe  you're  a 

hoops  fan  who  no 
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pick  up  your  fa- 
vorite stations. 
Webcasting  gets 
you  around  these 
hurdles — and  Au- 
dioNet  also  lets 
you  listen  to  police 
scanners  and  a  CD 
jukebox. 

Alas,  there  are 
still  sound  barri- 
ers on  the  Web. 
Audio  may  come 
through  distorted  or 
drop  out  for  seconds  at 
a  time  because  of  conges- 
tion on  the  Net.  And  your 
experience  will  be  only  as  re- 
warding as  your  modem 
speed,  connection,  sound  card, 
and  speakers  allow.  If  the 
firewall  at  your  company  re- 
tards the  data  streaming 
through  cyberspace,  even  a 
Tl  line  won't  perform  well. 

If  you  want  to  enjoy  online 
music,  The  dj  site  plays  tunes 
in  more  than  60  categories 


tures.  You  can  watch  live  or 
archived  concerts  from  Pearl 
Jam,  the  Rolling  Stones,  and 
other  artists  at  JamTV 
(www.jamtv.com ). 

Meanwhile,  a  company 
called  Liquid  Audio  has  de- 


Where  To  Listen 


SITE  (HHP://) 


COMMENTS 


AUDIBLE  Download  audio  books,  conferences,  and  courses. 

www.audible.com       Listen  in  the  car  with  an  optional  $200  device. 

AUDIONET  The  Web's  preeminent  radio  network.  Sports  talk, 

www.audionet.com     music,  audio  books,  and  the  BBC. 

E-MOD  Download  singles  onto  your  hard  drive,  and  with 

www.emod.com  ;  the  right  gear,  burn  them  onto  recordable  CDs. 

MUSICMAKER  Lets  you  choose  songs  for  custom  CDs,  which 

www.musicmaker.com  start  at  $9.95  plus  shipping. 

THE  DJ  More  than  60  channels  of  continuous  music. 

www.thedj.com         Links  to  CDNow  to  buy  albums  you  are  hearing. 


vised  an  intriguing  Internet 
music-delivery  system  that  al- 
lows you  to  create  custom 
CDs.  Using  the  technology,  N2K 
recently  launched  a  Web  ser- 
vice called  e-Mod.  Music  fans 
can  download  copyrighted  sin- 
gles for  99<2  each.  It  takes  12 
to  15  minutes  to  download  a 
near-CD  quality  4-minute  song 
using  a  28.8  modem.  If  you've 
got  a  MiniDisk  recorder  from 
the  likes  of  Denon,  Sony,  and 
Sharp,  or  CD-Recordable  de- 
vice from  Philips,  Pioneer, 
Yamaha,  and  others,  you 
can  bum  selections  onto 
an  md  or  CD.  Cuts  are 
available  from  a  few 
well-known  performers 
such  as  Chick  Corea, 
but  the  big  names  are 
mostly  missing.  That's 
because  record  labels 
and  retailers  don't 
want  you  to  cher- 
rypick  songs  when 
they  can  sell  you  a 
whole  album.  It'll 
be  a  while  before 
such  intellectual 
property  issues  are 
resolved. 
at&t  also  lets  you 
download  music 
at  its  a2bmusic 
site  (www.a2bmusic.com) 
but  will  not  now  let  you 
transfer  songs  from  your  hard 
drive  to  a  CD  or  md.  The 
company  has  shown  a  proto- 
type of  a  device  it  hopes 
retailers  will  sell  in  1999  for 
playing  back  digital 
downloads. 

You  can  purchase  down- 
loads of  books-on-tape,  pro- 
gramming from  The  Harvard 
mmmmmm  Business  Review 
and  The  Economist, 
and  speeches  at  the 
Audible  Web  site. 
Audible  sells  a  $200 
portable  device  that 
lets  you  remove  the 
programming  from 
your  hard  drive  and 
listen  to  it  in  a  car 
or  plane.  Audio 
Highway  (www. 
audiohighway.com ) 
sells  a  similar  unit. 
With  all  this,  the 
Web  is  sounding 
better  all  the  time. 
Edward  C.  Baig 
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It's  the  computer  indus- 
try's dirty  little  secret. 
Despite  what  those  jit- 
terbugging  bunny- 
suit-clad  folks  in  the  Intel 
commercials  would  like 
you  to  believe,  you  don't 
need  to  purchase  a  $2,000 
PC  every  few  years  to  tap 
into  the  latest  and  great- 
est things  a  computer  can 
do.  For  several  hundred 
dollars,  you  can  buy  ac- 
cessories that  will  make 
your    aging    PC  look, 
sound,  and  act  like  a  jazzy 
new  model.  "These  days, 
computers — even  old 
ones — are    pretty  darn 
fast,"  says  Dean  McCairon, 
a  principal   at  Scottsdale 
( Ariz.)-based  Mercury  Re- 
search, which  tests  compo- 
nents for  pc  makers.  "You 
just  need  to  tweak  the  paits 
that  need  help." 

Of  course,  if  your  machine 
runs  on  a  386  or  486  micro- 
processor, there's  little  you 
can  do  to  bring  it  up  to  21st 
century  standards.  But  if 
you're  using  a  two-  to  three- 
year-old  computer  with  a 
Pentium  chip,  it  pays  to  mod- 
ify it.  Want  to  play  the  latest 
3-D  games?  Try  a  graphics 
accelerator  board.  Tired  of 
tinny  sound?  Add  new  speak- 
ers and  a  better  sound  card. 
Interested  in  a  faster  connec- 
tion to  the  Internet?  Buy  a 
56k  modem  or  ask  your  ca- 
ble-TV  company  if  it  offer's  su- 
perspeedy  Internet  access. 
ITS  A  SNAP.  Before  you  do 
any  of  that,  make  sure  your 
computer  has  at  least  32 
megabytes  of  memory.  You 
can  check  the  amount  by 
watching  the  messages  that 
speed  by  every  time  you  turn 
on  your  computer.  Installing 
new  memory  is  a  snap — liter- 
ally. You  slide  little  cards  di- 
agonally into  slots  inside  the 
back  of  the  computer,  then 
snap  them  to  the  vertical  po- 
sition. Generally,  you  have  to 
add  memory  cards  in  identical 
pairs.  If  your  computer  came 
with  <s  mb,  for  example,  you 
get  an  extra  32  mb  by  in- 
stalling two  16  mb  cards,  cost- 
ing $40  or  less  each.  Better 
yet,  buy  four — and  pitch  those 
that  came  with  your  computer. 


GADGETS  Pumping  Up 
Your  Old  PC 


Once  you've  added  memo- 
ry, you  can  turn  to  upgrading 
audio  and  video.  The  easiest 
improvement  is  connecting 
new  speakers.  Those  that 
came  with 


your  PC  are 
akin  in  quality 
to  the  tiny,  tinny  ones  built 
into  tv  sets.  Far  richer  sound 
can  be  had  by  plugging  bet- 
ter speakers  into  the  same 
jacks  on  the  back  of  your  PC. 
Try  the  top-rated  Cambridge 
SoundWorks,  which  come 
with  a  separate  subwoofer 
(around  $220)  or  a  Bose  Me- 
diaMate  pair  ($200).  Tighter 
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budgets  can  go  for  Labtech's 
$45  LCS-1022  system. 

If  you're  an  avid  player  of 
computer  games,  you'll  prob- 
ably want  to  enhance  your 
system's  sound 
further  with  a 
3-D  audio  card. 
This  inexpensive  add-on  al- 
lows you  to  appreciate  fully 
the  incredible  sound  effects 
on  the  newest  games,  which 
can  give  the  impression  of  an 
ail-craft  roaring  overhead  and 
bombs  bursting  behind  you. 
An  audio  card  makes  sound 
seem  to  come  from  different 
places,  much  the  way  strate- 


gically positioned  spe 
would  in  a  home  theatei 
ative    Labs'  $180 
Blaster  AWE 64  Gold 
of  the  best. 

Video  that  give 
the  feeling  of  mov 
three-dimensional 
is  also  a  must  foi 
ning  the  latest  gai 
ties  and  educational 
ware.  Dozens  of  a 
3-D   graphics  cards 
available,  ranging  in 
from  less  than  $100  to 
ly  more  than  $200.  Han 
gamers  can  tell  you  the 
est  favorite,  which  ch; 
almost  monthly  as  1 
makes  are  introduced 
the  good  bets  include 
mond's   Monster  3-D 
around  $200,  and  M 
Graphics'  $100  m3D. 

Even  if  you  aren't  a 
ous  gamer,  there  are 
reasons  to  upgrade  you 
graphics.  If  you've  rec 
added  a  17-  or  19-in 
tor,  chances  are  your  sj 
isn't  taking  full  advants 
it.  For  that,  you  should 
2-D/3-D  combo  card,  su 
ATI's  $230  All-in- Wondei 
It  will  give  you  adequat 
performance  for  the  oca 
al  game,  but  it  can  dra 
cally  boost  the  resolutioi 
refresh  rate  of  your  mo 
That  means  you  can  see 
of  a  spreadsheet,  for  e 
pie,  with  less  eye  fatigui 
fewer  headaches. 

Sound  and  video  upg 
offer  a  hidden  bonus 
cause  they  have  their 
dedicated  processor 
they  automatically  fre 
the  main  computer  for 
jobs,  thus  giving  y( 
speedier  machine.  And  I 
really  what  you  wante 
along.        Lurry  Arms\ 


How  To  Rejuvenate  a  Desktop 

If  you  have  an  early-generation  Pentium  computer,  you  can  make  it  look 
and  sound  like  the  niftiest  new  models  by  adding. . . 

MORE  MEMORY  BETTER  SOUND  NEW  SPEAKERS  3-D  VIDEO 


For  less  than  $100, 
you  can  bring  your 
system  up  to  a  mini- 
mum of  32  megabytes 


A  $200  sound  card 
will  give  you  the 
surround  effects  of 
a  home  theater 


As  little  as  $50  will 
make  a  difference, 
and  $200  will  give  you 
audiophile  quality 


For  $99  to  $249,  a 
graphics  card  will 
create  a  screamin 
game  machine 


THERE  ARE   ROADS   TO  BE  TAKEN. 

BRIDGES  TO   BE  CROSSED. 
VICTORIES    TO   BE  CELEBRATED. 


To 


morrow. 


Loosen  your  tie.  Kick  your  shoes  off.  No  meetings.  No  conference  calls. 
No  clients.  What's  the  bottom  line?  Serenity.  Freshly  baked  chocolate  chip  cookies 
at  over  160  locations.  Call  your  travel  agent  or  our  toll-free  number. 


DOUBLETREE  HOTELS 


Guest  suites  &  resorts 
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EXECUTIVE  PROGRAMS 


More  than  100 
inciai  Officers, 
ling  those  from 
ng  companies, 
rt  in  last  year's 
s  Week  Forum. 


Ainanz  Lire  insurance 
Amdahl 

Avon  Products,  Inc. 

Chubb  Life  Insurance 

Colgate-Palmolive  Company 

J.  Crew  Group,  Inc. 

The  Dow  Chemical  Company 

EG&G  Inc. 

Frito-Lay,  Inc. 


rruit  or  tne  Loom 
Intel  Corporation 
Land-O-Lakes,  Inc. 
Kinko's  Inc. 
Lear  Corporation 
Mass  Mutual  Life  Insui 
Owens-Corning 
Quaker  Chemical  Corp 


Today's  CFOs  must  be  more  than  leaders,  more 
They  must  be  the  engineers  of  exceptional  j 

isiness  Week's  annual  gathering  of  CFOs,  senior  f 
•ica's  corporate  elite  will  gather  privately  to  share 
extraordinary  results  in  today's  competitive 
three  days,  they'll  exchange  ideas,  challenge  con 
debate  the  crucial  issues  that  confront  tl 

Join  us. 

Your  company's  performance  is  at  the  top  o 


r 

Hi 


O  Leadership 


T  O 


REGISTER 


FOR 


Business  Week's  7th  Annual  Forum  of  Chief  Financial  Of  ficers 

or  for  more  information,  contact 

Julie  Terranova 
Registration  Manager 
Phone:  888-239-6878 
Fax:  212-512-6281 
E-mail:  jterranova@husinessweek.com 
it  The  Forum  of  CFOs'  wehsite  at  http://execprog.husinessvveek.com/cfo98 


A  Division  of  I  he  McGraw-Hill  Compa 
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MUTUAL  FUNDS 

1 /Charles  Schwab 
1-800-5-NO-LOAD 

2/Dean  Witter 
InterCapital  Fund 
1  -800-THE-DEAN 

3/Kemper  Funds 
1-888-216-3100 
ext.  858 


1-800-345-4331 

for  free  information  about 
advertisers  in  this  issue 


1-609-786-4415 

for  free  information  aboi 
advertisers  in  this  issu 
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For  subscriber  questions  or  information,  please  call  1-800-635-1200 


Please  Print 

Name 


Business 


Address 


J  HUSINI  ss     j  HOME 


City 


State 


J  151  SIM  ss     j  HOMI 


1  XTENSION 


Telephone 

Please  check  one  response  for  each  following  question. 

1  What  is  your  company's  type  of  business? 

I  J  Agriculture   2  LI  Mining,  Construction   3  □  Manufacturing,  Processing 
4  J  Wholesale,  Retail  Trade   5  □  Finance,  Insurance,  Real  Estate 
6  U  Government   7  □  Transportation,  Public  Utilities  8  □  Service  Industries 
9  J  Other  -  Please  Specify: 

2  What  is  your  title? 

A  □  Chairman  of  the  Board   B  □  President   C  J  Vice  President   D  □  Treasurer, 
Secretary   E  □  General  Manager   F  □  Division  Manager   G  □  Department  Manager 
H  J  Other  Manager   I  □  Student  J  □  Other  -  Please  Specify: 

3  How  many  employees  in  your  company  worldwide? 

I  □  Under  100  2  □  100-999  3  □  1,000-2,499 

4  □  2,500-4,999  5  □  5,000-9,999  6  □  10,000  or  more 


j 

Zip 

Beyond  news.  Intelligent^ 


ORDER  CODE    ■  9802161 

Requests  will  be  hono> 
until  April  1  6,  1  998 

Please  circle  advertise 
numbers 


i  0/  I "hi McGraw ■HiUOmpana 


iness  Week  Index 


ICTION  INDEX 


;e  from  last  week:  0.5% 
■  from  last  year:  6.6% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Jan.  24=133.3 
1992=100 


May  Sept.  Jan. 

1997  1997  1998 

IX  is  a  4-week  moving  average 

ction  index  rose  in  the  week  ended  Jan.  24.  The  unaweraged  index 
'/o,  to  134.2,  from  132.9  a  week  ago.  After  seasonal  adjustment, 
:  traffic,  led  by  a  strong  gain  in  coal  loadings,  was  up  sharply.  And 
of  bituminous  coal  was  up  5.2%,  with  the  highest  increases  in 
Louisiana,  and  Ohio.  Output  of  steel,  trucks,  crude  oil,  and  lumber 
ased.  Both  auto  and  electric-power  production  dipped  0.4%. 

index  copyright  1998  by  The  McGraw-Hill  Companies 


NG  INDICATORS 


1ICES  (1/30)  S&P  500 


LATEST 
WEEK 


WEEK 
AGO 


YEARLY 
%  CHG 


980.28     957.59  24.7 


Standard  &  Poor's,  Moody's,  Journal  of  Commerce  {Index-  1990=100). 
serve,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index:  March  16,  1990=100) 


TE  BOND  YIELD,  Aaa  i  30) 

6.70% 

6.67% 

-10.4 

AL  MATERIALS  PRICES  (1/30) 

96.5 

96.5 

-10.6 

UPPLY,  M2  (1/19)  billions 

$4,045.2  $ 

4,026.9r 

5.2 

LAIMS,  UNEMPLOYMENT  (1/24)  thous 

300 

327r 

-9.6 

E  APPLICATIONS.  PURCHASE  a/30) 

:  5 :-  8 

313.4 

43.7 

E  APPLICATIONS.  REFINANCE 

2,038  6 

3,093.3 

502.4 

EST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

FUNDS  (2/3) 

5.47% 

5.52% 

5.18% 

}IAL  PAPER  3-month 

5.44 

5.43 

5.43 

ATES  OF  DEPOSIT  (2/4)  3  month 

5.54 

5.55 

5.40 

IRTGAGE  (1/30)  30-year 

7.25 

7.11 

8.05 

BLE  MORTGAGE  (1/30)  one-year 

5.73 

5.64 

5.83 

'30) 

8.50 

8.50 

8.25 

Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


STEEL  (1/31)  thous.  of  net  tons 

LATEST 

UJCCV 

WttK 

2,251 

WEEK 

urn 
AuU 

2,221# 

YEARLY 

o/  nun 

11.7 

AUTOS  (1/31)  units 

117,370 

99,815r# 

-5.9 

TRUCKS  (1/31)  units 

137,596 

1  12,703r# 

5.1 

ELECTRIC  POWER  (1/31)  millions  of  kilowatt-hrs 

65,547 

65,198# 

-0.8 

CRUDE-OIL  REFINING  (1/31)  thous.  of  bbi./day 

14,060 

14,166# 

2.5 

COAL  (1/24)  thous.  of  net  tons 

23,543# 

21  .77? 

13.3 

LUMBER  (1/24)  millions  of  ft. 

485.8# 

441.4 

-0  3 

RAIL  FREIGHT  (1/24)  billions  of  ton-miles. 

28.0# 

27.6 

7.7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept..  WWPAi,  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (2/4)  $/troy  oz. 

LATEST 
WEEK 

298.150 

WEEK 
AGO 

300.000 

YEARLY 
%CHG 

-13.2 

STEEL  SCRAP  (2/3)  #1  heavy,  $/ton 

145.50 

14  5  50 

11.1 

COPPER  (1/30)  rz/ib. 

76  0 

-31.6 

ALUMINUM  (1/30)  e/ib. 

73.5 

72  5 

-5.5 

COTTON  (1/30)  strict  low  middling  1-1/16  in.,  e/lb.  62.30 

62.17 

-12.6 

OIL  (2/3)  $/bbl. 

16.24 

16.78 

-31.2 

CRB  FOODSTUFFS  (2/3)  1967=100 

227.20 

227.11 

-3.0 

CRB  RAW  INDUSTRIALS  (2/3)  1967=100 

296.79 

300.31 

-12.8 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week.  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (2/4) 

LATEST 
WEEK 

123.75 

WEEK  YEAR 
AGO  AGO 

125.23  123.37 

GERMAN  MARK  (2/4) 

1.80 

1.81 

1.65 

BRITISH  POUND  (2/4) 

I  66 

I  64 

1  64 

FRENCH  FRANC  (2/4) 

6  05 

6.06 

5.56 

ITALIAN  LIRA  (2/4) 

1779  5 

1784.5  1622.7 

CANADIAN  DOLLAR  (2/4) 

1.45 

1.46 

1.34 

MEXICAN  PESO  (2/4) 

8.419 

8  368 

7  830 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/4) 

108.8 

109.5 

103.2 

Sources:  Major  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J, P.  Morgan. 


in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
l=Western  Wood  Products  Assn.       2=Southem  Forest  Products  Assn,         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


[E  WEEK  AHEAD 


IVITY  AND  COSTS 

Feb.  10,  1 0  a.m. est  ►  Output  per 
;ed  in  the  nonfarm  business  sector 
didn't  change  from  the  third  quar- 
fourth.  Output  surged  at  about  a 
al  rate  last  quarter,  but  total  hours 

nonfarm  businesses  increased 
uch.  Even  with  no  gain  in  the 
arter,  productivity  for  all  of  1997 
grew  a  solid  2%,  on  top  of  a  1.6% 
996.  However,  with  no  efficiency 
and  compensation  growing  at 
%  annual  rate  in  the  fourth  quar- 
abor  costs  are  likely  to  have  grown 

4%  clip.  That  means  unit  labor 
v  about  1.9%  for  all  of  last  year. 
>r  markets  in  1998  indicate  that 


wage  growth  will  continue  to  accelerate  and 
that  productivity  gains  will  be  harder  to 
come  by,  because  companies  already  have 
hired  the  most  skilled  workers.  Those 
trends  will  squeeze  profit  margins. 

RETAIL  SALES 

Friday,  Feb.  13,  8:30  a.m. est  ►  Retail 
sales  probably  increased  a  modest  0.3%  in 
January,  says  the  median  forecast  of  econo- 
mists surveyed  by  mms  International,  one  of 
The  McGraw-Hill  Companies.  Excluding 
vehicle  sales,  store  receipts  probably  rose 
0.4%.  Warm  weather  in  parts  of  the  country 
hurt  demand  for  winter-related  items.  In 
December,  very  strong  car  sales  propelled 
retail  buying  up  0.7%.  Excluding  cars,  the 


gain  was  just  0.2%.  Consumer  spending  for 
all  goods  and  services  grew  at  a  fast  3.2% 
annual  rate  in  the  fourth  quarter,  lifted  by  a 
4.7%  gain  in  real  disposable  income.  Con- 
sumers may  not  take  much  of  a  breather  in 
the  first  quarter. 

BUSINESS  INVENTORIES 

Friday,  Feb.  13,  8:30  a.m. est  ►  Inventories 
held  by  manufacturers,  wholesalers,  and 
retailers  probably  grew  0.3%  in  December, 
says  the  mms  survey.  That  would  follow  a 
0.4%  advance  in  November.  Business  sales 
are  likely  to  have  risen  0.5%  in  December, 
after  slipping  in  both  October  and  Novem- 
ber. Inventory  accumulation  contributed 
greatly  to  fourth-quarter  economic  growth. 
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To  a  six-year-old 
having  an 

asthma  attack, 
this  is  like 

blowing  out  a 
forest  fire. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


Any  six-year-old  can  blow  out 
birthday  candles...  unless  that 
six-year-old  is  having  an  asthma 
attack. 

Asthma  is  a  cruel  disease  that 
obstructs  a  child's  ability  to 
breathe.  It  can  attack  a  child 
any  time,  anywhere... even  in 
the  middle  of  a  birthday  party. 

Right  now  there  is  no  cure 
for  the  nearly  5  million  children 
who  live  with  the  horrors  of 
asthma: 

And  with  asthma  on  the 
rise. .  .your  child  could  be  next. 

That's  why  as  adults  we  must 
do  something  now... 

Call  the  American  Lung 
Association  and  learn  how  you 
can  help. 

l-800-LUNG-USA 

Because. . .When  you  can't 
breathe,  nothing'  else  matters.® 


f 


AMERICAN 
LUNG 

ASSOCIATION 

www.lungusa.org 


Aames  Financial  100 
Aim  Advisors  100 
American  Cyanamid  (AHP)  40 
American  Family  Publishers 
0WX)  46 

American  Home  Products 
(AHP)  40,  71 

America  Online  (AOL)  32, 46 
Amentech  (AIT)  80 
Amway  60 

Apple  Computer  (AAPL)  115 

Astra  30,46 

AT&T  (T)  102, 121 

AT&T  Wireless  Services  (T)  20 

©Home  80, 83 

ATI  122 

Audible  Web  121 
Audio  Highway  121 
Avon  Products  (AVP)  60 

B 


Ballard  Power  Systems  24 
Banc  One  (ONE)  102 
BankBoston  (BKB)  102 
Bankers  Trust  (BT)  50 
Bell  Atlantic  (BEL)  80 
BellSouth  (BLS)  80 
Ben  &  Jerry's  12 
Berkshire  Hathaway  46 
Bertelsmann  8 
Booz  Allen&  Hamilton  88 
Bose  122 

Bozell  Sawyer  Miller  34 
Brazil  Fund  (BZF)  106 
Bristol-Myers  Squibb  (BMY)  40 
Bnte  Voice  Systems  (BVSI)  102 
British  Sky  Broadcasting 
(NWS)  8 

Brown  &  Williamson 
Tobacco  36 
BT  Alex.  Brown  (BT)  84 
Builders  Warehouse  12 


Cablevision  (CS)  88 
Cambridge  SoundWorks  122 
Caterpillar  (CAT)  46 
Challenger  Gray  & 
Christmas  26 
Cheung  Kong  50 
Chrysler  (C)  24,58 
CHS  Electronics  (CHSE)  102 
Circuit  City  (CO  118,120 
Cisco  Systems  (CSC0)  102 
Citicorp  (CCD  102 
Coleman  98 

Comcast  (CMCSA)  42, 80, 83 
Compaq  Computer  (CPQ)  80, 
83,  92 

CompuServe  (CSRV)  46 
Computer  Motion  (RBOT)  77 
Cowen  88 

Cox  Communications  (COX)  80 
Creative  Labs  122 
Cushman  &  Wakefield  26 


Daesang  Petrochemical  54 
Daimler  Benz  (DAI)  24 


Dataquest  80 
Dean  Foods  (DF)  44 
Deloitte  &  Touche  100 
Delta  Air  Lines  (DAL)  46 
Deutsche  Morgan  Grenfell  26 
Diamond  122 
Digital  Technology 
Consulting  118 
DirecTV  (GM)  83,118 
Doosan  Machinery  54 
DreamWorks  SKG  88,115,118 


EchoStar  Communications 
(DISH)  42 

Emerging  Mexico  Fund 
(MXF)  106 

Empowerment  Workshops  30 
Energy  Related  Devices  77 
Equifax  Credit  Information  6 

F 


First  Chicago  NBD  (FCN)  102 
First  Pacific  Group  12 
First  Union  (FTU)  102 
Ford(F)  12,24,58 
Fox  Family  Films  (NWS)  84 
Fujitsu  120 

G 


Galileo  Technology  (GALTF)  102 
GE  Capital  Services  (GE)  46 
GE  Financial  Assurance  (GE)  46 
General  Electric  (GE)  46 
General  Motors  (GM)  24, 30, 58 
Glaxo  Wellcome  (GLX)  40 
Goldman  Sachs  99 
Good  Guys  120 

Green  Tree  Financial  (GNT)  100 
GTE (GTE)  80 

H  

Hallmark  Cards  84 
Hanbo  Iron  &  Steel  54 
Harris  118 
Harris  (Louis)  32 
Hasbro  17 
Henderson  Land  50 
Hershey  Foods  (HSY)  84 
Hewlett-Packard  (HWP)  102 
Hood  (H  P.)  44 

Hughes  Electronics  (GMH)  80, 
83 

I 


IBM  (IBM)  8,46,98 
IMS  America  71 
Intel  (INTO  8,  30,  80,  83.  92, 
122 


Japan  Airlines  46 
Jardine  Fleming  50 

K 


Kabool  Textiles  54 
Kearney  (A.I)  40,71 
Key  Asset  Management  99 
Kinder  Lydenberg  Domini  8 
Kyung  II  Enterprise  54 


Ladenburg  Thalmann  102 
Legg  Mason  Wood  Walker  42 
Lehman  Brothers  (LEH)  100 
Level  One  Communications 
(LEVL)  102 
Lexis-Nexis  6 
Liggett  Group  34 
Liquid  Audio  121 
UR  Redbook  Research  27 
L.M.  Ericsson  (ERICY)  102 
Lonllard  36 

M 


MasterCard  International  59 
Matrox  Graphics  122 
Mattel  (MAT)  17,115 
McDonald's  (MCD)  115 
McGraw-Hill  (MHP)  127 
Mercedes-Benz  (DAI)  58 
Merck  (MRK)  71 
Mercury  Research  122 
Merrill  Lynch  (MER)  106, 115 
Mexico  Fund  (MEX)  106 
Microsoft  (MSFT)  8,12,30,46, 

80, 83,92,121 
Mitsubishi  120 
MMS  International  (MHP)  127 
Mobil  (MOB)  98 
Monsanto  (MTC)  71 
Morgan  Stanley  Dean  Witter 

(MWD)  71,99 
Motorola  (MOT)  20 

N 


National  Auto  Credit 
(NACC)  100 

NationsBanc  Montgomery 
Securities  (NB)  88, 102 
Navistar  International  12 
NBC  (GE)  88 

Network  Associates  (NETG)  6 
News  Corp.  (NWS)  6,88 
Nike(NKE)  59 
Nobody  Beats  the  Wiz  92 
Northwest  Airlines  (NWAC)  46, 
130 

Novartis  40 


OB  Brewery  54 
OpenTV  118 
Oracle  (0RCL)  30 
Orlando  Magic  60 
Osicom  Technologies  12 
Oxford  Health  Plans  (OXHP)  46 


Panasonic  118. 120 
Parachute  Press  84 
Paramount 

Communications  118 
Paul's  TV  120 
Pearl  Oriental  Holding  50 
PepsiCo  (PEP)  84 
Pharma  Strategy  Consulting  40 
Philip  Morris  (MO)  36 
Philips  Electronics  (PHG)  92, 

120,121 

Piper  &  Marbury  6 
Pixar  Animation  Studios 
(PIXR)  115 
PNC  Bank (PNC)  102 
PolyGram  88 
Procter  &  Gamble  (PG)  60 
Prudential  Securities  44, 99 


RCA  120 


RealNetworks  121 
Reed  Elsevier  6 
Refco  46 
Reno  Air  130 
Revlon  (REV)  98 
Rutherford-Moran  ! 


Salomon  Brothers  Func 
(SBF)  106 

Salomon  Smith  Barney 
SBC  Communications 
Schering-Plough  (SGP) 
Scholastic  (SCHL)  84 
Search  Financial  Servi 
Searle  (G.D.)  (MTC)  71 
Sears  (S)  120 
Sharp  121 
Silicon  Graphics  (SGI) 
Sino  Land  50 
SmithKline  Beecham 

(BECHY)  40,  71 
SocGen  Crosby  Securitii 
Sony(SNE)  92,118,1 
Sprint  (FON)  102 
Ssangyong  Securities 
Standard  &  Poor's  (MHI 

100 

Stanford  Resources  12 
Strategis  Group  42 
Sun  Hung  Kai  Propertii 
Sun  Microsystems  (SUN 
118 

Symantec  (SYMO  6,31 


Tele-Communications  (1 


Thai  Fund  (TTF)  106 
Thomson  118 
Thomson  Multimedia  9  >S 
3Com  (C0MS)  20 
Time  Warner  (TWX) 
Toho  Mutual  Life  Insurar; 
Toyota  (TOYOY)  24, 58 
Trans  Union  6 
Transamerica  Investmer, 
Services  115 

U 


UBS  Securities  115 
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Dow  Jones  Industrials 

8129.7 

2.7 

20.5 

NASDAQ  Combined  Composite 

1680.4 

4.3 

24.6 

337  3 
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Bloomberg  Information  Age 

320.2 

3.9 

31.8 

S&P  Financials 

1 19.2 
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34.3 

226.3 

-0.2 

14.6 

PSE  Technology 

315.9 
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%  change 

FOREIGN  MARKETS 
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Year 

London  (FT-SE  100) 

5595.8 

4.2 

30.7 

Frankfurt  (DAX) 

4487.0 

2.2 

44.8 

Tokyo  (NIKKEI  225) 

16,882.6 

-0.5 

-7.2 

Hong  Kong  (Hang  Seng) 

10,302.6 

11.4 

-24.6 

Toronto (TSE  300) 

6762.6 

0.5 

10.6 

Mexico  City  (IPC) 

4787.4 

5.3 

31.1 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield  1.53% 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  25.6 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*    1 9.7 

1.59% 

24.1 

19.2 

1.84% 

20.6 

16.6 

First  Call  Earnings  Surprise* 


TECHNICAL  INDICATORS 


2.23%    2.56%  1.49% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  919.0  914.3  Positive 

Stocks  above  200-day  average  63.0%    59.0%  Neutral 

Options:  Put/call  ratio  0.49       0.57  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.55       1.58  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 
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month  % 


Last  12 
months  % 


Defense  Electronics  19.2 

Semiconductors  18.2 

Computer  Software  13.9 

Specialty  Appar.  Retailers  13.4 

Medical  Products  12.6 


Specialty  Appar.  Retailers  88.9 

Airlines  68.5 

Broadcasting  63.8 

Drug  Chains  63.2 

Genl.  Merchandise  Chains  61.1 
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Oil-Well  Equip.  &  Svcs. 
Invest.  Banking/Brkrge. 


-10.0 
-8.5 
-6.3 
-5.8 
-5.2 


Engineering  &  Constr. 

Shoes 

Metals 

Gold  Mining 

Photography/Imaging 


-41.0 
-36.1 
-33.7 
-31.6 
-25.8 
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significant  buying  on  price  weakness 

Price 

1-month 
change 
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Wells  Fargo 
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-14'/8 

IBM 
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-7Vl6 

Gillette 

101  7/8 

-Vie 

AMR 

127^16 

-1^16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Intel 

865/ie 

11,3/16 

Microsoft 

1557/e 

25 '/2 

Oracle 

24"/l6 

15/t6 

Cisco  Systems 

63 

5.Vl6 

Applied  Materials 

347/8 

13/4 

WorldCom 

353/4 

45/8 
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KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

5.18 

5.19 

4.96 

90-DAY  TREASURY  BILLS 

5.08 

5.23 

5.13 

6-MONTH  BANK  CDS 

5.10 

5.12 

5.03 

1-YEAR  TREASURY  BILLS 

5.22 

5.33 

5.49 

10-YEAR  TREASURY  NOTES 

5.55 

5.69 

6.41 

30-YEAR  TREASURY  BONDS 

5.86 

5.94 

6.70 

LONG-TERM  AA  INDUSTRIALS 

6.51 

6.60 

7.17 

LONG-TERM  BBB  INDUSTRIALS 

6.97 

7.01 

7.51 

LONG-TERM  AA  TELEPHONES 

6.89 

6.96 

7.39 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate 


10-yr.  bond 


30-yr.  bond 


Latest 

Last 

Latest 

Last 

week 

week 

week 

week 

GENERAL  OBLIGATIONS 

4.33% 

4.37% 

4.91% 

4.95% 

PERCENT  OF  TREASURIES 

77.95 

76.84 

83.73 

83.35 

TAXABLE  EQUIVALENT 

6.28 

6.33 

7.12 

7.17 

INSURED  REVENUE  BONDS 

4.46 

4.49 

5.13 

5.17 

PERCENT  OF  TREASURIES 

80.29 

78.95 

87.48 

87.06 

TAXABLE  EQUIVALENT 

6.46 

6.51 

7.43 

7.49 

Diversified  MM  All  Equity 
52-week  total  return 
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EQUITY  FUNDS 
Leaders 

Four-week  total  return 

Matthews  Korea  46.1 

DFA  Japanese  Small  Co.  35.8 

Tocqueville  Intl.  Value  18.7 

Barr  Rosenberg  Japan  Instl.  1 5.6 

Japan  15.0 

Leaders 

52-week  total  return  % 

Pilgrim  Amer.  Bank  &  Thr.  A  53.4 

Fidelity  Select  Retailing  50.5 

FBR  Small  Cap  Financial  49.5 

Fidelity  Select  Brokerage  48.6 
Transamerica  Equity  Investor  47.8 


Laggards 
%   Four-week  total  return  % 

Lexington  Troika  Russia  -21.9 
Frontier  Equity  -11.8 
American  Heritage  -10.5 
Prudent  Bear  -9.8 
Vontobel  Eastern  Europ.  Eq.  -9.7 

Laggards 

52-week  total  return  % 


Midas 

Bull  &  Bear  Gold  Investors 
Morgan  Stan.  Instl.  Gold  A 
U.S.  Global  Investors  Gold 
Invesco  Strategic  Gold 


-56.9 
-56.5 
-56.4 
-53.8 
-53.4 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Japan 

Precious  Metals 
Technology 

Diversified  Pacific/Asia 
Foreign 

Leaders 

52-week  total  return 


Financial 
Communications 
Large-cap  Blend 
Unaligned 
Mid-cap  Value 


Laggards 

Four-week  total  return 


% 


% 


11.5  Latin  America  -4.7 

7.0  Diversified  Emerging  Mkts.  -0.8 

6.0  Real  Estate  -0.3 

5.9  Financial  0.4 

4.7  Small-cap  Value  0.4 

Laggards 

52-week  total  return  % 


37.8  Precious  Metals  -38.8 

29.5  Pacific/Asia  ex-Japan  -37.0 

25.7  Diversified  Pacific/Asia  -23.3 

25.4  Diversified  Emerging  Mkts.  -13.9 

24.7  Japan  -5.0 


of  market  close  Wednesday,  Feb.  4,  1998,  unless  otherwise  indicated.  Industry  groups 
>00  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  money  flow  analy- 


sis, and  mutual  fund  returns  are  as  of  Feb.  3.  For  a  more  detailed  explanation,  write  to  us  or  E-mail 
figures@businessweek.com.  NA=Not  available  "Vanguard  Index  500  Fund 


BUSINESS  WEEK  /  FEBRUARY  16,  1998  129 


Editorials 


STAY  PRUDENT 
ON  THE  BUDGET 

One  of  the  most  striking  things  about  Clinton's  new  budget 
proposal,  besides  the  welcome  reappearance  of  a  surplus, 
is  the  modest  nature  of  its  economic  assumptions.  Despite  the 
3.6%  annual  growth  rate  of  the  last  two  years,  the  Adminis- 
tration assumes  the  economy  will  enjoy  only  a  2.2%  growth  rate 
for  the  next  six  years.  That's  a  low  estimate,  even  if  there  is  a 
downturn:  From  the  end  of  1979  to  the  end  of  1985,  a  period 
which  included  two  recessions,  growth  averaged  2.5%. 

Such  a  conservative  approach  to  economic  forecasting  has 
been  one  of  the  hallmarks  of  the  Clinton  Administration.  In- 
deed, it  was  crucial  to  achieving  a  balanced  budget,  since  con- 
servative revenue  projections  kept  a  lid  on  spending.  And 
with  the  economy  consistently  stronger  than  expected,  the 
past  few  years  have  seen  positive  budget  surprises. 

Now,  that  prudent  approach  needs  to  be  applied  to  the  rev- 
enue and  spending  pails  of  the  budget  as  well.  Clinton's  budget 
calls  for  adding  30  new  tax  breaks  to  the  tax  code.  In  the  short 
run,  they  won't  be  veiy  expensive,  but  tax  breaks  which  appear 
tightly  focused  at  first  have  a  way  of  mushi-ooming  in  cost  over 
time.  And  Clinton's  budget  projects  $219  billion  in  cumulative 
surpluses  from  1999  to  2003.  Unfortunately,  that  assumes  almost 
no  growth  in  domestic  discretionary  spending  over  the  same  pe- 
riod, an  unlikely  prospect. 

Finally,  the  Administration  and  Congress  must  take  serious 
steps  toward  fixing  Social  Security,  which  could  run  large 
deficits  when  baby  boomers  start  retiring.  Clinton's  proposal  to 
reserve  potential  surpluses  for  dealing  with  Social  Security  is  a 
start,  and  may  even  be  enough  if  the  current  productivity 
growth  rate  of  1.8%  continues.  But  it  would  be  only  prudent  to 
anticipate  a  less  happy  outcome  and  plan  reforms  accordingly. 

HONG  KONG'S  WOES 
ARE  NT  OVER  YET 

As  stocks  rose  all  across  Asia  in  recent  days,  the  financial 
markets  seemed  to  be  sending  a  signal:  the  worst  is  over. 
The  market  sentiment  was  especially  strong  in  Hong  Kong, 
where  investors  and  residents  alike  were  swept  into  the  mael- 
strom that  sucked  in  Thailand,  Indonesia,  and  Korea.  But  this 
may  be  a  false  dawn.  Even  Hong  Kong,  once  the  economic  jew- 
el of  the  region,  is  facing  stresses  that  will  dampen  growth  for 
some  time  to  come  (page  50). 

Unlike  its  neighbors,  the  city-state  doesn't  have  a  plum- 
meting currency  or  shaky  banks.  Indeed,  the  irony  is  that  a 
couple  of  unique  structural  elements  that  have  served  Hong 
Kong  well  for-  many  years  are  now  being  exposed  as  flaws.  The 
first  is  the  nature  of  Hong  Kong's  wealth,  which  is  heavily  tied 
to  real  estate.  For  years,  real  estate  prices  were  driven  higher 
by  the  government  and  a  cartel  of  developers,  and  now  the 


high  cost  of  doing  business  puts  Hong  Kong  at  a  distin] 
advantage  in  the  region. 

The  second  flaw  is  the  pegging  of  Hong  Kong's  curre] 
the  dollar.  Supporting  that  peg  has  forced  monetary  autq 
to  push  interest  rates  way  up,  which  slowed  economic 
and  dented  real  estate  values.  But  dropping  the  peg 
point  would  prompt  a  wholesale  capital  flight — exacerbd 
growing  inclination  by  businesses  to  convert  their  he 
into  other  currencies. 

Eventually,  both  of  these  structural  flaws  must  be| 
But  precipitate  action  would  only  make  the  outlook 
Hong  Kong  was  supposed  to  be  the  beacon  of  economic] 
perity  for  China  after  the  handover.  Now,  it  will  be  lucky  j 
through  the  next  year  without  a  cascade  of  failures, 
falling  real  estate  prices  are  affecting  ordinary  folk  as 
developers,  so  spending  will  pull  back.  Despite  what  th^ 
kets  seem  to  be  saying,  it's  too  soon  to  be  optimistic. 

AIRLINES  SHOULD 
REFORM  THEMSELV1 

Over  the  past  two  decades  since  deregulation,  the  U. 
line  industry  has  been  buffeted  by  many  forces] 
high  fuel  costs  to  labor  disputes  to  competition  and  con^ 
tion.  Today,  the  industry  is  in  good  shape,  enjoying  the 
of  a  strong  economy,  cheap  fuel,  and  years  of  cost-cij 
But  the  benefits  to  the  flying  public  have  begun  to  loot 
meager.  Consider  some  recent  trends:  Price-gouging  of  bi 
customers.  Virtual  monopolies  on  certain  routes.  Negll 
small  markets.  Now,  Washington  is  on  the  case,  with  boj 
Transportation  Dept.  and  Congress  mulling  some  moves 
Of  all  the  reforms  being  contemplated,  Transportation's! 
most  worthwhile.  Denning  predatory  behavior  and  setting 
mechanism  by  which  airlines  can  be  monitored  and  comp 
promptly  adjudicated  would  go  a  long  way  toward  counj 
the  most  flagrant  anticompetitive  acts — like  when  Nortl 
Airlines  Inc.  pulled  out  all  the  stops  in  1993  to  outsell  Rei| 
Inc.'s  new  route  between  Reno  and  Detroit,  going  so  fa 
establish  a  mini-hub  in  Reno,  a  city  it  had  never  before  s\ 
Federico  F.  Pena,  then  Transportation  Secretary,  stepped 
jawboned  Northwest. 

Other  cases  may  be  less  egregious,  but  still  troublinl 
some  business  routes,  the  big  airlines  have  stopped  comit 
on  price.  At  some  airports,  they  have  a  lock  on  slots.  Til 
shot:  New  competitors  can't  even  get  to  the  gate,  and  u| 
served  markets  remain  so.  One  bill  pending  in  Congress 
reclaim  slots  from  major  airlines  and  auction  them  off  to 
up  carrier's.  Another  proposes  low-interest  loans  for  any 
er  that  agrees  to  fly  from  cities  deemed  under-served. 

Legislating  desirable  outcomes  is  seldom  the  best  soli 
But  while  the  major  airlines  scoff  at  these  efforts,  they  si 
listen  up.  Rather  than  suffer  reregulation  at  the  hands  of  3i 
gress,  the  carriers  should  move  preemptively.  They  shoj 
raise  the  barriers  to  entry  so  high  that  no  competitojj 
scale  them,  and  they  shouldn't  be  gouging  their  clients. 
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ed.  In  fact,  we're  the  number  one  provider  of  UNIX  systems*  We've  been  with  UNIX  since 
'ginning,  we're  not  going  anywhere,  and  you  can  find  us  at  www.hp.com/go/enterprise. 
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Up  Front 


EDITED  BY  ROBERT  McNATT  &  LARRY  LIGHT 


SPLITSVILLE 


THE  WAR  OF  THE  WENDTS,  CONTINUED 


THE    CELEBRATED  WENDT 

divorce  fight  is  far  from  over. 
Lorna  Wendt  is  now  seeking 
to  disqualify  the  Superior 
Court  judge  in  her  heated 
case  against  ge  Capital  Ser- 
vices chief  Gary  Wendt. 
Because  she  believes  Judge 
Kevin  Tierney  is  biased 
against  her,  she  ^ 
wants   the  case 
referred  to  a  judge  Mr 
outside  Fairfield  ipS. 
County,  Conn.  Gary 
Wendt's  lawyers 
oppose  the  motion. 

Tierney  dissolved 
their  32-year  mar- 
riage on  Dec.  3  and  LORNA 
awarded  her  some 
$20  million  of  their  assets. 
But  Lorna  Wendt  is  upset 
that,  among  other  things,  the 
judge  valued  the  assets  at 
the  separation  date  in  1995 


rather  than  at  their  divorce 
date.  The  assets  appreciated 
greatly  over  those  two  years 
due  to  the  booming  stock 
market. 

Lorna  Wendt,  who  sought 
50%  of  the  assets  her  lawyers 
estimate  are  worth  over  $100 
million,  says  she  isn't  fight- 
j  ing  simply  for  more 

money:  "It's  the  prin- 
ciple that  I  was  an 
equal  partner." 
Tiemey  has  yet  to 
Jw     issue  his  full  decision, 
d  which  may  total  500 
pages.  He  also  has 
not  scheduled  a  hear- 
wendt     ing  on  motions  the 
"  Wendts  filed  before 
Christmas  to  reopen  and 
reargue  parts  of  the  case 
(such  as  the  asset  valuation 
date) — a  likely  prelude  to  an 
appeal.  John  Byrne 


THE  LIST  NAME  ONE  FOR  THE  GIPPER 


Unlike  other  living  Presidents, 
Ronald  Reagan  already  has 
buildings,  highways,  and  such 
named  after  him.  Here  is 
a  sampling: 


NEW  NAME 

OLD  NAME 

RONALD  REAGAN  WASHINGTON 
NATIONAL  AIRPORT 

NATIONAL  AIRPORT 

RONALD  REAGAN  PRESIDENTIAL 
LIBRARY  Simi  Valley,  Calif. 

ORIGINAL  NAME 

RONALD  REAGAN  BUILDING  & 
INT'L  TRADE  CENTER  Washington,  D.C. 

ORIGINAL  NAME 

RONALD  REAGAN  MIDDLE 
SCHOOL  Dixon,  III. 

MADISON  GRADE 
SCHOOL 

RONALD  REAGAN  FREEWAY 

California 

SIMI  SAN  FERNANDO 
VALLEY  FREEWAY 

ALZHEIMER'S  ASSN. 
RONALD  &  NANCY  REAGAN 
RESEARCH  INSTITUTE 

UNNAMED 
RESEARCH  ARM  OF 
ALZHEIMER'S  ASSN. 

RONALD  REAGAN  INSTITUTE  OF 
EMERGENCY  MEDICINE 

George  Washington  University,  Washington,  D.C. 

ORIGINAL  NAME 

DATA  RONALD  REAGAN  PRESIDENTIAL  LIBRARY.  BUSINESS  WEEK 

TALK  SHOW  ((There  is  still  time  for  a  diplomatic  solut  i 
but  the  lower  half  of  the  hourglass  is  filling  rapidly  with 
sand" 

— Secretary  of  State  Madeleine  Albright,  on  Iraq 


SOFTWARE  HARDBALL 

HAVE  PATENT,  WILL 
SUE  MICROSOFT 

PITY  POOR  MICROSOFT.  AS  IF 

fighting  tooth  and  claw  with 
giants  such  as  the  Justice 
Dept.  weren't  enough,  it's 
being  nibbled  by 
ducks,  too. 

Worse, 
here's  a  nib 
ble  that  may 
turn  out  to  be 
a  nasty  bite. 
Martin  Reiffin 
amateur  inven- 
tor and  retired 
IBM  patent  at- 
torney, has  filed 
suit  in  U.  S.  District 
Court  in  San  Jose,  Calif., 
charging  Microsoft  with  in- 
fringing on  two  key 
patents  that  cover  a  chore 
called  preemptive  multi- 
threading, which  enables  op- 
erating-system software  to 
do  more  than  one  task  at  a 
time.  Reiffin  was  granted  the 


patents  in  December, 
15  years  of  rejections. 

Reiffin  may  have  a 
Patent  litigator  Alan  Fis 
Howrey  &  Simon  in  \ 
ington,  D.  C,  says  this 
be  a  tricky  suit,  since 
ware  patents  weren't  ii 
prior  to  the  early  '8( 
beat  Reiffin,  Fisch 
Microsoft  might  hs 
spend  $1  million 
million  "to  find  a 
scure  compute 
ence  PhD  papei 
might 
w  proposec 
M  idea."  B 
ing  w 
force  it  1 
other  technolo. 
pay  Reiffin. 

Microsoft 
that  it  is  s 
ing  Reiffm's  c 
However,  since  the  dis 
code  is  in  wide  use,  wh 
just  Microsoft  targi 
Quips  Reiffin:  "As  Willie 
ton  said,  you  go  when 
money  is."        Steve  Hi 


SLUGFESTS 


DID  GRIFFIN  STACK  THE  DECK? 


DO  YOU  WONDER  WHATEVER 

happened  to  Merv  Griffin? 
So  do  some  former  share- 
holders in  his  Atlantic  City 
casino.  They  complain  that 
buyer  Sun  International 
Hotels  bribed  Merv  to  sell 
his  Resorts  International  at  a 
lowball  price. 

At  issue:  the  $11 
million  fee  that  Ba- 
hamas-based Sun 
paid  Griffin  to  con- 
tinue using  his 
name,  likeness,  and 
expertise  after  the 
1996  takeover.  But 
the  lawsuit  charges 
that  Griffin  did  lit- 
tle, if  anything,  to 
promote  the  casino,  ~ 
so  the  service  contract  was 
a  sham.  And  indeed,  in  an 
sec  filing  three  months  after 
the  acquisition.  Sun  said  it 
had  written  off  the  $11  mil- 


lion, citing  a  marketing 
egy  shift  and  "uncertain 
about  Griffin's  future  ro 
Griffin  owned  37%  o 
casino  and  served  as  c 
man.  Casino  shareholde 
ceived  $210  million  in 
stock,  a  price  the  suit 
was  too  low. 
the  deal  was  st 
Sun's  stock  slurix 
from  52  to  a  lo 
31  in  September 
now  back  up  to 
Analysts  attrii 
the  drop  to  con< 
about     an  c 
crowded  garni 
climate.  Griffin 
;  nerve     who  owns  se\l 

  hotels  and  procto 

such  TV  shows  as  Whei 
Fortune,  declined  com™ 
Sim's  general  counsel,  Chi 
Adamo,  said  that  the  suitf 
without  merit. 
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TRAPPED 


Would  you  know  how 
to  escape? 


car  is  sinking  and  you're  inside.  Unlikely?  In  the  U.S.  alone,  more  than  600  people  have  drowned  in  their  vehicles 
1995.  State  highway  officials  remind  drivers  not  to  panic  and  to  remember  the  word  "POGO":  Pop  your  seat  belt. 
Open  the  window.  Get  Out!  If  you  have  power  windows  that  are  stuck  shut,  open  the  door.  At  first, 
water  pressure  will  probably  hold  it  closed.  But  as  the  water  rises  inside  the  car,  it  will 
equalize  the  pressure  and  the  door  should  open.  Learn  more  highway  emergency  tips  in 
the  "Driving  Dangers"  book,  free  from  Shell.  Pick  up  a  copy  at  your  nearest 

Shell  station,  or  visit  us  at  www.countonshell.com,  or  caii  1-800-376-0200.    Count  on  Shell 


IVING 

ylGERS 


Up  Front 


PRODUCT  PEEK 


LOOK,  MA,  NO  KEYSTROKES 


PAPER  COMPUTING  IS  ON  THE 

way.  The  humble  pad  of 
paper  is  about  to  join  the 
family  of  executive  power 
tools,  thanks  to  a  new  com- 
bination of  high-tech  pen  and 
clipboard  that  lets  you  copy 
your  handwriting  to  a  PC. 

The  gizmo  that  does  all  this 
is  the  CrossPad  from  pen  mak- 
er A.  T.  Cross.  Priced  at  $399, 
it's  scheduled  to  go  on  sale  in 
March.  How  does  it  work?  A 
pad  of  paper  sits  on  a  battery- 
powered,  digital  clipboard.  As 
you  write  in  ink,  transmitters 
in  the  clipboard  and  a  spe 
cial  pen  create  an  elec 
tronic  copy,  which  you 
can  send  to  your  PC 
through  a  cable 
linked  to  the  clip- 
board. No  scanners 
are  used. 

A.  T.  Cross  says  CrossPad 
will  be  particularly  useful  for 


meetings.  It  can  also  be  used 
by  executives  with  a  touch  of 
keyboard-phobia  or  people  in- 
volved in  forms-oriented  tasks, 
such  as  auto  insurance  claims 
handling.  Neither  A.  T.  Cross 
nor  CrossPad's  co-developer, 
IBM,  claims  that  the  device 
will  easily  convert  your  wilt- 
ing into  printed  text.  But  if 
the  notepad  catches  on,  a  dig- 
ital checkbook  might  be  in 
your  future.    David  Wallace 

IT'S  DIGITAL: 

CrossPad 


SHOW  BIZ 

HEY,  NOSE-PULLING 
STILL  PAYS  

THE   HEIRS  OF  THE  THREE 

Stooges  are  turning  n'yuck, 
n'yuck,  n'yucks  into  bucks, 
bucks,  bucks.  Earl  and 
Robert  Benjamin,  the  step- 
sons of  Curly  Joe  DeRita, 
have  teamed  up  with  their 
mom,  the  widow 
of  Curly  Joe 
to  merchan- 
dise  the 
eye-poking,  ^KT" 
pie-throw- 
ing, knuck- 
le-cracking 
antics  of  Jp 
Moe,  Larry, 
Curly,  Shemp, 
and  Curly  Joe 

Since  1994,  when 
some  serious  legal 
tussling  among  the  heirs 
ended,  Stooge  descendants 
have  inked  more  than  100  li- 
censing agreements  through 
Comedy  III  Productions, 
formed   in    1959   by  Moe 


Howard,  Larry  Fine,  and 
Curly  Joe  DeRita  to  market 
the  Stooges.  The  results? 
Watches  that  play  their 
Three  Blind  Mice  theme 
song,  Illinois  State  Lottery 
tickets  that  bear  the 
Stooges'  images,  and  the  first 
Stooges  retail  outlet,  Knuck- 
leheads,  in  Glendale,  Calif. 

The  company,  which  has 
revenues  of  $1  million,  is  run 
by  the  Benjamins  and  Bela  G. 

Lugosi,  the  son  of 
the  horror  star. 
Larry's  two 
granddaughters 
are  directors, 
and  Moe's  heirs 
are  sharehold- 
ers. "There's 
no  reason  we 
can't  be  as  big 
as  Winnie  the 
Pooh,"  says  Earl 
Benjamin.  "More  people 
can  name  the  Three  Stooges 
than  can  name  three  Supreme 
Court  judges."  Maybe  an 
occasional  pie  in  the  face 
would  help  the  Supremes, 
too.        Leah  Nathans  Spiro 


DRAWN  &  QUARTERED 


"tiPU'f^Na  WEARING  A  Wlf?E,  ARE'Cty  UOIE?" 


SPORTS  BIZ 

WOMEN  WHO  HAVE  IT 
ALL-EXCEPT  GOLF 

PLAYING  GOLF  MAY  BE  A  GUY'S 

way  to  relax,  but  for  many 
women,  hitting  the  links  is 
just  one  more  sand  trap  in  the 
game  of  life.  A 
recent  survey 
notes  that  women 
account  for  only 
32%  of  new  golfers 
annually,  down 
from  37%  five 
years  ago.  And 
with  women  leav- 
ing the  game  at 
the  same  rate  they 
begin,  that  means 
640,000  quit  golf 
each  year. 

Why    are    so  " 
many    hanging    up  their 
cleats?  "This  is  a  time-crunch 
issue,"  says  Leslie  Day,  edi- 
tor-in-chief   of    Golf  for 


FORE! 


Women,  which  did  the 
vey.  She  says  that  befr 
work  and  family,  women 
don't  have  the  time. 

All  is  not  lost,  however 
11,000-member  Exeej 
Women's  Golf  Assn.  now 
family  leagues,  which  it 
keep  women  in  the  game. 

ter  gear  also  h 
Women's  clubs 
clothing  have 
drawn  boos 
the  players, 
golf  pro  N 
Lopez  formej 
company  to 
better-desig 
items  to  wo: 
Says  spokeswc 
Elaine  S< 
"We're  trying 
get  the  l 
equipment 
them,  and  hopefully, 
won't  leave."  For  woi 
that  will  be  a  stroke  of 
fortune.         Dennis  B 


crunch 


THE  BIG  PICTURE 


NOW  FOR  THE  SAD  NEWS  Amid  the  rejoicing 
over  President  Clinton's  1999  balanced-budget  plan, 
an  unpleasant  fact  is  obscured.  Such  inexorably 
growing  entitlements  as  Social  Security  are  eat- 
ing up  more  and  more  federal  resources. 


ENTITLEMENTS 
AS  A  PERCENT  Or  TOTAL 
FEDERAL  SPENDING 


 I  I  I  L 


91  '93  '95  '97  '99* 
PRESIDENT'S  BUDGET  PROPOSAL 


'01 


WHITE  H( 
PROJECT 

DATA:  OFFICE  OF  MANAGEMENT  &  BUDGET 


FOOTNOTES  People  saying  health  care  is  worse  than  it  was  three  years  ago:  1 8%;  among  those  in  poor-to-fair  health:  29% 
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DATA  KPMG  PEAT  MARWICK,  NORTHWESTERN  UNIU 


There  Isn't  A  Business  We  Can't  Improve  =U  ERNST&  YOUNG 


THEY  NEVER  TELL  YOU  WHEN  YOU  BUY  ENTERPRISE  SOFTWARE. 


Want  to  make  a  change? 
Go  ahead,  try  to  run  with  it. 


),  you  have  a  new  idea.  Just  see  how  fast  you  can  implement  it 
ith  most  enterprise  software.  Your  first  step  is  likely  to  be  paying 
r  programmers  to  wade  through  a  complicated  mess  of  cryptic  code. 
>und  like  a  speedy  proposition  to  you?  Chances  are,  it'll  take  months, 
rid  the  software  you  bought  to  move  your  business  ahead  actually 
Lds  up  slowing  you  down. 

With  J.D.  Edwards,  its  different.  Our  software  is  actually 
signed  to  change.  So  you  can  make  a  simple  business  move  without 
creating  a  technology  nightmare.  Or  change  your  technology 
without  disrupting  your  business. 

How?  One  version  of  our  software  works  across  key 
platforms.  Windows  NT,  UNIX,  AS/400— even  the  Internet. 
)  when  you  need  to  make  a  change,  you  only  need  to  do  it  once, 
/hich  makes  you  nimble  enough  to  react  to  any  opportunity, 
uickly  and  easily.  That's  how  enterprise  software  ought  to  be. 
)  find  out  more,  call  1-800-727-5333  or  visit  www.jdedwards.com. 


IDEdwards 


Enterprise  Software 

ny.  All  other  product  name*  used  are  trademarks  or  registered  trademarks  of  their  respective  owners.    1^0^^   if   OU^hft   ftO  faO'^ 
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MELVYN  WEISS 
FOR  THE  PLAINTIFFS 


Your  report  on  the  Prudential  Insur- 
ance settlement  ("What  does  Pruden- 
tial really  owe?"  Finance,  Feb.  2)  con- 
tained several  misleading  statements, 
at  least  some  of  which,  as  plaintiffs'  lead 
counsel,  I  must  correct.  First,  you  char- 
acterized Michael  Malakoff,  a  Pittsburgh 
attorney  for  21  clients,  as  "leading  the 
charge"  to  overturn  the  deal.  In  fact, 
Mr.  Malakoff  and  his  clients  are  not 
leading  anyone:  They  are  the  only  ap- 
pellants out  of  8  million  policyholders. 

In  addition,  your  statement  that  the 
fee  was  "paid  to  the  class's  law  firm, 
Milberg  Weiss  Bershad  Hynes  &  Ler- 
ach,"  is  wrong.  The  fee  (which  includes 
almost  $5  million  in  advanced  out-of- 
pocket  expenses)  will  be  shared  by  more 
than  24  law  firms,  which  have  already 
expended  more  than  $35  million  in  bill- 
able time  on  a  contingency  basis. 

Melvyn  I.  Weiss 
Milberg  Weiss  Bershad  Hynes  & 
Lerach 
New  York 

A  MINIMUM  WAGE  GIVES 
FAMILIES  MINIMAL  HELP  

In  "The  case  for  another  minimum- 
wage  hike"  (News:  Analysis  &  Com- 
mentary, Feb.  2),  Aaron  Bernstein  miss- 
es the  real  problem.  Although  I  suspect 
few  economists  think  the  minimum 
wage  produces  no  job  loss,  the  ques- 
tion of  how  many  jobs  are  lost  is  a  sec- 
ondary concern  in  an  economy  perform- 
ing as  spectacularly  as  ours.  The  real 
question  is  whether  the  minimum  wage 
does  much  good,  or  whether  it  does 
what  President  Clinton  argued  in  his 
State  of  the  Union  Address:  help  work- 
ers provide  for  their  families. 

Most  minimum-wage  workers  are  not 
working  to  provide  for  a  family.  More 
than  half  are  under  25,  and  many  are 
individuals  living  alone.  Thus,  it's  not 
surprising  that  less  than  20%  are  heads 
of  families.  Nor  are  most  minimum- 
wage  workers  living  in  poverty.  In  fact, 
more  than  half  live  in  families  whose 


annual  income  is  more  than  $25,000.ln 
short,  the  minimum  wage  is  inferior 
policy  tools  such  as  the  Earned  Incce 
Tax  Credit  in  assisting  poor  or  ne|»j 
poor  families. 


Max  Ly 
Washim 


BUILDING  SELF-ESTEEM 
IS  A  TEACHABLE  SKILL 


 . 

"The  vital  role  of  self-esteem"  (El:, 
nomic  Trends,  Feb.  2)  was  reassuring  |» 
those  of  us  who  have  long  argued  §>■ 
point  now  confirmed  by  research,  '.i 
link  between  self-esteem  and  prod- 
tivity  presents  a  win-win  opportune 
for  the  organization  willing  to  suppfi 
and  promote  it. 

While  it  is  true  that  "much  of  self- 
teem  is  acquired  in  childhood,"  enha1- 
ing  self-esteem  and  using  it  to  achiti?  ' 
goals  are  teachable  skills.  Building  s/-- 
esteem  is  a  subject  that  belongs 
every  curriculum  for  improving  prod  - 
tivity  and  organizational  effectivene; 

Eugene  Wall 
Silver  Spring,  W 

HOW  AMERICA  CAN  COMPETE 
WITH  A  REVITALIZED  ASIA 

Although  Gary  Becker's  "Asia  n 
be  shaken,  but  it's  no  house  of  carmf] 
(Economic  Viewpoint,  Feb.  2)  contajfc 
reasonable  analysis,  its  argument  tlt- 
some  see  Asian  capitalism  as  a  house  f 
cards  is  nonsense.  China,  Indones., 
Japan,  Korea,  Malaysia,  Singapore,  ap 
Taiwan  remain  powerful  today  and  \  i 
be  even  stronger  in  the  future. 

What  Asia  needs  is  less  cronyi 
in  commerce.  Cronyism  makes  it  di  - 
cult  for  U.S.  companies  to  competes 
Asia. 

Then  we  need  to  focus  on  the  fum  - 
mental  U.  S.  problem:  Too  many  Am  - 
icans  are  functionally  illiterate.  T> 
holds  back  the  economy  from  its  1 
potential.  Having  so  many  people  u 
limited  skills  means  less  output  a| 
higher  tax  to  support  them.  More  crife 
and  family  violence  also  arise  amo 
frustrated  Americans  who  cannot  co- 
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SECTIONS  &  CLARIFICATIONS 

ler  Corp.  President  Thomas  T.  Stall- 
was  incorrectly  identified  in  the  table 
itents  in  the  Feb.  9  issue. 

nix  Inc.  was  misnamed  in  "Who  needs 
lasers?"  (Technology  &  You,  Feb.  9). 

tar  International  Corp.'s  plant  ("Nav- 
Gunning  the  engines,"  The  Corpora- 
:eb.  2)  is  in  Springfield,  Ohio. 

e  tech  buyers  different?"  (Marketing, 
6),  Cox  Interactive  Media  Inc.  should 
)een  identified  as  a  wholly  owned  sub- 
y  of  Cox  Enterprises  Inc. 


nth  the  mainstream  of  workers, 
e  hope  to  compete  as  Asia  comes 

its  financial  slump,  we  need  to 
e  three  goals  in  the  coming  five 

(1)  Every  American  student 
graduate  from  high  school;  (2) 
American  student  must  become 
tent  in  English,  math,  and  the 
;s;  and  (3)  all  American  adults  of 
ig  age  must  become  functionally 
e. 

se  changes  will  benefit  everyone 
moting  fair  competition. 

Ken  Niemi 
San  Francisco 

PAINT  SO  MANY 
8S  OVER  SUN  

00   BUSINESS  WEEK  for  "Now, 

in  the  forecast  for  Sun?"  (Cover 
Feb.  9).  Why  do  you  and  other 
organizations  feel  the  need  to 
y  Sun  Microsystems  Inc.  and  oth- 
n-Windows  computers  (Apple 
iter,  etc.)  as  if  they  are  about  to 
ier?  Sun  is  among  the  top  five 

servers  and  the  top  three 
ige  servers.  Why  do  you  try  to 
a  strong  company  like  Sun  look 
it's  in  trouble?  Does  everyone 

0  use  Microsoft  Inc.'s  products  to 

1  commercially  viable?  It  is  this 
if  reporting  that  makes  it  hard 
yone  other  than  Microsoft  to  get 
Dsitive  press.  It  seems  the  "in" 
:o  predict  that  the  underdog  will 

Emmett  J.  O'Brian 
New  York 


hews  of 
iillennium  bug 


r  article  is  mostly  correct  in  say- 
it  "techno-laggard"  banks  will  be 
unawares  by  the  Year  2000  prob- 
'Will  your  bank  live  to  see  the 
nium?"  Finance,  Jan.  26).  But  I 


take  issue  with  the  implication  that  only 
multistate  regional  s  or  large  national 
banks  have  mastere  d  the  problem. 

As  a  banker  with  20  years  of  experi- 
ence, I  suggest  that  ;in  institution's  abil- 
ity to  comply  with  the  problem  is  not 
based  on  its  size  but  on  its  technological 
intelligence.  A  bank's  capability  lies  in 
the  talents  and  abilitie  s  of  its  staff,  not 
its  size.  The  complexity  of  the  informa- 
tion systems  of  large  banks — with  seem- 
ingly endless  vendors  and  interfaces — 
makes  their  challenge  much  greater 


than  those  facing  smaller  institutions. 

C.  Sam  Smith 

CEO 

Synergy  Bank 
Waco,  Tex. 

I  am  among  the  38%  of  professionals 
in  information  technology  (it)  who  plan  to 
remove  funds  from  banks  in  the  fourth 
quarter  of  1999.  We've  been  banging  the 
drum  now  for  18  months,  but  the  mes- 
sage is  not  sinking  in.  This  is  not  a  tech- 
nical issue.  The  fact  is  there  is  simply 


Not  content  to  let  sleeping  dogs  lie, 
Ed  announced  to  Qwest'  that  he  was  leaving  them 
for  that  Williams  network. 


that  Williams  network 


11,000  fiber  miles  laid,  lit  and  ready  to  ride. 


Visit  www  willtales.com.  or  call  1-80O-W1LUAMS,  as  a  symbol  of  your  telecom  freedom. 


©1998  The  Williams  Companies,  Inc 
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ss  town  or  across  the  ocean,  no  call  goes 
/here  without  a  huge  global  network  to  carry 
id  nobody  makes  more  pieces  of  that 
'ork  than  we  do.  From  wireless  PCS  phones 
mtral  office  switches,  from  ISDN  lines  to 
Dlete  voice  and  data  systems,  we  provide 


communications  solutions  on  a  local,  regional, 
or  global  level.  So  whether  you're  looking  for  a 
wireless  phone  for  your  briefcase,  Internet  access 
for  your  business,  or  an  entire  communications 
infrastructure  for  your  country,  don't  make  a  move 
until  you've  talked  to  us. 

We're  Siemens.  We  can  do  that. 


www. Siemens  com   ©Siemens  Corporation  1998 


The  World's 
Your  Oyster. 


Premier 
World  Portfolio 


If  you  thought  you  needed  a  lot 
of  money  to  wade  into  overseas 
investing,  look  at  our  new  Premier 
World  Portfolio.  This  affordable 
fund  gives  you  44  international 
"blue  chip"  stocks  from  12  nations 
in  11  sectors.  And  while  the  market 
may  be  a  sea  of  turbulence,  this 
fund  lets  you  easily  diversify.  Make 
the  world  your  oyster— affordably 
and  with  confidence. 

Premier  World  Portfolio  offers 
these  pearls: 

•Access  to  large  "blue  chip" 
companies 

•  High-quality  stocks 

•International  diversification 

•Minimum  investment 
of  $250 

Call  Defined  Asset  Funds M  today 
for  our  free  international  guide 
to  the  Premier  World  Portfolio. 

1-800-562-2926  ext.435 


Buy  With  Knowledge. 

E 

efined  Asset  FundsSM 

Hold  With  Confidence. 

Family  of  funds  offered  by 
Merrill  Lynch 
Salomon  Smith  Barney 
PaineWebber 
Dean  Witter 


A  free  prospectus  including  all  sales  charges 
and  expenses  is  available.  Please  read  it 

carefully  before  you  invest.  This  Portfolio  is 
designed for  investors  willing  and  able  to 

assume  the  risks  generally  associated  with 
international  equity  investing,  including 
volatility,  fluctuating  currency  rates  and 

political  developments. 
©  1998  Merrill  Lynch,  Pierce,  Fenner  & 
Smith,  Inc.  Member  SIPC. 
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not  enough  IT  staff  to  identify  all  the  date 
dependencies  in  the  legacy  systems,  some 
of  which  have  already  started  to  fail. 

Legacy  systems  are  only  part  of  the 
problem.  The  programmable  logic  chips 
that  drive  such  equipment  as  lifts,  se- 
curity systems,  and  air-traffic  control 
systems  all  have  unknown  date  depen- 
dencies. That's  why  klm  Royal  Dutch 
Airlines  and  others  say  they  will  not 
fly  on  the  night  of  Dee.  31,  1999. 

I  applaud  business  week  for  high- 
lighting this  issue  and  hope  that  oth- 
ers in  both  media  and  government  soon 
take  heed  of  the  Millennium  Bug,  which 
represents  the  biggest  threat  to  eco- 
nomic growth  and  indeed  human  safety 
since  the  Depression  of  the  1930s. 

Robert  M.  Gilchrist 
Al-Khobar,  Saudi  Arabia 

QUOTAS  ARE  THE  WRONG  TOOL 
FOR  FIGHTING  DISCRIMINATION 

Paula  Dwyer's  article  on  minority  hir- 
ing ("Is  Jesse  letting  Wall  Street  off 
the  hook?"  Finance,  Jan.  26)  misses  the 
point.  Ms.  Dwyer  suggests  that  Wall 
Street  should  strive  for  equal  out- 
comes— a  questionable  goal  at  best.  By 
tying  management's  compensation  to  the 
diversity  of  the  workforce,  companies 
such  as  Merrill  Lynch  are  engaging  in  a 
form  of  social  engineering. 

Instead  of  focusing  recruiting  re- 
sources on  finding  and  hiring  the  best 
talent,  management  is  concentrating  on 
tertiary  factors,  including  race  and  eth- 
nic background.  As  a  shareholder,  I 
would  question  the  wisdom  of  a  compa- 
ny hiring  professionals  using  any  criteria 
other  than  talent. 

We  should  focus  on  preventing  dis- 
crimination by  race,  sex,  national  ori- 
gin, religious  background,  sexual  orien- 
tation, age,  height,  weight,  looks,  school 
attended,  etc.  Setting  quotas,  however, 
is  a  dangerous  and  unwelcome  trend 
we  would  be  wise  to  eschew. 

Andrew  G.  Cunningham 
Steven  V.  Mattus 
New  York 

WHY  ROMAN  CATHOLICS  SHUN 
PRENUPTIAL  AGREEMENTS 

Gary  Becker's  "Why  every  married 
couple  should  sign  a  contract"  (Eco- 
nomic Viewpoint,  Dec.  29/Jan.  5)  makes 
sense  if  you  undertake  marriage  as  a 
wholly  secular  union.  But  one-fourth  of 
Americans  are  Catholics,  and  they  are 
forbidden  to  enter  into  such  pacts. 

That's  because  planning  for  failure  un- 
dermines the  spiritual  bond  that  is 
formed  when  a  man  and  a  woman  pledge 


to  remain  together  forever — for 
for  worse.  Prenuptial  contracts  are 
crossing  your  fingers  behind  your 
when  you  make  these  vows. 

James 
Arlington 

LET'S  HEAR  IT  FOR 
WOMEN  BUSINESS  LEADERS 


( 


Having  written  to  complain  al 
your  juxtaposing  Autodesk  Inc. 
Carol  Bartz  and  Marilyn  Monroe  in 
icon  Valley"  (Cover  Story,  Aug.  18-2 
now  write  to  commend  you  for  inclu 
women  in  "The  Top  25  Managers  ol 
Year"  (Cover  Story,  Jan.  12).  There 
real  leaders  among  women  in  bush 
and  it's  great  to  see  them  recogniz 
Becky  Mo] 
President  & 
Silicon  Valley  Netvi 
San  Jose,  Ci 
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The  full  text  of  Business  Week,  the  Business  We 
Daily  Briefing,  and  six  years  of  BW  archives  ar 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 
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and  mention  Business  Week. 

MaVen 

Shopping  for  computer  equipment?  Visit  Maven, 
online  Computer  Buying  Guide,  for  continuousl 
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Go  to  Keyword:  Maven  on  America  Online, 
or  to  the  World  Wide  Web  at: 
www.maven.businessweek.com 
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A  World  Of  Free  Travel 
Now  Comes  With  A  Rare  Offer. 

Double  Points  Until  March  31.  Stay  with 

Hilton  and  you'll  discover  that  the  world  is  not  only  your  oyster,  it's  yours  free.  Now  Hilton 
HHonors5  members,  who  stay  at  a  business  rate  between  January  5  and  March  31  and 
Double  Dip'  to  earn  both  airline  miles  and  hotel  points,  will  also  earn  double  HHonors  Base 
points  for  the  same  qualifying  stay.  Points  you  can  redeem  for  free  nights  at  more  than 
400  Hilton,  Conrad  International  and  Vista  hotels  around  the  world.  If  you're  not  already  an 
HHonors  member,  enroll  today.  For  reservations,  call  your  professional  travel  agent.  You 
can  also  make  reservations  or  enroll  online  at  www.hilton.com  or  by  calling  1-800-HILTONS. 

Membership,  earning  and  redemption  of  points  are  subject  to  HHonors  terms  and  conditions.  Normal  rules  tor  earning  HHonors  points 
and  miles  apply.  Refer  to  your  Hilton  HHonors  program  membership  materials  for  rate  and  other  restrictions.  ©1998  Hilton  Hotels. 
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WORLDWIDE 


Think  first. 


Windows  users,  please  stand  back.  Microsoft  Office  98  is  here,  and  it  only  runs  on  Macintosh.  So  if  you  use  a  Mac,'  you  can  §; 
run  the  most  advanced  versions  of  Microsoft  Word.  Excel.  PowerPoint.  Outlook  Express  and  Internet  Explorer.  If  you  use  at- 
Mac.  you  can  turn  any  document  into  a  web  page  with  just  one  click.  If  you  use  a  Mac,  you  can  exploit  the  easiest-to-install  f- 
and  easiest-to-maintain  office  suite  in  history.  And  if  you  use  Windows-well,  you  can  alwavs  visit  a  friend  who  has  a  Mac. 


Microsoft  PowerPoint  98 

makes  the  slickest,  whizziest 
presentations  a  piece  of  cake, 
there  s  a  Wizard  to  take  yon 
through  the  process  one  step 
at  a  time.  „ 


Microsoft  Word  98 

is  highly  evolved  and  extremely  Mac-like. 
Create  tables  simply  by  drawing  them  on  the 
page  Tap  into  a  full  gallery  of  type  effects  and 
graphics.  Here  and  now,  only  on  Macintosh 


oi  tlook  Express 

is  (i  compact,  efficient 
Internet  mail  and 
newsgroup  client. 
It  handles  multiple 
e-mail  accounts,  as 
well  as  multiple  users 
on  a  single  computer. 


First  on  macintosh. 

"Self-repairing  applications"? 
Accidentally  delete  a  vital  part 
of  Office  for  Windows,  and 
it  could  take  hours  to  get  going 
again  Tl)e  new  Mac  version 
is  smart  enough  to  reinstall 
itself.  Automatically. 


First  in  speed. 

No  more  waiting  around. 
Microsoft  Word  98  launches 
in  less  than  four  seconds  on 
a  Poii  er  Mac  03/266.  On 
Windows,  it  isn  t  quite  ready 
to  launch  at  all. 


Microsoft  Excel  98 

gives  you  the  option  of  using 
a  new.  advanced  language 
for  entering  formulas.  It's 
called  English.  Lose  the 
"E52*B16,  "  and  give  Total 
SalesXost'a  try.  On  a  Mac, 
its  simple 


First  to  get  people  i 

ON  THE  SAME  PAGE. 
Literally.  Microsoft 
Office  9$  for  Macintosh 
allows  multiple  users 
to  work  on  a  document 
at  once,  tracking  who 
changed  what  and  when. 


•  IPMi Affile  Gtrfyuler  hit  Alt n$b ■reserved  Apple  theApptehgo,  Mac.  Macintosh  PowerBook,  Paver  Mac  r\uwlikKmto&atulQuKk7lmeareregisteredtiHid^ 


Think  fast. 

ir  than  Pentium  11/266.  Faster  than  Pentium  11/300.  Faster  than  Pentium/Anything.  The  new  Power  Macintosh  G3's 
loing  everything  in  record  time-from  out-blazing  the  most  macho  PCs  in  Photoshop"  tests  (performing  up  to  31% 
:r)  to  selling  more  in  the  first  60  days  than  any  computer  in  Apple  history.  The  Power  Mac  G3's  come  in  three  flavors: 
top,  minitower  and  PowerBook.  And  each  of  them  has  the  kind  of  speed  you  can  get  attached  to-very,  very  fast. 


Video  happens  faster. 

QuickTime" 3-0  (which  runs  on  any  Power 
Macintosh  without  additional  hardware) 
is  now  thestandard  video  format  on  both 
Macintosh  and  Windows. 


The  best  stuff  runs  faster. 

The  earth-shaking  applications 
(like  Adobe7"  Photoshop™  and 
Macromedia  Director]  are  first 
and  fastest  on  Power  Macintosh  - 
because  Mac  remains  the  center 
of  the  multimedia  universe. 


J 


1RBOOKG3.-' 
TING  AT  $5,699: 
w  PowerBook  G3 
fastest  notebook 
world.  Not  just 
dgen  faster.  A 
)ud,  Pentium- 
iling  80%  faster. ' 


TALK  ABOUT  FAST  STARTS. 
///  the  first  60  da  ys,  we  sold 
over  130.000  Power  Macintosh 
G3  computers,  making  this  the 
most  successful  new  product 
introduction  in  Apple  history. 


Power  Macintosh 
g3  desktop. 
Starting  at  $1,999: 

(Monitor  not  included.  J 
It  ith  everything  you  need 
built  in,  the  Power  MacG3 
desktop  is  not  only  faster 
than  a  Pentium  11/3001 
it's  a  better  value  than 
a  similarly  configured 
Gateway  PC. 


Power  macintosh  G3  minitower. 

STARTING  AT  $2,349.'  (Monitor  not  included.  1 
With  the  furiously  fast  PowerPCG3  chip  at  its  heart, 
the  new  PowerMac  G3  beats  the  pants  off  even  the 
fastest  Pentium  HI 300  running  Windows  NT. ' : 


Get  one  fast. 

The  online  Apple  Store  "  is  open 
24  hours,  and  you  can  customize 
a  new  Power  Mac  G3  to  your 
exact  needs  in  minutes.  Click 
on  in.  We  're  at  www.apple.com 
(or  call  1-800-795-1000). 


Think  different. 


a,  Imeamfigitralton.  Actual prices  may vary. '  l  ximivsjctskr  than  a  Pentium  233 notebook Photoshop  tests  %3266in  16Pbotoshcp4.0task$.Adobea7uiPhotosboparetr^^  PoumPC  is  a  trademark  of  IBM  Gxp 


Economic  Viewpoint 


BY  GARY  S.  BECKER 


MAKE  THE  WORLD  SAFE 
FOR  CREATIVE  DESTRUCTION' 


OBSTACLES: 

Europe's  regu- 
latory road- 
blocks and 
onerous  taxa- 
tion keep  the 
capital  and 
job  growth 
enjoyed  by 
the  U.S.  out 
of  reach 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


Even  though  entrepreneurship  is  an  elu- 
sive concept,  economists  have  recog- 
nized its  importance  ever  since  the 
masterful  analysis  of  economic  development  at 
the  turn  of  the  century  by  the  great  Austrian 
economist  Joseph  Schumpeter.  Individuals 
with  vision  gambling  their  own  and  investors' 
money  on  new  products  is  the  engine  that 
combines  human  and  physical  capital  to  fuel 
economic  growth  and  progress. 

A  successful  entrepreneurial  environment 
features  continual  "creative  destruction,"  to 
use  Schumpeter's  apt  term.  New  companies 
prosper  and  help  the  economy  in  part  by  de- 
stroying the  markets  of  established  competi- 
tors. Examples  include  the  growing  competition 
to  wired  telephony  from  cellular  phones,  the 
eroded  market  for  mom-and-pop  grocery  stores 
because  of  the  greater  efficiency  of  supermar- 
kets, and  the  steep  decline  in  IBM's  market  for 
computers,  after  the  introduction  of  networking 
pes  by  Sun  Microsystems  and  other  compa- 
nies. Nations  that  protect  the  markets  and  in- 
comes of  existing  companies  prevent  the  cre- 
ative destruction  so  essential  to  progress. 

Although  some  cultures  encourage  entre- 
preneurship more  than  others,  eveiy  culture 
has  reservoirs  of  talent  that  come  to  the  fore 
under  a  sympathetic  business  environment. 
Overseas  Chinese  thrived  in  business  in  In- 
donesia, Malaysia,  and  Singapore  at  the  same 
time  they  were  prevented  from  using  their 
talents  in  communist  China.  Chile  discovered 
enormous  reserves  of  entrepreneurial  ability 
after  the  free-market  reforms  of  the  1980s. 
red  tape.  Regulations  and  red  tape  are  major 
obstacles  to  the  formation  of  new  businesses. 
Among  the  most  onerous  are  licenses  and  oth- 
er requirements  that  greatly  delay  official  ap- 
proval for  new  companies.  Some  countries 
even  require  certification  that  a  new  company 
is  "needed"  in  a  particular  locality  or  indus- 
try— an  approval  that  is  often  refused. 

Taxes  on  profits,  capital  gains,  and  estates 
are  frequently  so  oppressive  that  they,  too, 
discourage  startups.  Although  the  U.  S.  taxes 
corporate  earnings  and  capital  gains  moder- 
ately heavily,  loopholes  are  sufficiently  abun- 
dant that  many  of  the  recent  rich  have 
amassed  their  wealth  via  new  ventures.  This 
is  also  tine  in  Hong  Kong,  Taiwan,  and  Chile. 

Unfortunately,  European  countries  have 
erected  serious  bairiers  on  this  road  to  wealth. 
A  good  example  is  Sweden,  rightly  famous  for 
the  competitive  efficiency  of  companies  such  as 


L.  M.  Ericsson,  Volvo,  and  abb  Asea  Br 
Boveri.  However,  with  few  exceptions 
came  into  being  from  1875  to  1915,  the  hejftii 
of  Swedish  growth  and  free  markets.  On 
handful  of  major  Swedish  companies,  sucl 
Tetra-Pak  Processing  Systems,  were  create 
recent  years  because  of  confiscatory  taxa 
and  equalitarian  pressure  in  labor  mark 
Frustrated,  some  of  the  most  successful  c 
panies,  such  as  abb,  have  moved  headquar 
and  factories  abroad. 
TIME  WARP.  Even  in  European  nations  \ 
many  small  companies,  such  as  Italy,  exi 
tives  have  complained  to  me  about  obtru: 
regulations  that  discourage  and  hin 
startups.  These  companies  are  impressed 
how  much  more  quickly  they  gain  appn 
for  factories  in  the  U.  S.,  though  they  are 
ginning  to  wony  about  growing  litigation 
environmental  regulations. 

Statistics  from  the  Organization  for  E 
nomic  Cooperation  &  Development  conf 
that  venture  capital  is  more  abundant  in 
U.  S.  than  in  Europe  and  that  America 
vests  much  more  of  this  capital  in  starti 
Moreover,  much  startup  money  is  devotee 
risky  high-tech  companies  in  Silicon  Va 
and  other  centers  of  entrepreneurial  enei 

One  payoff  has  been  job  growth.  Evide 
indicates  that  smaller  companies  have  { 
vided  about  half  of  the  new  jobs  dur 
America's  employment  boom  since  1980 
contrast,  Europe  has  had  essentially  no  o\ 
all  employment  growth  in  the  private  sec 
in  recent  decades. 

Another  advantage  is  the  renewal  of  the 
tality  of  large  corporations.  There  are  gi 
opportunities  in  America  for  small  compai 
to  grow  big.  The  Financial  Times  list  of 
world's  100  largest  companies  contains  m 
European  companies,  but  almost  all  of  tl 
were  stalled  many  years  ago.  By  contr 
Microsoft,  Intel,  Wal-Mart  Stores,  Hewl 
Packard,  McDonald's,  and  other  Ameri 
companies  on  the  list  were  formed  onl 
few  decades  ago  and  became  large  as  t! 
succeeded. 

I  am  amazed  at  the  number  of  people  \ 
believe  they  will  make  lots  of  money  by  st) 
ing  new  companies.  Most  fail  when  they 
to  carry  out  their  ideas.  Still,  these  dm 
drive  an  economy  to  new  heights  when 
couraged  by  a  sympathetic  regulatory  atn 
phere  and  low  taxes  on  profits,  capital  ga 
and  incomes. 
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Advanced    Data    Solutions    For    Corporate  Challenges 


With  Sprint's  Internet  Performance  Guarantees,  getting  on 
the  Net  isn't  a  game  of  chance.  Because  we  know  the 
power  of  the  Internet  is  out  of  reach  if  you  can't  get  con- 
nected. That's  why  we  guarantee  your  service.  So  you  can 
enhance  your  productivity,  broaden  your  market,  track 
inventory  and  connect  with  suppliers  —  even  customers, 
worldwide— without  playing  musical  chairs.  Guaranteed.  As  a 
leading  provider  of  Internet  services,  let  us  show  you  how  real 
performance,  reliability,  and  unsurpassed  speed  can  impact 
your  business,  www.sprint.com/sprintbiz  1»  800*  669* 4700 


Sprint 


We  help  your  business  do  more  business 


Sprinl  Communications  Company  LP      Sprml  guarantees  its  Internet  and  intranet  customers  99%  busy-tree  dial  access  and  99  5%  dedicated  access  and  backbone  availability.  II  levels  are  not  met.  Sprint  will  credit 

customers  a  percentage  of  their  monthly  port  tee.  Contact  your  Sprinl  representative  lor  details. 


When  your  business 
is  on  the  line, 
is  your  Internet  access 
left  to  chance  ? 


Economic  Trends 


BY  GENE  KORETZ 

IS  THE  TRADE  GAP 
A  TICKING  BOMB? 

It  could  lead  to  a  run  on  the  dollar 

Ask  economists  to  identify  the  most 
positive  element  of  U.  S.  public  pol- 
icy in  recent  years,  and  a  vast  majority 
will  cite  cutting  the  federal  govern- 
ment's deficit.  Yet  as  Wall  Street  eco- 
nomic consultant  Peter  L.  Bernstein 
points  out,  in  a  key  respect,  deficit  re- 
duction has  failed  to  deliver  what  the 
experts  promised:  America's  chronic 
trade  gap  shows  no  signs  of  receding. 

The  notion  that  the  U.  S.  budget  and 
trade  gaps  are  linked,  notes  Bernstein, 
first  surfaced  in  the  1980s,  when  both 

AS  ONE  DEFICIT  VANISHES, 
THE  OTHER  HARDLY  BUDGES 


92     '93        '94       '95       '96  '97 
▲  PERCENT  OF  GROSS  DOMESTIC  PRODUCT 
DATA.  COMMERCE  DEPT. 

deficits  exploded.  The  chain  of  causa- 
tion supposedly  began  with  the  need  to 
finance  the  huge  budgetary  shortfall 
that  emerged  in  the  wake  of  Reagan-era 
tax  cuts  and  defense  spending.  This  led 
to  a  sharp  rise  in  U.  S.  interest  rates 
that  attracted  foreign  investors  and 
caused  the  dollar  to  take  off.  And  that 
unleashed  a  flood  of  newly  cheap  im- 
ports and  lagging  U.  S.  exports. 

In  basic  economic  terms,  however, 
the  scenario  was  more  simple:  The  bal- 
looning federal  deficit  had  cut  national 
saving  far  below  the  nation's  investment 
needs.  As  a  result,  the  U.  S.  had  to  im- 
port capital  from  overseas,  which  in- 
evitably resulted  in  a  trade  deficit. 

By  this  logic,  says  Bernstein,  the  so- 
lution to  the  trade  shortfall  seemed 
clear.  If  the  two  deficits  are  truly  twins, 
as  many  experts  insisted,  then  the  U.  S. 
could  solve  its  trade  woes  by  eliminating 
the  federal  government's  drain  on  na- 
tional saving.  As  it  happens,  however, 
while  the  budget  gap  has  virtually  dis- 
appeared, the  trade  gap  hasn't  budged — 
and  is  clearly  headed  much  higher. 

Wiry  did  the  experts'  predictions  miss 


so  badly?  The  long  answer  is  that  trade 
flows  are  influenced  by  many  more  vari- 
ables than  the  federal  budget — by  mon- 
etary policy  and  relative  interest  rates, 
by  the  business  cycle,  by  shifting  condi- 
tions and  economic  policies  abroad. 

The  short  answer,  says  Bernstein,  is 
that  the  experts  forgot  that  government 
savings  and  private  savings  often  move 
in  opposite  directions.  Thus,  while  the 
public  sector's  savings  performance  has 
improved  mightily  in  recent  years, 
America's  household  savings  rate  has 
plummeted  to  its  lowest  level  in  39 
years — leaving  the  U.  S.  still  highly  de- 
pendent on  foreign  capital. 

The  upshot  is  that  the  dollar  has  risen 
by  12%  over  the  past  year,  and  the  mer- 
chandise trade  gap  could  rise  as  much  as 
$40  billion  in  1998,  by  some  estimates. 
With  the  economy  currently  in  over- 
drive, that  doesn't  seem  to  be  much  of  a 
problem  today.  Indeed,  it  should  tem- 
per U.  S.  growth  and  keep  inflation  at 
bay  over  the  near  term  while  bolstering 
our  ailing  Asian  trading  partners. 

Over  the  longer  nan,  however,  warns 
Bernstein,  the  persistence  of  large  trade 
deficits  could  cause  foreign  investors  to 
shift  out  of  dollar  assets — perhaps  pre- 
cipitously. "The  dollar,"  he  says,  "is  be- 
coming increasingly  over-owned,  vul- 
nerable, and  exposed.  It  is  an  accident 
waiting  to  happen." 


U.S.  STUDENTS 
GET  A  BUM  RAP 

They're  globally  competitive  after  all 

The  claim  that  American  students 
are  doing  far  worse  than  their  peers 
in  other  nations  has  become  a  virtual 
mantra  of  educational  reformers.  An  ar- 
ticle in  the  current  issue  of  The  Ameri- 
can Prospect,  however,  charges  that  the 
experts — and  the  media — have  misread 
the  evidence. 

In  the  article,  educational  researcher 
Gerald  W.  Bracey  notes  that  U.  S.  stu- 
dents finished  second  in  a  major  com- 
parative study  of  reading  in  1992  in- 
volving 31  nations,  surpassed  only  by 
Finland.  What's  more,  the  top  10%,  5%, 
and  1%  of  American  students  in  the 
study  were  the  best  in  the  world  at 
both  ages  tested,  9  and  14. 

In  the  1996  Third  International  Math- 
ematics &  Science  Study  (timss),  Amer- 
ican eighth  graders  finished  slightly  be- 
low average  in  math,  while  American 
fourth  graders  finished  above  average, 
ranking  12th  among  26  nations.  In  sci- 
ence, American  fourth  graders  actually 


came  in  third  from  the  top,  while  eij 
graders  were  above  average. 

Such  results,  says  Bracey,  sugj 
that  American  students  are  "near- 
top  in  reading,  just  below  averag 
math,  and  just  about  average  in 
ence."  Aside  from  a  few  Asian  nat 
at  the  top  of  the  rankings  and  a  1 
dozen  developing  nations  at  the  botl 
most  of  the  nations  in  the  timss  sfr 
including  the  U.  S.,  fell  within  a  nar 
range  of  scores,  he  reports. 

None  of  this  means  that  U.  S.  ed 
tion  is  out  of  the  woods.  Bracey  n* 
that  the  results  of  another  internati 
study  in  1992  suggest  that  while 
top  third  of  American  schools  are  w 
class  and  the  next  third  are  O.K., 
bottom  third  are  in  terrible  shaj 
Most  schools  can  use  help,  he  wri 
but  such  results  "argue  for  a  refonr 
fort  more  focused  on  those  that  gei 
ally  have  the  least  resources  and 
most  difficult  social  environments." 


SMALL  BIZ  IS 
BOUNCING  AL0N( 

Asian  woes  don't  seem  to  count- 


While  many  large  companies 
about  Asia's  flu,  small-busir 
owners  are  relatively  unconcerned 
National  Federation  of  Independ 
Business  reports  that  its  small-bush 
optimism  index  clocked  in  at  102.1 
January,  a  full  point  above  its  aver 
level  in  last  year's  first  half. 

Sales  have  been  rising,  and  hiring 
capital-spending  plans  remain  at  or  c 
to  record  levels,  reports  nfib  econoi 
William  C.  Dunkelberg.  One  of  the  k 
est  complaints,  besides  perennial  groin 
about  taxes  and  regulations,  contiii 
to  be  a  shortage  of 
"qualified"  labor. 

With  reports  of 
owners'  hiking  of 
compensation  for 
their  workers  hit- 
ting new  highs  at 
the  same  time  that 
increases  in  selling 
prices  have  plunged 
(chart),  you  might 
think  the  small 
guys  would  be 
hinting.  Up  to  now, 
however,  strong 
sales  appear  to  be 
buoying  the  bottom 
line.  "Based  on  our  optimism  index, 
Dunkelberg,  "real  growth  in  the  f 
quarter  could  come  in  close  to  4%." 


SMALL  BUSINES 
FEELS  SOME  HE 

SHARE  OF  COMPANIES  RAIS 
I  COMPENSATION  ■  SELLING 
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Switching  Jobs  Can  Have 
An  Unfortunate  Effect  On 
Your  Retirement  Savings. 

\  WITHDRAWAL  ! 

*    PENALTY  -* 


J    r£*l£  \  TAX 


Ms  : 


Don't  Lose  40%  Or  More  Of  Your  Retirement  Plan  To  Taxes  And  Penalties. 
Call  For  Your  Free  Information  Kit  Today. 


If  you've  switched  jobs,  the  way  you  handle  the 
payout  from  your  former  employer's  retirement 
plan  is  very  important.  This  may  be  one  of  the 
largest  sums  you'll  ever  receive.  And, 
depending  on  what  you  choose  to  do,  you 
could  lose  40%  or  more  of  it  to  federal,  state,  and  local 
taxes  as  well  as  early  withdrawal  penalties.  It  makes 
sense  to  know  the  facts  before  you  act. 

T.  Rowe  Price  can  help.  We  offer  a  free  kit  that 
clearly  explains  the  options  in  plain,  straightforward 
language.  You'll  learn  the  pros  and  cons  of  each 
distribution  option  and  how  to 
avoid  the  potential  taxes  and 


1-800-401-5287 


penalties.  And  if  you  choose  a  rollover  IRA  from 
T.  Rowe  Price,  you'll  have  access  to  our  know- 
ledgeable customer  representatives,  who  can 
help  make  the  rollover  process  as  easy  and 
hassle-free  as  possible. 

Request  your  free  kit  today.  Call  us  and  we'll  send 
you  our  free  kit  on  managing  your  retirement  plan 
distribution,  which  includes  the  tools  you  need  to  help 
you  decide  what's  best  for  you.  We'll  also  include 
information  about  our  broad  range  of  no-load  mutual 
funds.  Call  our  toll-free  number  today.  Because  we'd 
hate  to  see  your  retirement 


plan  go  all  to  pieces. 


Invest  With  Confidence 

T.RoweRice 


tequest  a  prospectus  with  more  complete  information,  including  management  fees  and  other  charges  and  expenses.  Read  it  carefully  before  you  invest  or  send 
noney.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  \p,mmm 
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BUY  A  LITTLE  GIFT  FOR  YOUR  DAUGHTER  TODAY  AND 
YOU'LL  BE  GIVING  HER  A  BIG  GIFT  TOMORROW. 

Th  is  year,  we're  proud  to  offer  over  thirty  wonderful  gifts  that  celebrate 
1998's  Take  Our  Daughters  To  Work'  day.  They're  not  expensive,  but  they  can  help  you 
give  your  daughter  something  priceless:  the  gift  of  seeing  her  own  potential. 
For  a  free  catalog,  or  to  order  directly  over  the  phone,  call  us  toll-free,  or  contact  our  web  site. 

TAKE  ©UR  DAUGHTERS  TO  WORK 

APRIL    23,  1998 

1-800-676-7780  or  www.ms.foundation.org 


The  Ms  Foundation  is  a  not-for-profit  public  charily  Take  Our  Daughters  To  Work  is  a  program  and  a  registered  trademark  of  the  Ms  Foundation  All  the  merchandise  is  satisfaction  guaranteed 
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Many  of  the 
biggest  names  in  business 
are  growing  bigger 
in  Dubai. 
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Join  them. 
And  hit  the  headlines. 
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)ubai  office  for  Hewlett  Packard 


To  find  out  how  your  company  can  profit  from  doing  business 
in  one  of  the  world's  most  dynamic  commercial  centres, 
fax  this  coupon  to  (215)  751  9551  or  (310)  752  4444. 

NAME  

TITLE  

COMPANY  

ADDRESS 


TEL 


FAX 


GOVERNMENT  OF  DUBAI 
Department  of  Tourism  and 
Commerce  Marketing 


East  and  Central  USA:  8  Penn  Center,  Philadelphia  PA  19103,  USA.  Tel:  (215)  751  9750.  Fax:  (215)  751  9551. 

West  Const:  901  Wilshire  Boulevard,  Santa  Monica,  California,  CA  90401,  USA.  Tel:  (310)  752  4488.  Fax:  (310)  752  4444 
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According  to  legend,  a  little  child 
had  a  dream  about  the  best  wav  to 
harvest  and  prepare  wild  rice.  That  it; 
should  be  knocked  from  the  stalks 
with  blessed  sticks,  then  parched  in 
the  sun  and  danced  on  to  remove  the 
husks.  The  people  did  this  and  they 
made  it  through  the  winter  with 
enough  to  eat.  "Manomin"  was  the 
word  the  child  dreamed,  and  that  be- 
came the  word  for  rice.  "Menominee 
is  the  name  of  the  tribe,  and  it  means 
"Keepers  of  the  Rice."  These  words 
and  traditions  came  from  the  dream 
of  a  child.  Which  is  just  one  reason  tht 
Menominee  have  always  made  it  a  poir 
to  talk  to  their  children.  And  to  listen. 


f  u  N  D 

Help  snvc  a  culture  that  could  save  ours 
by  supporting  the  29  American  Indian  colleges 
American  Indian  College  Fund, 
mi  Osage  St.,  Bldg.  D,  Suite 205- A,  Denver,  CO  802 
1-800-776-FUND. 

Special  thanks  to  the  US  West  Foundation  for 
underwriting  production  costs  for  this  advertisem 


Gains  entry  throughout  the  world. 


More  than  6.5  million  U.S.  households  now  diversify  their  investments  with  international  mutual  funds. 
Is  your  financial  house  in  order?  For  information  on  this  no-load  fund,  call  1-800-333-1001,  Dept.  A851 


Together  we  can 
move  mountains* 


www.bergerfunds.com  We'll  send  you  o  prospectus  containing  more  complete  information  including  oil 
management  fees  and  expenses.  Read  it  carefully  before  investing.  Berger  Distributors  Inc,  ■  Distributor.  ©1997  Berger  Associates,  Inc.    exec  A85 i 


installation  $3,ooc 

Web  site  iron*- 

.LCre°t,on  $2,000 


ail  server  $2,500 


INTERJEX 


THE  ALL-IN-ONE 
INTERNET  SOLUTION. 


Router  •  Email  Server  •  Firewall  •  Web  Server  • 


•  Intranet  •  Web  Publishing  •  Easy  Administration 


The  Internet  fog  has  finally  lifted.  The  Interjei  from  Whistle  Communications  is  a  revolutionary  hardware  and  software  solution 

created  lor  small  offices.  ( Capable  of  handling  speeds  of  33.6  through  T1 .  it's  everything  you  need  to  give  email  and  Internet 
access  to  the  people  who  need  it.  Whether  it's  5,  10,  50,  even  100  employees.  And  it  starts  for  as  little  as  $1,995.  Find  out  why  the 
Interjet  keeps  racking  up  awards,  including  the  prestigious  PC  Computing  l''(>7  Networking  Product  of  the  Year. 
Call  1-888-4WHISTLE.  Or  visit  www.whistle.com/98i. 


www.whistle.com/98j 


Whistle 

COMMUNICATIONS 


Call  1-888- 4  WHISTLE 


Ail  rights  re-jerved  Whistle,  inter  jh,  Whistle  Communications  and  the  Whistle  logo  are  trademarks  ot  Whistle  Communications  Corp  All  other  trademarks  ,md  registered  trademarks  are  the  property  of  their  respective  o 
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>cco  at  the  Bar  of  Justice 

■  Pringle 

olt«  352pp.  $27. 50 


THE  PEOPLE  vs.  BIG  TOBACCO 

How  the  States  Took  On  the  Cigarette  Giants 

By  Carrick  Mollenkamp,  Adam  Levy,  Joseph 
Menn,  and  Jeffrey  Rothfeder 
Bloomberg  Press  •  334pp  •  $23.95 


iR  AND  PEACE 

I  THE  TOBACCO  FRONT 


0  to  any  bookstore,  and  you'll 
find  shelves  groaning  with  mili- 
tary histories.  Readers  love  tales 
ed  conflict,  with  generals  mar- 
their  forces,  lives  in  the  balance, 
cret  dispatches,  spies,  and  high 
ogy  all  enlisted  in  the  battle.  The 

wars  are  no  exception:  In  recent 

they  have  inspired 
najor  books,  including 
?er  Prize-winning  his- 

the  industry.  Put  last 
r's  landmark  $368  bil- 
gal  settlement  with 
bacco  marked  a  his- 
rning  point,  and  it  de- 

1  an  update  from  the 


Cornered 


new  dispatches  live 
the  tradition  of  fine 
ng  about  one  of  the 
public-health  battles 
time.  Cornered,  by  British  jour- 
5eter  Pringle,  is  a  deftly  written, 
ihensive  account  of  all  the  forces 
ought  tobacco  to  the  negotiating 
The  People  vs.  Big  Tobacco,  by  a 
if  reporters  from  financial-news 

Bloomberg  News,  focuses  tight- 
the  negotiations  leading  to  the 
rk  deal.  It  is  the  first  account  to 
nuch  real  insight  into  how  the 
>  executives  were  driven  by  self- 
ration  to  end  decades  of  denial 
ifuscation  and  begin  to  account 
ir  misdeeds. 

i  books  treat  readers  to  all  the  hi- 
lts that  make  the  tobacco  wars 
ig.  The  generals  are  fascinating: 
titobacco  legal  forces  include  the 
illy  ambitious  Mississippi  attor- 
meral,  Michael  Moore;  the  flam- 
New  Orleans  prankster,  Wen- 
Jauthier;  and  the  courtroom 
in,  Ronald  L.  Motley.  The  internal 
ents  that  reveal  Big  Tobacco's 
•acy  against  public  health  resem- 
ligh  command's  blueprint  for  an 


Big 
Tobacco 
at  the  Bar 
of  Justice 


PETER  PRINGLE 


assault.  The  efforts  of  Moore  and  de- 
termined Pascagoula  (Miss.)  lawyer 
Richard  F.  Scruggs  represent  some  of 
the  most  dogged  and  creative  shuttle 
diplomacy  in  recent  litigation. 

Almost  from  the  moment  Moore  an- 
nounced the  settlement  at  a  packed 
Washington  press  conference  last  June, 
the  agreement  has  been  un- 
der fierce  attack.  Health 
groups  and  antitobacco  law- 
makers termed  it  a  sellout, 
and  these  groups  were  soon 
seconded  by  authorities  such 
as  former  Food  &  Drug 
Administration  Commission- 
er David  Kessler  and  for- 
mer Surgeon  General  C. 
Everett  Koop.  The  White 
House,  which  played  a  key 
role  in  the  negotiations, 
treated  the  deal  as  if  it 
were  an  illegitimate  child. 

The  thrust  of  the  criticisms  is  on 
target.  For  decades,  the  tobacco  indus- 
try conducted  a  covert  campaign  to 
conceal  that  its  products  kill  jtl'Wt'ffK 
people.  Its  culpability  should 
not  be  easily  dismissed,  and 
before  passing  any  of  the 
settlement  into  law,  Con- 
gress must  consider  the  sec- 
tions of  the  agreement  that 
restrict  Big  Tobacco's  expo- 
sure to  punitive  damages, 
protect  it  from  class  actions, 
and  limit  awards  to  individ- 
ual plaintiffs.  These  books 
bring  value  to  the  debate 
by  showing  how  the  parties 
to  the  negotiations  were  overcome  by 
deal  fever.  They  were  transfixed  by 
the  notion  that  this  was  a  one-shot 
chance  for  a  historic  settlement  that 
could  improve  public  health  and,  not 
incidentally,  bring  them  fame,  power, 
and  untold  riches.  At  one  point,  the 
plaintiffs'  lawyers  speculated  privately 


PEO/LE 
BIG 

TOBACCO 


that  their  cut  of  the  deal  could  well 
approach  $40  billion. 

Cornered  came  about  almost  by  acci- 
dent. Assigned  to  the  U.  S.  to  cover  to- 
bacco for  The  Independent  of  London, 
Pringle  was  on  the  beat  during  the  ap- 
pearance of  the  first  industry  docu- 
ments: papers  purloined  by  Merrell 
Williams,  who  had  worked  as  a  parale- 
gal for  a  Louisville  law  firm  represent- 
ing Brown  &  Williamson  Tobacco  Corp., 
and  turned  over  to  Moore  and  Scruggs. 
During  the  next  three  years,  as  the  to- 
bacco wars  raged  around  the  country, 
Pringle  interviewed  all  the  major  play- 
ers on  the  antitobacco  side. 

Pringle's  particular  strength  is  his 
use  of  detail  and  shrewd  character  judg- 
ments to  humanize  the  story.  He  shows 
how  the  moral  outrage  and  indepen- 
dence of  Minnesota's  attorney  general, 
Hubert  H.  Humphrey  III,  buttressed 
by  plaintiff's  lawyer  Mike  Ciresi's 
loathing  for  many  of  his  colleagues,  left 
Minnesota  as  a  key  holdout  from  the 
talks.  The  roguish  and  flamboyant 
lawyers  led  by  Gauthier  come  across  as 
unorthodox  but  shrewd  maneuverers 
who  keep  an  eye  on  the  pot  of  gold  at 
the  end  of  the  settlement. 

Pringle's  approach  has  its  limits.  In 
trying  to  cover  all  theaters  of  the  to- 
bacco war,  he  gets  distracted  from  the 
most  important  front:  the  negotiations 
led  by  Moore  and  Scruggs  that  yielded 
the  settlement.  He  focuses  too  much  on 
Gauthier  and  his  group,  and  he  fails  to 
t  much  beyond  the  oft-told  highlights 
of  the  drive  by  Scruggs  and 
Moore  to  cut  a  deal.  His  ac- 
count of  the  parley  in  which 
RJR  Nabisco  Inc.  Chairman 
Steven  Goldstone  and  Philip 
Morris  Cos.  Chairman  Geof- 
frey Bible  met  face-to-face 
with  their  opponents  would 
be  entirely  lacking  in  drama 
if  not  for  the  previously  un- 
reported tidbit  that  Scniggs 
at  first  opposed  meeting  with 
the  two  tobacco  ceos.  Most 
earlier  reports  have  indicated 
that  Scruggs  and  Moore  demanded  the 
Apr.  3,  1997,  powwow  as  evidence  that 
the  industry  was  serious  about  making  a 
settlement. 

The  People  vs.  Big  Tobacco,  by  con- 
trast, focuses  on  events  leading  up  to 
the  settlement.  Almost  all  of  the  book's 
research  and  writing  was  done  by  three 
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EGOTIATIONS  WERE  OVERCOME  BY  DEAL  FEVER 
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So  unassuming,  your  friends 
will  never  know  how  well 
you've  done  in  the  market. 


PARK  AVfNUf  "BUICKQ 

THE  POWER  Of  UNDERSTATEMENT 


How  will  you  make 
a  profit  tomorrow? 


ZONE 


KNOW  THE  THREAT 

Only  those  business  leaders  who 
anticipate  shitting  customer  priorities 
and  adapt  their  business  designs 
in  response  deliver  sustained 
value  growth  to  shareholders. 

Available  from 

?  Hanurci  Business  School  Press 


.Adrian  J. 
Siywotzky 


Visit  our  Web  site  at  www.randomhouse.com 


CREATE  THE  SOLUTION 

The  groundbreaking  guide  that  deciphers 

the  strategies  of  today's  profit  giants  to  show  you  how 

to  reach  tomorrow's  profits  ahead  of  the  competition. 

"For  all  managers,  The  Profit  Zone 
provides  insights  and  lessons  aplenty  .... 
It  makes  practical  and  usable 
some  compelling  theories  for  how  to 
win  in  today's  marketplace." 

—  BusinessWeek 

For  more  information  on  strategies  for  sustained  profit 
and  value  growth,  call  Mercer  Management  Consulting 
at  1-800-500-4737  http://wwwmercermc.com 


Child-proof  caps  protect  j 
those  who  can't  read. 

Medicine  labels  protect  j 
those  who  can. 


Read  your  medicine  label.  It  tells  you  all  you  need  to  know. 
It's  the  first  step  to  getting  better. 

A  message  from  the 
Council  on  Family  Health 


A  public  service  by  the  manufacturers  of  medicine 


reporters — Carrick  Moilenkamp,  A 
Levy,  and  Joseph  Menn — w 
Bloomberg  News  National  Edi 
Jeffrey  Rothfeder  played  the  role 
bylined  editor.  It  is  the  first  major  ti 
to  be  published  by  Bloomberg  Pre: 
which  hopes  to  recycle  its  reports 
deadline-driven,  wire-service  work  ii 
books.  The  result  is  a  mixture  of  i 

|  thoritative  detail  and  a  sometimes  d 
quieting  lack  of  perspective.  The  co: 

I  mittee  of  authors  never  quite  develops 

!  narrative  voice  with  which  to  bring  pi 
spective  and  insight  to  the  reader,  j 
Still,  with  the  tobacco  wars  as] 
subject,  the  just-the-facts  approach  a 
tainly  provides  a  fascinating  rej 
About  one-third  of  the  way  into  t 
book,  following  some  perfunctory  a 
poorly  organized  background,  the  ru 
rative  begins  to  sizzle.  When  report 
Moilenkamp  follows  up  on  a  tip,  d 
ving  400  miles  to  meet  with  a  soup 
he  lands  the  February,  1997,  scoop  tl 
the  tobacco  talks  have  been  reborn  i 
ter  six  months  of  relative  quiet.  Fn 
that  point  on,  The  People  vs.  Big  1 
bacco  provides  an  exciting,  you-ai 
there  narrative  of  the  horse-tradi 
that  led  to  the  settlement. 

The  book's  bigyest  single  contrib 
tion  is  its  insight  into  how  the  comr. 
nies  moved  toward  settlement.  Having 
major  impact  were  two  new  leade 
Goldstone  and  Bible,  who  had  tak 
charge  of  Big  Tobacco's  case  not  long 
ter  the  disastrous  April.  1994,  testimo 
in  which  tobacco  CEOs  disclaimed  kncn 
edge  about  the  health  effects  and  i 
dictiveness  of  smoking.  Four  years  lat 
Big  Tobacco  has  revealed  almost  nothi 
of  its  agenda  in  the  talks  or  made  a  c 
fense  of  the  deal  that  offers  the  indust 
a  chance  for  survival  if  passed  inta 
This  book,  at  least,  gives  some  sen 
of  the  companies'  motivation  and  inta 
nal  debates. 

Neither  of  the  books  plumbs  the  aj 
tlement's  strengths  and  weaknesses 
foreshadows  its  political  aftermath.  I 
cause  the  settlement  would  affect  t 
rights  of  people  to  recover  damag 
from  Big  Tobacco,  Congress  must  wei 
in.  In  the  next  few  weeks,  it  is  expect 
to  take  up  the  question  of  granting  t 
industry  some  form  of  limited  immun 
from  lawsuits  stemming  from  its  pi 
conduct,  even  as  trials  in  Minnesota,  ] 
diana,  and  other  states  may  be  unco 
ering  news  of  further  misdeeds.  Tg| 

i  lawmaking  and  lawsuits  will  set  tfl 
stage  for  a  political  free-for-all  with  upp 
portance  for  the  industry's  future  a:^ 
the  nation's  health.  And,  no  doubt,  thi 
will  become  the  subject  for  the  next  m 
port  from  the  front. 

BY  DAVID  GREISI I 
Atlanta  bureau  chief  Greising  hh 
covered  the  tobacco  battles  si  net 


Jnderneath  its  cold,  wicked  exterior 
lies  the  heart  of  a  prudent  engineer. 


i  closer  to  the  spider's  web,  and  you'll  witness  and  Mark  Lashier,  Ph.D.,  RE.  Both  were  recently 

ngenious  technical  triumph.  Pound  for  named  "Young  Engineer  of  the  Year"  by  the 

nd,  not  even  steel  can  match  the  strength  of  National  Society  of  Professional  Engineers, 

ilk.  At  Phillips,  we  appreciate  bold  engineering,  And  both  make  brilliant  examples  of  what  it 

ch  explains  why  we  attrajct  the  brightest  means  to  be  The  Performance  Company.  <@M> 

ig  talent,  including  Lori  Hassejlbring,  Ph.D.,  PE.,  PHILLIPS  PETROLEUM  COMPANY  %££)■ 


LLIPS  IS  A  PROUD  SPONSOR  OF  NATIONAL  ENGINEERS  WEEK,  FEB.  22-28,  1998. 

•  |  www.phillips66.com 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

WHY  I'M  ROOTING 
FOR  MICROSOFT 


A  close  look  at  its 
browser  shows  it 
should  be  linked  with 
the  operating  system 

One  of  the  most  inter- 
esting features  of 
Windows  98,  the 
planned  successor  to  the  Win- 
dows 95  operating  system,  is 
something  called  Windows 
Update.  To  use  it,  you  click 
on  the  Start  button,  then 
click  on  the  Update  icon. 
Windows  launches  Internet 
Explorer  (IE)  and  connects 
to  a  Microsoft  Web  site. 
The  system  checks  your 
computer  against  a  list  of 
available  updates,  offers 
suggested  downloads 
needed  to  keep  your 
software  current,  and  in- 
stalls the  ones  you 
choose. 

What's  so  interesting 
about  that?  The  idea  be- 
hind this  is  not  new,  after 
all.  Utility  programs,  such 
as  Symantec's  Norton  Utili- 
ties, CyberMedia's  OiT. 
Change,  and  Quarterdeck's 
RealHelp,  have  featured  on- 
line update  services.  This 
year,  the  leading  tax-prepa- 
ration programs,  Intuit  Inc.'s 
TurboTax  and  Block  Finan- 
cial's TaxCut,  added  automat- 
ed downloads  of  the  in- 
evitable bug  fixes. 
BAFFLEMENT.  This  feature  of 
Windows  98  is  important  be- 
cause it  works  so  well,  there- 
by providing  a  glimpse  of 
what's  at  stake  for  computer 
users  in  the  wrangling  that 
is  going  on  between  the  Jus- 
tice Dept.  and  Microsoft 
Corp.  Existing  auto-update 
features  have  worked  badly 
in  the  past,  often  failing  to 
connect  and  leaving  only  baf- 


fling error  messages  by  way 
of  explanation.  It's  not  so 
much  that  the  programs 
themselves  are  faulty.  The 
problem  is  that  Internet  con- 
nections were  something  of 
an  afterthought  in  the  design 
of  Windows  95.  Nothing  is 
standardized,  and  what  works 
on  one  computer  may  fail 
on  another. 


Win95  has  been  unenlighten- 
ing.  Microsoft  has  failed  to 
explain,  either  to  the  court 
or  to  the  public,  some  funda- 
mental differences  between 
Internet  Explorer,  especially 
the  IE  4.0  version  used  with 
Win98,  and  Netscape  Com- 
munications Corp.'s  rival  Nav- 
igator. I  see  the  Netscape 
browser  as  an  application, 
much  like  Microsoft  Word  or 
Intuit  Quicken.  IE,  by  con- 
trast, is  a  collection  of  func- 
tions, or  services,  that  pro- 
grammers can  incorporate 
into  their  own  applications, 
whether  just  to  provide  ac- 
cess to  the  Internet  or  make 
their  programs  more  useful. 
  For  example, 


Windows  98,  which 
I  have  been  using  in  a  test 
version  that's  probably  quite 
close  to  the  product  that  will 
be  released,  goes  a  long  way 
toward  solving  the  problem. 
My  experience  with  the  up- 
dates and  other  software 
prompts  me  to  come  down  on 
Microsoft's  side  in  the  argu- 
ments in  Washington  and 
within  the  software  industry. 
Connections  to  the  Internet, 
including  Web  browsing,  have 
become  such  an  essential  pail 
of  computing  for  many  users 
that  they  should  be  part  of 
the  operating  system. 

The  legal  dispute  over  the 
bundling  of  the  browser  with 


the  latest  version 
of  Lotus  Notes  uses  a  cus- 
tomized version  of  Internet 
Explorer  that  has  the  dis- 
tinctive screen  design  and 
color  scheme  of  Notes,  rather 
than  the  Windows-y  look  of 
ie.  Bigfoot's  NeoPlanet  (see 
a  demo  at  www. 
neoplanet.com)  is  a  rewritten 
version  of  IE  that  builds  an 
extensive  directory  of  Web 
sites  right  into  to  the  brows- 
er. The  upcoming  MGI  Photo- 
Suite  2,  an  image-editing  pro- 
gram, is  built  entirely  within 
IE  4.0.  It  doesn't  look  like  a 
browser-  but  it  lets  you  grab 
pictures  from  files,  digital 
cameras,  or  Web-based  i 


sources  such  as  Kodak  fyfi 
ture  Network  with  eqj§ 
ease. 

Win98  looks  a  lot 
Win95  looks  after  IE  4.0  isti 
stalled,  but  browsing  featur ' 
are  linked  much  more  tig} 
to  the  operating  system, 
most  cases,  that  enables  thi 
to  work  more  smoothly, 
can  sometimes  be  difficull 
tell  whether  you  are  looki; 
at  a  file  on  your  hard  driv 
one  loaded  from  the  Inte: 
whether  it's  a  Web  page,h 
Excel  spreadsheet,  or  a  grto 
calendar. 

ROUGH  SWITCH.  For  mk 

users,  the  need  to  dial  urn,, 
connect  to  the  Internet  mea 
that  switching  between  lei 
files  and  the  Web  can't  reaf 
be  seamless.  Web  integrata 
will  become  much  more  use! 
at  home  when  more  pr  - 
pie  have  fast  and  I 
ways-ready  Net  ci 
nections  through  ca 
modems  or  telepho: 
based    digital  sij- 
scriber  lines.  But  ew 
on  dial-up  connectio  ,^ 
building  Internet  tos.JM 
into   the  operate 
system  means  peo 
will  see  more  relial 
and  predictable  perfr* 
mance  as  programs  |* 
creasingly  link  to  tj4 
Web  for  data,  audio  al 
video,  and  on-line  help,  m 
well  as  software  updates.  ; 

I  don't  want  to  belittle  1 
public  policy  issues  regari 
Microsoft's  dominance 
desktop  computing.  If 
company  is  using  its  near  n- 
nopoly  of  operating  syste : 
to  extend  its  control  to  t 
servers  that  run  the  Web,  j 
to  steer  customers  to  I 
crosoft-run  Web  commei 
sites,  then  it  should 
stopped. 

But  it's  clear  to  me 
the  incorporation  of  browsi 
and  other  Internet  functio 
into  Windows  is  a  power 
innovation.  It  may  be  vel 
inconvenient  for  Microsof 
competitors,  but  it's  a 
gain  for  consumers,  w 
should  be  allowed  to  enj 
the  benefits. 


QUESTION  3?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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)W  MUCH  LONGER  WILL 

[IS  JOBS  SURGE  BE  COST-FREE  ? 

fits  will  be  squeezed  as  a  dearth  of  skilled  workers  slows  productivity 


IS.  ECONOMY 


IE  JOB  MACHINE 
1CKS  UP  SPEED 


iANGE  IN  NONFARM 
PAYROLLS 


Last  year  everything  was 
coming  up  roses  in  the  labor 
>ts,  especially  at  yearend.  Payrolls  shot  up,  as 
orkers'  real  wages.  And  strong  productivity 
h  kept  unit  labor  costs  in  line,  allowing  for  good 
;  and  no  inflation. 

1998,  however,  the  trends  in  productivity  and  la- 
sts are  not  likely  to  be  as  favorable  for  business, 
le  thing,  January  payrolls  and  hours  worked  con- 
l  to  surge,  even  as  labor  markets  are  already 
hed  so  thin  that  workers  are  able  to  win  bigger 
aises.  Also,  today's  unemployed  probably  have 
skills  than  the  pool  of  labor  available  a  year  or 
go,  and  that  lack  of  experience  will  make  future 
ncy  gains  harder  to  come  by. 

With  labor  costs  now  accel- 
erating, businesses  are  facing 
a  tough  time  adding  to  their 
bottom  lines,  business  week's 
roundup  of  the  profits  of  900 
companies  shows  that,  despite 
strong  economic  growth  and 
productivity  gains,  fourth- 
quarter  earnings  posted  no 
growth  from  a  year  ago.  The 
last  time  the  economy  was 
anywhere  near  this  dynamic 
Li  1994,  when  business  week's  survey  showed 
growth  of  45%.  The  upshot:  It  will  get  even 
r  to  make  a  buck  in  1998. 

the  same  time,  the  domestic  economy  shows  little 
ice  of  losing  energy.  While  that  strength  will 
Dusiness  cope  with  lost  earnings  from  Asia,  it 
leans  companies  will  have  to  hire  more  workers  in 
to  satisfy  new  demand,  keeping  pressure  on  the 
markets. 

ED,  1998  HIRING  started  with  a  bang.  Nonfarm 
lis  jumped  by  a  larger-than-expected  358,000. 
)ver  the  past  three  months,  job  gains  have  av- 
d  381,000  per  month — the  strongest  clip  in  14 
(chart). 

;  payroll  additions  were  widespread.  Construc- 
ts jumped  92,000:  They  were  lifted  by  temperate 
ler  in  some  parts  of  the  nation  and  storm  repairs 
ler  areas.  Meanwhile,  factories  created  43,000 
the  fourth  consecutive  month  of  sizable  payroll 
.  And  private-sector  service  producers  added 
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212,000  workers,  with  large  increases  in  retail,  finance, 
and  computer  services. 

Longer  hours  in  transportation  and  wholesale  trade 
helped  to  extend  the  average  nonfarm  workweek  by  12 
minutes,  to  34.8  hours.  Longer  work  time  plus  the 
slew  of  new  jobs  meant  that  total  hours  worked  in 
the  economy — typically  considered  a  proxy  for  real 
gross  domestic  product  growth — began  the  first  quarter 
at  an  annual  rate  of  3.4%  above  the  fourth-quarter  av- 
erage. And  while  the  factory  workweek  in  January 
slipped  six  minutes,  to  42.1  hours,  overtime  remained  at 
its  record  4.9  hours,  suggesting  that  industrial  pro- 
duction increased  last  month. 

WAGE  GROWTH  ALSO  CLIMBED  in  January.  Average 
hourly  pay  grew  0.3%,  reaching  $12.51,  with  all  of  the 
gain  in  services.  Over  the  past  12  months,  wages  have 
risen  3.8%,  enabling  households  to  see  a  large  boost  in 
their  real  buying  power.  That's  why  first-quarter  con- 
sumer spending  should  continue  to  rise  even  after  ro- 
bust increases  in  the  two  previous  quarters. 

The  jobless  rate  in  January 
managed  to  stay  at  Decern-  WHO  IS  STILL 

ber's  4.7%  only  because  of  a       LOOKING  FOR  WORK 
large  influx  of  job  seekers.    «0N  «■  *™% 
That  increase  reflects  the 

n  i  nibn  ounuUL  1 1  n%    fi  Q  %  79% 

greater  confidence  among  con-  dropout  '  oa  ,  c 
sumers  about  finding  a  new  ^GHH00L  32.7  4.4  3.9 
job:  The  biggest  rises  in  the    some ""  212 ' "  "3"  5 32 

unemployed  came  in  persons    C?UEG-E  1  '  "_. 

reentering  the  job  market  and    degre"    29,1    21  '-9 
in  those  who  voluntarily  quit       years  and  older 
their  last  employer.  In  coming 
months,  though,  the  unemployment  rate  should  touch 
below  4.5%.  With  a  record  percentage  of  the  population 
already  in  the  workforce,  labor-force  growth  is  likely  to 
slow  soon,  pulling  the  jobless  rate  lower  as  well. 

Even  now,  the  bottom  of  the  labor  barrel  seems  to  be 
coming  into  view.  In  the  January  employment  report, 
the  Labor  Dept.  introduced  new  data  on  the  educational 
level  of  the  unemployed.  During  the  past  year,  high 
school  dropouts  accounted  for  40%  of  the  decline  in 
unemployment  among  those  age  25  and  older.  But  job- 
lessness is  still  highest  within  that  group  (table). 

With  top-end  workers  already  employed,  many  busi- 
nesses in  1998  will  have  to  hire  people  who  lack  the 
skills  to  perform  their  tasks  efficiently.  If  they  make  do 
with  less  proficient  employees,  companies  will  find  it 
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more  difficult  to  increase  productivity  at  the  same  stel- 
lar pace  they  did  in  1997.  And  training  those  new 
workers  will  add  to  costs. 

MAKE  NO  MISTAKE,  productivity  grew  solidly  in 
1997,  as  output  shot  up  in  response  to  surging  demand 
(chart).  Output  per  hour  worked  in  the  nonfarm  sector 
grew  at  an  annual  rate  of  2%  in  the  fourth  quarter.  For 
the  year,  productivity  was  up  1.7%  from  1996  when  it 
rose  1.9%.  Moreover,  the  Labor  Dept.  revised  the  1996 
performance  up  from  1.3%. 

One  conflicting  piece  of  data,  though,  was  the  growth 
in  hours  worked.  According  to  Labor's  productivity 
report,  total  hours  worked  in  the  nonfarm  economy 
grew  by  3.6%  in  the  fourth  quarter.  But  in  Labor's 
monthly  employment  report,  the  tally  of  hours  worked 
by  production  workers  alone  in  the  same  period  was  up 
a  faster  4.5%.  That  same  kind  of  discrepancy  was  even 
greater  in  the  third  quarter. 

More  believable  is  the  acceleration  in  salaries  last 
quarter.  Overall  hourly  compensation  grew  at  a  4.9% 
pace,  faster  than  the  3.9%  gain  in  the  third  quarter. 
Even  the  healthy  return  in  productivity  fell  behind 
that  hefty  increase  in  salaries  and  benefits,  so  unit  labor 
costs  jumped  2.9%  in  the  fourth  quarter,  the  biggest  ad- 
vance in  more  than  a  year. 

The  1.7%  rise  in  unit  costs  for  all  of  1997  was  about 
the  same  as  the  1.8%-  increase  in  prices  economywide  in 


EUROPE 


PRODUCTIVITY  GROWTH 
BOUNCES  BACK 


1997.  But  the  two  warnings  from  the  labor  report — t] 
shortage  of  skilled  workers  and  accelerating  wages- 
signal  that  labor  costs  this  year  may  soon  begin 
outpace  inflation. 

As  a  result,  businesses  will  face  a  tough  choice:  T 
and  raise  prices  or  suffer  a  drop  in  profit  margir 
Manufacturers  will  probably  have  to  take  almost  all 
any  cost  increase  as  a  hit  to  margins  because  inten 
price  competition  from  imports  will  make  it  virtual 
impossible  to  raise  goods  prices 

The  service  sector — where 
wage  pressure  is  greater  but 
foreign  competition  less — may 
have  more  leeway  to  raise 
prices.  That's  why  any  sign  of 
inflation  will  show  up  on  the 
service  side  of  the  economy. 
But  service  wages  in  January 
were  growing  by  4.1%-  annual- 
ly, so  profit  margins  among 
service  companies  are  proba 
bly  getting  squeezed  already. 

So  far,  the  financial  markets  are  focusing  their  e 
tention  on  the  Asian  crisis  and  its  implication  for  pr( 
its.  But  with  labor  conditions  pointing  to  a  slowdown 
productivity  at  the  same  time  that  wage  gains  a: 
speeding  up,  the  bigger  crimp  to  margins  will  mo: 
likely  be  homegrown. 
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THE  FIRST  SIGNS  OF  AN  EMPLOYMENT  REBOUND 


I"s  there  hope  for  Europe's  job- 
JLless?  To  be  sure,  structural 
problems  will  take  years  to  solve, 
but  both  France  and  Germany  are 
offering  some  cautiously  upbeat 
reports  showing  that  job  markets 
are  starting  to  im- 
prove as  recoveries  be- 
come increasingly  dri- 
ven by  domestic 
demand,  not  exports. 

In  December,  the 
French  jobless  rate 
dropped  to  a  22-month 
low  of  12.2%  as  the 
number  of  unemployed 
fell  by  a  monthly 
record  of  86,800.  More- 
over, the  January  jobless  total  in 
Germany  dropped  by  72,000,  also 
a  record,  cutting  the  unemploy- 
ment rate  there  to  11.6%  (chart). 

Special  factors  affected  both 
country's  latest  results,  but  the 
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trends  are  encouraging.  The 
French  drop  partly  reflected  tem- 
porary hiring  during  Christmas, 
and  some  of  the  decline  could  be 
reversed  in  January.  In  fact,  of- 
fers for  jobs  lasting  longer  than 
one  month  fell.  Still, 
French  joblessness 
has  now  declined  for 
four  consecutive 
months  amid  stronger 
consumer  confidence 
and  firmer  domestic 
demand  in  services 
and  construction.  The 
latest  survey  by  the 
national  statistics  of- 
fice, insee,  shows  that 
executives  expect  consumers  to 
lead  rising  demand  for  manufac- 
tured goods  in  coming  months. 

German  unemployment  always 
rises  in  January,  but  mild  weather 
lifted  construction  and  other  out- 


1111  imi 


JAN  '98 


door  activity  more  than  usual.  As 
in  France,  the  seasonally  adjusted 
decline  may  be  partly  reversed  in 
February,  but  still,  the  January 
drop  was  too  large  to  be  ex- 
plained solely  by  the  weather. 

Signs  of  stronger  German  do- 
mestic demand  are  less  evident 
than  in  France.  However,  German 
machinery  orders  are  accelerating 
suggesting  a  pickup  in  capital 
spending,  and  consumer  funda- 
mentals are  increasingly  positive. 
Amid  low  inflation,  real  incomes 
are  growing  at  the  fastest  pace  of 
the  expansion,  and  consumers  are 
becoming  more  confident. 

Moreover,  while  government 
jobs  programs  on  the  books  for 
1998  in  both  France  and  Germany 
do  not  address  crucial  structural 
problems,  they  will  nevertheless 
add  marginally  to  prospects  for 
job  growth  this  year. 
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AOL:  THE  RIGHT  KIN 


Its  new  president 
is  keeping  his  eye 
on  the  bottom 
line-and  it  shows 

In  the  online  industry,  the 
mantra  used  to  be  "content 
Zfljfck  k  is  king."  Companies  spent 
MwSm/hi.  l;iv'sn'.v  to  get  the  lat- 
.^B  ^B^J^L  est  electronic  goodies 
-^^^  to  keep  the  public 
clicking  away — never  mind  how  to  pay 
for  them.  Not  anymore.  Just  ask  Robert 
W.  Pittman,  the  freshly  anointed  presi- 
dent and  chief  operating  officer  of 
America  Online  Inc.  The  new  No.  2  to 
ceo  Stephen  M.  Case  says  that  now 
cash  is  king.  If  the  choice  is  between 
generating  profits  today  and  develop- 
ing long-term  projects,  he  says,  it's  a 
no-brainer — profits  rule. 

That  is  a  huge  change  from  aol's 
growth-at-any-price  strategy  of  a  few 
years  back — and  a  big  reason  for  the 
online  giant's  stunning  reversal  of  for- 
tune. Just  12  months  ago,  the  news 
about  the  company  was  a  scary  tale  of 
subscriber  complaints  over  persistent 


AMERICA  ONLINE 
STOCK  PRICE 


busy  signals 
and    lawsuits  by 
state  attorneys  general 
"■CT       over  ^s  marketing  practices. 
■Mpr    The  company  was  reporting 
losses,  and  on  Feb.  11,  1997,  its 
shares  closed  at  33V!,  down  from  70  just 
eight  months  earlier. 

And  now?  Exactly  one  year  later,  on 
Feb.  11,  1998,  aol  stock  reached  an  all- 
time  high — trading  at  115/1.,  before  clos- 
ing at  114!^.  aol's  shares  soared  on  a 
series  of  announcements.  On  Feb.  2,  the 
company  announced  that  it  had  com- 
pleted its  purchase  of  rival  CompuServe. 
On  Feb.  9,  it  disclosed  the  reorganization 
that  put  more  control  in  the  hands  of 


the  investor-friendly  Pittman  and  a 
plan  to  charge  most  of  its  11  mil- 
lion customers  $2  more  a  month. 
The  next  day,  the  company  re- 
ported earnings  for  the  quarter 
ended  on  Dec.  31 — $20.8  million  on 
record  revenues  of  $592  million. 

Where  AOL  goes  from  here  will 
be  determined  in  large  part  by 
Pittman.  Credited  with  bringing 
stronger  management  to  the  com- 
pany when  he  arrived  in  October, 
1996,  the  44-year-old  exec  is  now 
being  rewarded.  Under  the  re- 
organization  announced  on  Feb.  9, 
he  will  run  the  aol  and  Compu- 
Serve online  services  as  well  as 
aol  Studios,  the  unit  that  develops 
proprietary  content  for  aol.  Until 
early  February,  aol  had  been 
planning  to  save  some  money  by 
spinning  off  the  unit  into  a  free- 
standing partnership  with  Ger- 
many's Bertelsmann  and  Chicago 
investment  bank  Madison  Dear- 
born. But,  flush  with  cash,  Chair- 
man Case  called  off  the  deal. 

With  all  three  aol  operating 
units  reporting  to  him,  Pittman 
has  consolidated  his  power  ^ 
and  taken  his  place  as 
the  day-to-day  oper- 


ating chief 
under  Case, 
who  is  now 
devoting  himself  to  broad  strate- 
gic issues.  "Bob  got  kissed  on  the 
cheek  as  the  new  cyber-Don," 
says  Jim  McCann,  president  of 
1-800-Flowers.  a  longtime  AOL 
partner. 

"SECRET  SAUCE."  Pittman 's  chal- 
lenge now  is  to  turn  aol  into  a 
blue-chip  company  from  a  hot,  but 
often  eiratic,  young  growth  com- 
pany. In  late  1996,  the  company 
changed  its  aggressive  accounting  meth- 
ods and  took  a  one-time  charge  that 
wiped  out  previous  profits.  The  company 
went  on  to  prove,  however,  that  it  could 
turn  a  profit  without  financial  tricks. 
Even  more  important,  it  has  con- 


INTEGRATING  COMPUSERVE  Having  c# 
pleted  the  deal  to  acquire  the  customer  1 
and  content  of  CompuServe  on  Feb.  2,  A 
now  working  on  how  to  bring  the  online  s 
into  its  fold.  It  will  remain  a  separate  ser 
with  a  new  software  update  expected  ovei 
next  year.  Its  Web-based  service  will  be  s 
tered  and  the  Sprynet  Internet-access  bu 
will  likely  go  on  the  block. 


RAISING  PRICES  AOL  raises  its  monthly 
for  unlimited  usage  by  $2,  to  $21.95. 


founded  all  the  industry  experts  w! 
said  its  service  would  be  gutted  by  coi 
petition  from  lower-priced  Internet  set 
vices.  In  fact,  aol  has  added  2.9  millF 
customers  in  the  past  year,  and  becaui 
average  monthly  usage  is  up,  it  fee 
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VESTMENTS  To  put  a  sharper  focus 
rerse  investments  in  content  compa- 
electronic  commerce,  the  company 
o  these  holdings  into  AOL  Invest- 
'hich  may  also  make  additional  acqui- 
AOL  now  has  $750  million  in  cash. 

iNIZATION  A  new  structure  places 
ts — the  AOL  and  CompuServe  services 
Studios,  the  content-production  unit 
>y  longtime  AOL  exec  Ted  Leonsis — 
w  President  and  COO  Robert  Pittman. 


dent  enough  to  raise  prices.  At  the 
;  time,  the  increased  traffic  is  at- 
ing  more  online  advertisers  and  mer- 
ts,  who  pay  fees  to  aol.  Pittman,  a 
ran  radio  and  cable  programmer, 
aol  is  successful  because  it  pack- 


ages user-friendly  online  content 
and  activities  for  consumers  who 
don't  want  to  sort  through  the 
Web.  "The  secret  sauce  is  conve- 
nience," says  Pittman. 

Hey,  they  don't  call  him  "Bob 
Pitchman"  on  Wall  Street  for  noth- 
ing. An  unabashed  self-promoter, 
Pittman  has  won  the  adoration  of 
investors.  "His  charge  is  to  never 
disappoint  the  Street,"  says  Alan 
M.  Braverman,  an  Internet  ana 
lyst  with  Credit  Suisse  First 
Boston.  "His  moves  so  far  have 
been  phenomenal." 

Indeed,      investors  jr 
credit    the  former 
mtv  and  Century  J 
21     executive  f 
with  pulling  / 


aol  out  of  a 
tailspin.  When 
he  joined,  the 
company  had  just 
switched  to  flat-rate, 
unlimited-use  pricing  from  per- 
hour  charges  in  response  to  com- 
petition from  Internet  services. 
Pittman  pushed  aol  to  wean  it- 
self off  subscriber  fees  in  favor 
of  more  profitable  advertising  and 
online  commerce  fees — a  move 
the  company  had  vowed  to  make 
for  years.  His  multimillion-dollar 
deals  with  partners  such  as  Cen- 
dant Corp.,  a  direct  marketer,  and 
Barnes  &  Noble  Inc.  helped  gen- 
erate aol's  first  substantial  earn- 
ings in  1997.  In  1998's  fiscal  sec- 
ond quarter,  which  ended  in 
December,  ad  and  E-commerce 
revenues  rose  25%  from  the  pre- 
vious quarter  to  a  record  $108.8 
million. 

Now,  Pittman  has  catapulted 
past  former  equals  Ted  Leonsis, 
president  of  aol  Studios,  and  ans 
Communications  President  Bruce 
Bond,  who  ran  the  network  infrastruc- 
ture, ans  has  been  sold  to  WorldCom  in 
exchange  for  CompuServe's  online  ser- 
vice. And  aol  Studios  is  now  part  of 
Pittman's  empire.  "My  first  priority  is  to 
get  better  management,  to  help  aol  re- 


alize its  potential,"  Pittman  says 
dryly.  Bond  has  already  depart- 
ed. Leonsis  says  he  plans  to 
stay. 

By  pulling  aol,  Compu-  / 
Serve,  and  Studios  under 
Pittman,  all  three  units  will  / 
share  the  same  sales  and 
marketing,  customer 
service,  and 


back  room 
functions.  The  goal: 
more  efficiency  and  a  stronger 
bottom  line.  "We  probably  missed 
some  dollars  that  if  we  had  been  coor- 
dinated, we  could  have  gotten,"  says 
Pittman. 

old  WORRIES.  These  days,  at  least,  aol 
has  cash  on  hand — about  $750  million, 
including  the  $225  million  it  raised  by 
selling  ans.  The  company  isn't  saying 
how  it  plans  to  spend  its  wad.  But  it 
does  have  a  new  way  of  dealing  with  its 
portfolio  of  investments:  aol  Invest- 
ments. Former  Chief  Financial  Officer 
Len  Leader  is  heading  up  the  new  unit, 
which  is  managing  existing  investments 
in  online  content  and  E-commerce  com- 
panies and  scouting  out  new  ones.  Case 
says  aol  is  looking  for  acquisitions  that 
"expand  our  Web  presence"  and  "give 
us  broader  distribution  capabilities."  aol 
has  been  a  rumored  buyer  of  Netscape 
Communications  Corp.'s  Web  site  and 
is  negotiating  a  partnership  with 
Boston-based  Family  Entertainment 
Network. 

But  Bob  Pittman's  aol  still  faces 
some  of  the  same  old  questions.  Wall 
Street  still  wants  to  be  convinced  that 
online  advertising  and  E-commerce  rev- 
enues will  become  significant.  Also,  says 
David  M.  Simons,  managing  director 
of  Digital  Video  Investments,  "There's 
an  increasing  pull  exerted  by  content 
on  the  Web." 

Even  so,  a  year  after  its  busy-signal 
crisis,  aol  has  made  a  remarkable  turn- 
around. Under  Pittman's  influence,  the 
online  pioneer  looks  like  a  more  mature 
company — and  Wall  Street  seems  ready 
to  celebrate  its  adulthood. 

By  Catherine  Yang  in  Washington 
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tensions  and  making  certain  kinds  of 
deals  with  content  companies,  it  could 
control  much  of  Internet  commerce.  Of- 
ficials hope  to  make  a  decision  on 
whether  to  proceed  before  the  release  of 
Windows  98 — which  blends  the  Inter- 
net Explorer  browser  and  Windows — 
expected  sometime  in  June. 


If  Justice  moves,  it  will 
make  the  fight  over  the 
'95  consent  decree  look 
like  a  schoolyard  tussle 


READY  TO  DROP 
THE  BIG  ONE  ON  BILL? 

The  feds  may  soon  hurl  a  major  antitrust  suit  at  Microsoft 

^■or  months,  the  legal  battle  between 
■i  Microsoft  Corp.  and  the  Justice 
I  Dept.  has  been  marked  by  nearly 
weekly  court  healings.  But  an  eerie  qui- 
et has  settled  in  lately  as  combatants 
await  the  next  skirmish:  an  Apr.  21  ap- 
peals court  hearing  on  a  federal  ruling 
that  Microsoft  had  to  stop  forcing  com- 
puter makers  to  install  its  Internet 
browser  as  a  condition  for  getting  Win- 
dows 95. 

Don't  let  the  lull  fool  you.  At  the 
Justice  Dept.'s  antitrust  unit,  attorneys 
are  poring  over  hundreds  of  docu- 
ments— many  of  them  contracts  be- 
tween Microsoft  and  its  partners — as 
the  division  mulls  what  could  be  a  land- 
mark monopolization  suit.  Justice  hasn't 
decided  whether  to  pull  the  trigger.  But 
it  has  retained  high-profile  litigator 
David  Buics  tu  help  prepare  an  attack 
that  would  once  and  for  all  take  on  the 
big  question:  Does  Microsoft  unfairly 
use  the  dominance  it  derives  from  Win- 
dows to  maintain  control  over  the  mar- 
ketplace and  to  conquer  new  markets, 
such  as  Internet  browsers  and  Internet 
content? 

If  the  suit  goes  forward,  it  will  make 
the  current  courtroom  battle  over 
enforcing  a  1995  consent  decree 
look  like  schoolyard  fisticuffs.  In- 
deed, an  action  under  the  Sher- 
man Antitrust  Act  would  be  the 
most  important  antitrust  battle  in 
years,  ranking  alongside  Justice's 
prosecutions  of  IBM  and  at&t, 
which  both  ended  in  1982. 
MEMO  PATROL.  Unlike  the  IBM  and 
at&t  cases,  Justice  has  no  plan  to  re- 
structure or  break  up  Microsoft.  In- 
stead, Justice  officials  want  to  halt  a 
number  of  anticompetitive  actions  that 
they  claim  Microsoft  uses  to  crush  any 
threat  to  Windows'  desktop  hegemony. 
Trustbusters  fear  that  once  Microsoft 
can  leverage  Windows  by  adding  ex- 


To  build  such  a  case,  trustbusters 
would  have  to  prove  that  Microsoft  in- 
tentionally committed  anticompetitive 
acts  to  protect  its  monopoly.  Sources 
close  to  Justice  say  antitrust  chief  Joel 
I.  Klein  is  looking  at  several  internal 
corporate  memos,  at  least  one  by  CEO 
William  H.  Gates  III,  that  indicate  the 
company  planned  a  full-scale  attack  on 
perceived  threats  to  Windows  by 
Netscape  Communications  Corp. 
and  Sun  Microsystems  Inc. 
v,y        While  it's  not  known  pre- 
l^g     cisely  what  charges  its  lawyers 
might  settle 
on,  sources 
close  to  the 
probe  say  Jus- 
tice is  concerned 
with  several  poten- 
. .  I  tally   illfgal  prac- 

tires.  First.,  they 


are  examining 
whether  Micro- 
soft may  be 
striking  exclu- 
sionary deals 
with  Internet 


content  and  service  providers  that  cou 
give  the  company  a  dangerous  degree 
dominance  over  the  Web.  Second,  th< 
are  scrutinizing  whether  Microsoft  a 
tempted  to  undermine  Sun's  Java,  whii 
could  make  Windows  less  important 
software  writers. 

Justice  would  likely  argue  that  Micr 
soft  is  violating  laws  barring  monopoli- 
from  using  their  market  power  to  e! 
elude  competitors.  Under  antitrust  lai 
behavior  that  would  be  considered  aif 
ceptable  by  a  company  with  a  sm 
market  share  could  be  abusive  if  coij 
mitted  by  a  monopolist  (page  124).  S 
Justice  could  claim,  for  instance,  th 
Microsoft's  decision  to  combine  In 
ternet  Explorer  with  Windows, 
a  product  virtually  all  PC 
makers  must  buy,  would  il- 
legally foreclose  browser 
competition. 

HOT  BUTTONS.  Klein's  in- 
vestigators are  also  scruti- 
nizing possibly  exclusion- 
ary deals  that  Microsoft 
has  cut  with  content  de- 
velopers creating  "chan- 
nels" on  Microsoft's  Inter- 
net    browser.  These 
channels — buttons  that 
link  to  the  Web — will  be 
incorporated  into  Win- 
dows 98  as  part  of  Micro- 
soft's Active  Desktop. 
They  feature  Microsoft- 
developed  Web  content, 
such  as  the  Microsoft 
Network,  as  well  as  that 
of  partners,  including 
Walt  Disney  Co.  A  few 
content  developers — in- 
cluding Wired  Digital 
and  AudioNet  Inc.— ac- 
knowledge receiving 
civil  investigative  de- 
mands for  documents. 

How    could  such 
deals  stifle  competi- 
tion? Justice  worries 
that  if  Microsoft  suc- 
ceeds in  getting  con- 
tent providers  to  fa- 
vor its  browser,  it 
could      shut  out 
browser  rivals,  such 
as    the  Netscape 
Navigator.  "If  you 
have  enough  deals, 


Wm  HP 


it  would  put  a  competitor  (like 
cape)  at  a  disadvantage,"  says 
;n  C.  Salop,  a  professor  at  George- 
University  Law  Center.  "It  would 
rivals'  cost  and  entrench  Micro- 
operating  system  monopoly." 
lother  possible  threat  to  Netscape 
als  that  Microsoft  is  striking  with 
anies  that  connect  consumers  to 
nternet.  Regulators  are  trying  to 
■mine  whether  these  deals  require 
osoft's  Internet  Explorer  to  get 
rential  treatment. 
Microsoft  succeeds  in  making  Win- 
the  dominant  portal  to  the  Web, 
:e  worries  that  it  may  control  much 
lat  goes  on  there.  Consumers  who 
airline  tickets,  for  example,  might 
hisked  to  Microsoft's  travel  ser- 
vice by  pressing  the  travel 
icon  on  the  desktop 


screen — lessening 
the   chance  they 
will  discover  other 
travel  sites.  Content 
companies  worry  that 
anybody  that  doesn't  get 
onto  that  Windows  screen 
could  suffer.  "If  Microsoft 
can  pick  winners,  then  we 
don't  have  that  even  playing 
field,"  says  Garth  Saloner,  a 
professor  at  Stanford  University 
Graduate  School  of  Business. 
Justice's  probe  has  also  focused 
l  Microsoft's  role  in  the  Java  wars. 
r-A  could  provide  an  alternative  soft- 
3  "platform"  to  Windows.  Microsoft 
;ed  the  technology  from  Sun.  But 
has  sued  Microsoft  for  breach  of 
■act,  claiming  that  Microsoft  had 
■  unauthorized  changes  to  make  a 
on  of  Java  for  Windows  only.  This 
t  be  a  difficult  case  to  make.  "Jus- 
vould  have  to  prove  that  Microsoft 
:reated  an  incompatible  version  of 
simply  to  exclude  competitors," 
antitrust  attorney  Marc  Schildkraut. 
Iicrosoft  can  show  some  increased 
fit,  it  could  be  tough  for  Justice." 
ivately,  Justice  officials  hope  that 
le  talk  about  a  Sherman  case  will 
wage  Microsoft  to  come  to  the  ne- 
ting  table.  Considering  Microsoft's 
ide  in  fighting  Justice's  other  cases, 
?  highly  unlikely. 

I  Susan  B.  Garland  in  Washing- 
vith  Amy  Cortese  in  New  York 


THE  INTERNET 


NO,  NETSCAPE  ISN'T 
THROWING  IN  THE  TOWEL 

The  takeover  rumors  have  receded,  and  it's  still  standing 


Two  storms  lashed  Netscape  ceo 
James  L.  Barksdale  during  the  first 
week  in  February.  First,  an  El  Nino 
downpour  sent  a  flood  of  water  into  the 
basement  of  his  Palo  Alto  (Calif.)  home. 
Then,  after  Netscape  reported  a  shocking 
$88  million  fourth-quarter  loss  on  shrink- 
ing sales  on  Jan.  27,  a  torrent  of  rumors 
swept  Wall  Street.  Weakened  by  the 
withering  competition  with  Microsoft, 
analysts  predicted  Netscape  Communi- 
cations Corp.  would  seek  refuge  in  a 
merger  with  an  ally — perhaps  Sun  Micro- 
systems, IBM,  or  Oracle. 

Barksdale  has  shored  up  his  domestic 
defenses  with  sandbags.  And  rumors  of  a 
takeover  have  receded.  But  the  question 
remains:  Can  Netscape  survive  on  its 
own?  The  company  that  launched  the 
Web  revolution  cut  11%  of  its  staff  last 
month  and  stopped  charging  for  its 
browser.  That  might  halt  the  inroads  of 
Microsoft's  freebie  Internet  Explorer  but 
sacrifices  what  had  once  been  a  $54  mil- 
lion-per-quarter  revenue  stream.  Net- 
scape's stock  now  fetches  a  fourth  of  its 
peak  value  of  $85.50  per  share. 
PRODUCT  PUSH.  Barksdale  insists  Net- 
scape can  go  it  alone.  "We'll  make  it  not 
only  as  a  viable  stand-alone  business  but 
a  very  successful  stand-alone  business," 
he  vows.  But  Executive  Vice-President 
Mark  L.  Andreessen  says  Netscape  could 
use  a  little  help  from  its  Mends. 

The  plan  is  to  focus  on  providing  the 
software  used  to  run  corporate  intranets 
and  conduct  business  on  the  Net. 
Netscape's  server  sales  and  services  ac- 
counted for  $90  million  of  its  $125  million 


in  fourth-quarter  revenues.  Last  year,  it 
landed  875  new  corporate  deals.  And  23 
of  the  top  40  business  Web  sites  run  on 
Netscape  software,  according  to  a  Janu- 
ary survey. 

Key  to  Netscape's  success  will  be  a 
slew  of  new  products,  including  a  Feb.  9 
upgrade  of  a  server  for  network  admin- 
istrators. Netscape  is  also  releasing  new 
E-commerce  products  for  publishers  such 
as  The  New  York  Times,  consumer  shops 
such  as  the  Internet  Shopping  Network, 
and  business-to-business  commerce.  But 
all  those  successes  could  be  swept  aside 
by  the  Microsoft  juggernaut.  The  soft- 
ware giant  is  pushing  quickly  into  the 
server  market — including  by  throwing  in 
basic  Web-server  software  with  its  Win- 
dows nt  operating  system. 

What  would  really  help  is  some  aid 
from  the  companies  that  have  been  past 
allies.  But  Barksdale  may  not  be  able  to 
count  on  them.  IBM,  Oracle,  Hewlett- 
Packard,  and  Sun  were  happy  to  sup- 
port Netscape  when  it  was  the  Internet 
upstart  challenging  Microsoft.  Some  of 
them  may  be  less  eager  to  help  Netscape 
compete  for  their  corporate  customers. 
Most  are  writing  their  own  Net-based 
software.  And  so  far,  no  company  has 
said  yes  to  Andreessen,  who  has  been 
asking  for  help  funding  a  new  browser 
for  so-called  network  computers. 

"We  like  there  to  be  competition,"  says 
David  Roux,  an  Oracle  executive  vice- 
president.  "But  it's  not  our  business  to 
subsidize  other  people's  fights."  Barks- 
dale had  better  keep  his  sandbags  handy. 

By  Steve  Hamm  in  San  Mateo,  Calif. 
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HITTING  THE  DOWNLOAD  BUTTON 
FOR  $9  BILLION 

Will  CA's  bid  for  CSC  signal  a  new  takeover  wave? 

After  a  long  hiatus,  the 
dealmeister  of  the  software 
industry  is  back  in  action. 
On  Feb.  11,  Computer  Associ- 
ates International  Inc.  went  pub- 
lic with  a  bid  to  buy  Computer 
Sciences  Corp.,  a  top  informa- 
tion-technology consulting  and 
services  company. 

ca's  offer  of  $108  in  cash  for 
each  share  of  CS( :  common  stock 
would  amount  to  roughly  $9  bil- 
lion— and  would  be  the  biggest 
of  the  60  or  so  deals  through 
which  Chairman  Charles  B. 
Wang  has  built  up  his  company 
over  18  years.  And  it  would  rank 
among  the  largest  deals  ever 
done  in  the  computer  industry, 
possibly  edging  out  Compaq 
Computer  Corp.'s  part-stock 
purchase  of  Digital  Equipment 
Corp.,  announced  just  last  month. 
big  blue  bogey.  The  two  com- 
panies began  discussing  a  possi- 
ble merger  in  mid-December, 
when  Wang  and  President  and 
Chief  Operating  Officer  Sanjay 
Kumar  first  approached  esc.  But 
the  two  companies  could  not 
agree  on  price,  esc  may  also 


solution,  but  we're  not  ruling  out  any 
ternatives,"  says  Kumar.  And  analysi 
suggest  there  may  be  other  suitoil 
such  as  at&t,  IBM,  or  General  Electrj 
waiting  in  the  wings. 

Whether  or  not  ca  succeeds  in  getti 
this  deal,  the  bid  could  spark  a  wave 
mergers  in  the  $280  billion  market  f 
technology  services.  It's  increasingly  ii 
portant  for  software  and  computer  coi 
panies  to  offer  services  as  w 
as  basic  hardware  and  softwai 
Indeed,  one  of  Digital's  big 
tractions  for  Compaq  was 
22,000-employee,  $5.8  billion  se 
vices  business.  "All  of  a  suddf 
it's  an  imperative,"  says  Dougl 
J.  Crook,  a  software  analyst  wi 
Prudential  Securities  Inc. 
FREE-FOR-ALL.  And  all  of  a  su 
den,  lots  of  service  compani 
look  like  takeover  bait.  At  tl 
top  of  the  list  is  $15  billion  Elf 
tronic  Data  Systems  Cor] 
which  is  just  climbing  out  of 
slump.  Smaller  companies,  su 
as  American  Management  Syl 
terns  Inc.,  could  be  easy  pickin 
Even  giant  Andersen  Consultii  El 
could  be  a  target.  Melvyn  ] 
Bergstein,  ceo  of  Diamond  Tec 
nology  Partners  and  a  form  K 

CA'S  WANG:  The  master  deal 
makers  boldest  move  yet 


COMPUTER  ASSOCIATES 
INT'L  INC. 


COMPUTER 
SCIENCES  CORP. 


tion  for  buying  companies  and 
stripping  them  bare.  On  Feb.  11, 


Van  B.  Honeycutt,  csc's  gentle- 
manly chief  executive,  assuring 
him  that  all  employees  would  be 
retained  and  that  esc  would  be 
on  equal  footing  with  ca.  esc  is- 
sued a  statement  characterizing 
the  offer  as  "unsolicited"  and 
said  it  is  evaluating  the  proposal. 

For  ca,  now  the  third-largest 
independent  software  maker — after  Mi- 
crosoft Corp.  and  Oracle  Corp. — esc 
would  bring  huge  benefits.  Its  nearly 
$6  billion  in  revenue  would  put.  ca 
ahead  of  Oracle,  and  csc's  lucrative  con- 
sulting and  systems-integration  business 
would  give  it  more  clout  with  corpo- 
rate customers  and  a  better  basis  on 
which  to  compete  with  ikm.  csc's  service 
margins  are  15%  to  20% — a  fraction  of 
what  ca  enjoys  from  its  high-end  soft- 
ware products.  But  CSC's  44,000  em- 


Revenue 

$4.5  BILL.* 

$5.8  BILL.** 

Employees 

11,000 

44,000 

Market  Cap 

$37  BILL. 

$8  BILL. 

•1997  CALEN0AR  YEAR 

"1997  FISCAL  YEAR.  ENDED  JUNE 

partner  at  Andersen,  says  tl  Si 
ca  bid  is  Andersen  Consulting  *: 
"worst  nightmare."  Why?  A  bi  15 
ding  war  for  esc  could  drive  i  fl 
the  value  of  all  services  comp  f 
nies  and  in  the  process  boost  tip; 
divorce  settlement  Anders^*1 
must  pay  to  get  out  of  its  ma  ® 


The  combined  company  would  create  an  $11  billion 
information  systems  powerhouse,  able  to  provide  crit- 
ical database  and  systems  management  software  plus 
consulting  and  systems  integration.  Together,  CA  and 


CSC  would  provide  new  competition  for  IBM, 
tronic  Data  Systems,  and  Andersen  Consulting. 

DATA:  COMPANY  REPORTS;  BLOOMBERG  FINANCIAL  MARKETS 


ployees  could  help  push  CA  software 
products  and  nail  down  long-term  ser- 
vice contracts  that  provide  a  steady  and 
predictable  stream  of  revenue. 

The  benefits  are  less  clear  for  esc, 
which  could  use  growth  opportunities 
but  might  suffer  from  a  culture  clash.  If 
it  shrugs  off  the  advance,  ca  could  take 
its  case  to  shareholders  and  even  launch 
a  hostile  takeover — although  it's  a  dan- 
gerous tactic  that  could  drive  away  em- 
ployees. "We  would  prefer  a  negotiated 


Elec- 


the  audit  firm. 

For  CA,  a  consulting  deal  m 
be  more  than  Wang's  next  amlw1 
tious  move.  It  may  be  the  oh  H 
way  to  keep  up.  IBM's  $19  billi 
service  unit  gets  $3  in  servi 
revenue  for  every  $1  of  sales 
IBM's  Lotus  Notes  program,  fl 
example.  And  customers  seem  pi 
like  ibm's  ability  to  sell  the  products,  i 
stall  them,  and  do  a  little  consulting  < 
how  they  can  help  the  client's  busines 
"If  you  look  five  years  out,  we  want 
be  the  leading  supplier  of  end-to-end  a 
lutions,"  says  Kumar.  And  if  the  der 
with  esc  falls  through,  he  says,  ca  w 
look  elsewhere.  'We're  going  to  contini 
with  this  strategy."  The  dealmakers  a 
back. 

By  Amy  Cortese  in  New  York,  wi\ 
Ira  Soger  and  bureau  reports 
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COMMENTARY 

By  Elizabeth  Lesly  Stevens 


DOW  JONES:  BRIGHT  LIGHTS,  BIG  MISTAKE 


Interviewing  Dow  Jones  &  Co. 
Chairman  Peter  Kann  is  tough. 
Kann  couldn't  be  more  polite.  But 
ress  him  on  a  potentially  embarrass- 
ig  issue,  and  he  often  responds  with 
vague  nonanswer.  Ask  again,  and  he 
atiently  repeats  himself.  Inquire 
jout  the  company's  growth 
rospects,  and  he  ends 
le  interview;  his 
wkesman  later  faxes 
/er  the  text  of  a 
lur-month-old  speech. 
The  problem  may 
ell  be  that  Kann  is 
jt  of  answers.  The 
sterioration  of  Dow 
mes  Markets  forced 
le  company  to  take  a 
)23  million  write- 
3wn  on  Feb.  9.  Ru- 
lors  are  swirling  that 
tarkets  will  be  sold 
ir  a  few  hundred 
lillion  dollars — far 
om  the  $1.6  billion  Dow  paid  for  it 
i  the  1980s  and  despite  last  year's 
atched  $170  million  effort  to  revive 
le  unit.  That's  a  lot  of  money  for 
ow  Jones,  whose  entire  1997  profit, 
tcluding  the  write-off,  was  just  $120 
dllion.  Recently,  at  least  one  mem- 
3r  of  the  family  that  controls  Dow 
>nes'  voting  stock  has  called  for  the 
aster  of  Kann  and  his  No.  2,  Ken- 
3th  L.  Burenga. 

'EAK  hand.  Markets  isn't  Kann's 
ily  strategic  and  financial  fumble, 
lough.  Since  1993,  Dow  has  lost 
tore  than  $150  million  on  another 
ipposed  hot-growth  area:  television 
sntures  in  Asia,  Europe,  and  the 
'.  S.  To  stanch  those  losses,  Kann 
;ruck  a  highly  publicized  but  little 
•camined  deal  with  nbc  in  December. 
A  close  look  at  the  terms  of  that 


THE  DOW  JONES  LAGGING  AVERAGE 


deal  reveals  just  how  weakly  posi- 
tioned Dow  Jones  was  when  it  sat 
down  to  negotiate  its  way  out  of 
those  tv  losses.  In  the  U.  S.,  nbc  gets 
essentially  all  the  rights  and  assets  it 
would  have  wanted  from  The  Wall 
Street  Journal,  namely  TV  rights  to 
the  Journal's  prestigious  content, 
credibility,  and  brand 
name,  as  well  as  certain 
online  rights.  In  return, 
Dow  Jones  got  to  save 
face,  cut  its  losses,  and 
collect  some  cash — but 
no  equity — from  nbc. 
Dow  Jones  "can  be 
part  of  the  leading 
business-news  brand  on 
the  cable  dial  and  at 
the  same  time  be  prof- 


from  becoming  a  joint  service  of  nbc 
and  Dow  Jones.  And  beginning  next 
month,  CNBC  producers  in  the  U.  S. 
will  be  included  in  the  Journal's  daily 
editorial  meetings,  and  Kann  says 
that  some  Journal  scoops  will  even  be 
broken  on  cnbc.  nbc  also  gets  online 
rights  to  some  of  the  Journal's  sto- 
.ries,  to  be  featured  in  a  new,  more 
substantial  CNBC-WaW  Street  Journal 
section  of  MSNBC.com,  nbc's  online 
venture  with  Microsoft  Corp. 

Will  free  access  to  those  stories 
cannibalize  the  Journal's  paid  interac- 
tive edition,  which  has  170,000  sub- 
scribers paying  either  $29  or  $49  a 
month?  Kann  says  no:  Free  stories 
"will  generate  interest  in  the  Interac- 
tive edition.  It's  another  area  in 
which  the  arrangement  is  win-win." 


CNBC  gets  Journal  content,  but 
Dow  Jones  gets  no  equity  in  CNBC. 
UThere  was  not  a  negotiation  over  equity. 
We  weren't  interested  T  J 
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itable  from  Day  One,"  says  nbc  Cable 
President  Tom  Rogers. 

Dow  Jones  and  nbc  had  flirted  with 
an  alliance  for  years,  but,  say  several 
sources,  Dow  Jones  was  cool  until  last 
spring.  Around  that  time,  Markets 
was  deteriorating,  and  Dow  Jones' 
partners  in  TV  ventures  in  both  the 
U.  S.  and  Europe  were  pulling  back. 
"Everything  Dow  Jones  tried  [in  tv] 
was  too  little,  too  late,"  notes  an  out- 
side exec  familiar  with  the  deal,  "nbc 
made  a  great,  great  deal  here."  Kann 
denies  that  he  felt  any  pressure  to  do 
a  tv  deal. 

Nonetheless,  the 
benefits  of  the  pact 
are  embarrassingly 
tilted  in  nbc's  fa- 
vor. The  deal 
merged  cnbc  and 
Dow  Jones'  inter- 
national channels, 
giving  both  compa- 
nies an  equal  stake. 
But  the  surviving 
brand  is  CNBC, 
which  gets  a  con- 
siderable boost 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


—  PETER  KANN,  DowJones&Co. 

Dow  Jones  gets  a  licensing  fee  (nbc 
ceo  Bob  Wright  says  it  is  less  than 
the  roughly  $20  million  Microsoft  pays 
nbc  each  year  for  the  nbc  News  con- 
tent used  on  msnbc),  and  it  gets  an 
undisclosed  share  of  any  increase  in 
cnbc's  daytime  ad  revenues.  But  Dow 
Jones  doesn't  get  a  shred  of  equity  in 
cnbc's  hugely  profitable  U.  S.  opera- 
tions. "There  was  not  a  negotiation 
over  equity,"  says  Kann.  Why  not? 
"We  weren't  interested.  We  were  very 
happy  [with]  significant  programming 
presence  and  advertising  share.  That, 
to  us,  is  very  satisfactory." 

So  did  Dow  Jones  give  away  elec- 
tronic and  broadcast  rights  to  its 
crown  jewel — the  Journal's  con- 
tent— for  too  little?  Wright  says  no. 
"Shrewd"  Dow  Jones  executives,  he 
argues,  were  "excellent  custodians  of 
what  they  were  bringing  to  the 
table."  But  after  years  of  frustration 
and  $150  million  invested,  it's  strik- 
ing that  Dow  Jones  had  so  little 
leverage  when  it  came  to  the  bar- 
gaining table. 

Lesly  Stevens  covers  the  media. 
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TRANSPORTATION 


AIRLINES  RAISE 

THEIR  CLASS  CONSCIOUSNESS 

They're  coddling  lucrative  business  fliers-and  crowding  coach 


Travelers  flying  coach  on  twa  these 
days  may  find  their  knees  knocking 
right  up  against  the  new  reality  of 
the  airline  business.  Reversing  a  strat- 
egy of  offering  the  industry's  roomiest 
economy  section,  the  carrier  is  squeez- 
ing two  inches — or  roughly  15% — of 
legroom  from  each  row  in  the  back  so  it 
can  nearly  double  the  number  of  first- 
class  seats.  The  goal:  to  make  more 
such  seats  available  to  business  travel- 
ers looking  to  upgrade. 

This  move,  and  similar  efforts  by  ri- 
val airlines,  are  aimed  at  keeping  all-im- 
portant business  customers  happy.  Tak- 
ing advantage  of  a  booming  economy 
that  has  left  companies  willing  to  spend 
more  on  travel,  airlines  have  hiked  busi- 
ness fares  a  stunning  38%  over  the  past 
two  years.  But  consumers  are  still  price- 
sensitive,  and  airlines  have  responded 
by  dropping  prices  of  advance-purchase 
leisure  fares  about  7%.  As  a  result,  car- 
riers count  on  full-fare  business  travel- 
ers more  than  ever  for  profits.  Across 
the  industry,  9%  of  travelers  now  ac- 
count for  44%  of  revenue. 
place  TO  SLEEP.  So,  airlines  are  eagerly 
overhauling  marketing  strategies  to  put 
even  more  emphasis  on  the  corporate 
road  warrior.  American  Airlines  Inc.  an- 
nounced Feb.  3  that  it  will  scrap  some 
coach  seats  so  it,  too,  can  expand  first 
class.  Continental  Airlines  Inc.  has  check- 
in  counters  at  Newark  International  Air- 
port exclusively  for  employees  of  its 
largest  customers,  including  at&t.  And 
TWA,  American,  and  United  are  all  re- 
working frequent-flier  programs  to  cal- 
culate some  awards  based  on  dollars 
spent  as  well  as  miles  flown.  "We're  try- 


ing to  give  more  to  the  guy  who  paid 
more,"  says  David  A.  Coltman,  United's 
senior  vice-president  for  marketing.  The 
benefits  extend  to  those  paying  full  fares 
in  coach,  too:  twa  gives  full-fare  fliers 
an  extra  mile  for  every  dollar  they  spend. 

Airlines  have  long  had  airport  lounges 
and  special  menus  for  business  travelers. 
But  the  latest  changes  take  the  woo- 
ing to  new  heights.  When  testing  a  new 
first-class  sleeper  seat,  for  example, 
United  put  one  in  the  conference  room 
next  to  President  John  A.  Edwardson's 
office — and  more  than  a  dozen  employ- 
ees, including  Edwardson,  took  turns 
spending  the  night  in  it  in  late  '97. 

MAKING  THE  PLUSH  SEATS 
EVEN  PLUSHER 


AMERICAN  AIRLINES 


has  estab- 
lished a  new  top-tier  frequent-flier 
category,  awarding  miles  in  part  on 
how  much  the  traveler  paid 

■HH.'HI.'H.'md  has  set  up  a  special 
airport  check-in  counter  for  top 
corporate  clients 


■Aiil  is  squeezing  coach  seats  to 
install  more  first-class  seats  to 
make  room  for  upgrades 

I'L'IIH'l  will  refurbish  all  cabins 
and  add  first-class  seats  that  re- 
cline into  beds  for  overseas  flights 


US  AIRWAYS 


has  cut  out  coach 
seats  to  enlarge  first-class  sections 
across  almost  its  entire  fleet 


No  company  is  changing  its  strate 
more  than  long-struggling  Trans  Wo: 
Airlines  Inc.  In  the  early  '90s,  the  e 
rier  refurbished  its  planes  to  give  coa 
passengers  more  legroom  and  went 
ter  leisure  passengers  with  promises 
better  service  and  low  fares.  But  "th 
strategy  simply  did  not  work,"  says  c 
Gerald  L.  Gitner.  twa  now  finds  its 
with  the  worst  mix  of  business  a 
leisure  travelers  of  any  major  airlin 
So  in  addition  to  expanding  first  cla 
and  overhauling  its  frequent-flier  pr 
gram,  twa  will  soon  launch  twq,  a  e 
lection  of  new  services  such  as  aut< 
mated  ticketing  on  routes  popul 
among  business  travelers. 
DIFFERENT  STROKES.  It's  the  bargai 
hunting  consumers  who  get  pinch 
by  the  focus  on  full-fare  traveler 
Passengers  flying  with  American  ar 
us  Airways  Group  Inc.  are  more  like 
to  find  full  coach  cabins  as  a  result 
first-class  expansions.  And  United  h 
begun  restricting  the  number  of  bai 
advance-purchase  travelers  may  bri: 
on  some  routes. 

Less  obvious  moves  are  likely  to  f< 
low.  "In  the  past,  airlines  have  handl 
everybody  in  the  same  class  of  servi 
in  the  same  way,"  says  Mark  F.  Shiel 
a  vice-president  in  Mercer  Manageme: 
Consulting  Inc.'s  aviation  practice.  "I 
creasingly,  people  will  be  handled 
subtly  but  importantly  different  ways 
For  example,  twa  has  developed  cor 
puter  software  that  tells  it  precise! 
how  much  frequent  fliers  have  spent  ( 
the  airline  in  recent  years.  The  carri< 
then  can  identify  its  most  profitable  cu 
tomers  and  cater  to  them. 

At  British  Airways,  employees  no 
approach  passengers  whose  travel  hi 
dropped  off  and  ask  them  on  the  plai 
if  anything  is  wrong.  That  type  of  se; 
vice  is  likely  to  become  more  comma 
After  all,  an  $800  ticket  should  entit 
road  warriors  at  least  to  an  extra  blai 
ket  or  two. 

By  David  Leonhardt  in  St.  Loui 
with  Wendy  Zellner  in  Dallas 
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NOW  THAT  YOU  HAVE  A  VIRTUAL  OFFICE, 

YOU  NEED  A  VIRTUAL  BRIEFCASE 

TO  CO  WITH  IT. 
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ire  your  desktop  or  notebook 
ZIP  BUILT-IN!  External  Zip 
so  available  for  $149.95  and 
B  disks  as  low  as  $12.95.* 


What's  the  point  of  having  a  lightweight  laptop  if  you  need  a  forklift  to  carry  your  briefcase?  Try 
toting  around  genuine  100MB  Zip*  disks  instead.  Each  one  puts  the  capacity  of  70  floppies  in  the 
palm  of  your  hand.  Like  a  little  virtual  briefcase  for  all  your  stuff.  With  over  10  million  out  there, 
you'll  find  Zip  drives  just  about  everywhere  you  go.  In  fact,  most  leading  PC  companies  now  offer 
ZIP  BUILT-IN™1  drives.  And  if  you  already  have  a  computer,  you  can  buy  an  external  Zip  drive. 
So  pack  up  your  Zip  disks  and  hit  the  road,  warriors.  Who  needs  an  office  anyway?  Get  your  Zip 
drive  and  Zip  disks  where  you  get  computer  products.  Or  visit  our  Website:  www.iomega.com/zip 

BECAUSE     IT'S    YOUR     STUF  F." 
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COMMENTARY 

By  Aaron  Bernstein 


THE  WORKPLACE  COPS  COULD  USE  SOME  BACKUP 


s 


f  President  Clinton  gets 
his  way  with  next  year's 
budget,  employees  will 
soon  have  more  federal 
watchdogs  keeping  an  eye 
out  for  them.  Buried  in  the 
Administration's  new  spend- 
ing proposals  are  hefty 
hikes  for  regulatory  en- 
forcement— especially  for 
workplace  issues  such  as 
civil  rights,  safety  and 
health,  and  labor  law 
(table). 

Some  Republicans  and 
business  groups  are  gear- 
ing up  to  oppose  what  U.  S. 
Chamber  of  Commerce  Se- 
nior Vice-President  Bruce 
Josten  calls  "the  era  of  Big 
Government  coming  back."  But 
that's  a  knee-jerk  reaction.  What's 
surprising  this  time  is  that  there 
are  business  groups  that  support 
the  hikes.  Groups  such  as  the  Equal 
Employment  Advisory  Council, 
(eeac)  representing  300  large  com- 
panies, understand  that  the  Admin- 
istration isn't  proposing  a  slew  of 
new  regulations.  Instead,  the  extra 
spending  would  restore  funds  to 
enforce  existing  laws.  Decades  of 
cuts  have  led  to  lax  oversight,  al- 
lowing sweatshops  to  proliferate,  for 
example,  and  leaving  law-abiding 
companies  vulnerable  to  corner-cut- 
ting rivals. 

The  biggest  proposed  hikes  would 
help  agencies  cope  with  new  laws 
such  as  the  Americans  with  Disabili- 
ties Act  of  1990  (ADA)  and  the  Civil 
Rights  Act  of  1991.  Civil  rights  agen- 
cies have  "been  given  more 
enforcement  responsibilities 
without  commensurate 
funding,"  says  Jeffrey  A. 
Norris,  president  of  the 
Washington-based  eeac. 
REAGAN'S  RAID.  The  Equal 
Employment  Opportunity 
Commission  (eeoc)  is  a 
good  example.  Its  staff  has 
plunged  by  nearly  25% 
since  1981,  to  2,590  today. 
President  Reagan  started 
the  cuts  because  he  dis- 
agreed with  some  civil 
rights  laws.  President  Clin- 
ton initially  increased  the 
staff  a  bit,  but  it  has  been 
cut  again,  by  10%,  since 


NEW  AILMENTS 

Repetitive  stress 
injuries  have  soared 
among  meatpackers 
and  other  workers 


Republicans  re- 
claimed Congress  in 
1994. 

Meanwhile,  em- 
ployees often  wait 
months  and  years 
before  abuses  are 
stopped.  The  aver- 
age eeoc  investigator  handled  77 
cases  at  a  time  in  1997,  up  from  59 
in  1991.  Cases  now  take  358  days  to 
resolve  on  average,  vs.  254  in  1991. 
Many  companies  would  support 
more  funds  to  get  charges  resolved 
rapidly,  says  Norris. 

The  story  is  similar  at  the  Occu- 
pational Safety  &  Health  Adminis- 
tration. Since  1994,  Hill  Republicans 
have  grilled  osha  officials  and  tried 
to  force  the  agency  to  be  less  ag- 
gressive. But  in  fact,  osha's  clout 
has  been  diminishing  for  years.  Its 


More  Money  for  the  Regulators 


President  Clinton's  FY  1999  budget  proposal 


PROGRAM 


1998  SPENDING 

MILLIONS 


1999 
PROPOSAL 


EQUAL  EMPLOYMENT 
OPPORTUNITY  COMMISSION 

$242 

$279 

15% 

JUSTICE  DEPT.  CIVIL  RIGHTS  OFFICE 

65 

72 

11 

LABOR  DEPT.  OFFICE  OF  FEDERAL 
CO,  -ACT  COMPLIANCE  PROGRAMS 

62 

68 

10 

NATIOtv    LABOR  RELATIONS  BOARD 

174 

184 

6 

OCCUPATIONAL  SAFETY 
&  HEALTH  ADMINISTRATION 

336 

355 

5 

SECURITIES  &  EXCHANGE  COMMISSION 

317 

343 

8 

DATA:  BUREAU  OF  NATIONAL  Af  FAIRS,  BUSINESS  WEEK 


staff  also  has  been  slashed 
by  one-fourth  since  1980,  to 
2,238  last  year.  Meanwhile, 
new  illnesses  such  as  repet- 
itive motion  injuries,  which 
affect  everyone  from  meat- 
packers  to  office  workers, 
have  soared  from  50,000 
cases  in  1986  to  280,000 
today. 

A  recent  political  pact 
may  make  Clinton's  request 
for  more  labor-law  enforce- 
ment more  palatable.  Re- 
publicans tried  to  whack  the 
National  Labor  Relations 
Board's  (nlrb)  budget  by  a 
third  after  Chairman 
William  B.  Gould  IV  put 
some  teeth  back  into  the 
agency.  They  lost  but  kept 
its  funding  flat.  As  a  result, 
the  agency  limps  along  with 
a  staff  of  1,900,  a  third  less 
than  in  1980.  Its  backlog  of 
field  cases  has  nearly  dou- 
bled since  1993  alone,  to 
7,400  today. 
Last  fall,  however,  Democrats  and 
Republican  leaders  agreed  on  ap- 
pointees to  fill  board  vacancies,  in- 
cluding two  conservative  manage- 
ment lawyers  who  may  placate 
employers.  So  more  businesses  may 
go  along  with  the  Administration. 
"Quite  a  few  in  the  business  commu- 
nity think  that  the  board  should 
function  and  get  cases  out  in  a  time- 
ly manner,"  says  Jerry  M.  Hunter,  a 
former  Republican  nlrb  general 
counsel  who  now  works  at  a  St. 
Louis  management  law  firm. 

Some  business  groups 
continue  to  attack  enforce- 
ment budgets  to  undercut 
laws  they  couldn't  change 
through  legislation.  Still, 
many  employers  support  en- 
forcement, if  only  to  ensure 
that  unscrupulous  rivals 
don't  undercut  them  with 
shoddy  workplace  practices. 
That  helps  employers  estab- 
lish a  more  level  playing 
field.  And  employees  will  be 
more  likely  to  receive  fair 
treatment. 


Bernstein  covers  work- 
place issues  for  business 
week. 


PERCENT 
CHANGE 
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HOW   DO  YOU   FOLLOW  UP  A  COOL  MULTIMEDIA  PRESENTATION? 

COOL  MULTIMEDIA  HANDOUTS. 


Now  that  your  presentations  have  gone  Hollywood,  why  not  let  your  handouts 
follow  suit.  With  the  capacity  of  70  floppies,  a  genuine  100MB  Zip*  disk  can  hold 
your  multimedia  stuff.  Audio  stuff.  Video  stuff.  Charts  that  do  the  Watusi.  With  over 
10  million  out  there,  you'll  find  Zip  drives  just  about  everywhere  you  go.  In  fact,  most 
leading  PC  companies  now  offer  ZIP  BUILT-IN'"  drives.  Of  course  if  you  already  have  a  computer, 
you  can  always  buy  an  external  Zip  drive.  So  when  the  applause  dies  down,  you  can  either  pass  out 
disappointing  stacks  of  paper,  or  surprise  them  with  copies  of  the  real  thing.  Get  your  Zip  drive  and 
Zip  disks  wherever  you  get  your  computer  products.  Or  check  out  our  Website:  www.iomega.com/zip 

BECAUSE     IT'S    YOUR     STUFF . 
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THE  SCRAMBLE  TO  KEEP 
COMMONWEALTH  EDISON  AGLOW 

Fresh  rivals,  high  costs,  and  nuclear  ills  await  new  CEO  Rowe 

For  the  past  seven  months, 
executives  have  been 
abandoning  Unicom  Corp., 
parent  of  Commonwealth  Edi- 
son, like  rats  off  the  proverbial 
sinking  ship.  Chairman  James 
O'Connor  stepped  down,  Vice- 
Chairman  Leo  Mullin  departed 
for  Delta  Air  Lines  Inc.,  and 
President  Samuel  Skinner 
resigned. 

But  on  Feb.  6,  the  company 
got  a  new  captain.  John  W. 
Rowe,  chief  executive  of  New 
England  Electric  Systems, 
signed  on  as  chairman,  chief  ex- 
ecutive officer,  and  president. 
When  Rowe  arrives  officially  on 
Mar.  16,  he  will  take  the  helm 
of  one  of  the  most  troubled 
utilities  in  the  nation.  At  lie 
per  kilowatt-hour,  the  electricity 
that  Commonwealth  Edison 
sells  its  3.4  million  customers  is 
among  the  most  expensive  in 
the  country. 

TITANIC-SIZE.  Until  now,  that  hasn't 
caused  serious  problems — beyond  cus- 
tomer gmmbling.  But  ComEd,  like  many 
other  electrical  utilities,  is  about  to  get  its 
first  taste  of  competition.  The  Illinois  gi- 
ant is  surrounded  by  a  half-dozen  com- 
panies in  neighboiing  states  that  already 
offer  power  at  lower  rates — and  are  ea- 
gerly preparing  to  enter  ComEd's  mar- 
ket. Their  rates  are  even  well  below  the 
new  9.40-per-kwh  that  ComEd  expects 
the  regulators  to  approve  by  August. 

ComEd  may  have  trouble  cutting 
costs  fast  enough.  Its  nuclear  plants 
dominate  the  federal  government's  list 
of  poorly  performing  nukes.  And  the  $7 
billion  utility  is  only  now  stalling  a  cost- 


ly update  of  its  long-neglected  trans- 
mission and  distribution  systems. 

These  are  Titanic-size  problems  com- 
pared with  those  of  New  England  Elec- 
tric, where  Rowe,  a  lawyer  by  training, 
earned  his  reputation  as  a  savvy  execu- 
tive who  succeeded  in  one  of  the  nation's 
most  deregulated  markets.  At  New  Eng- 
land Electric,  the  worst  problem  was  an 
inefficient  network  of  old  fossil-fuel  plants, 
which  Rowe  sold  for  $1.59  billion— $500 
million  more  than  their  book  value. 

At  ComEd,  that  prescription  won't 
work.  "The  market  for  nuclear  plants  is 
sticky,  to  put  it  best,"  Rowe  observes.  In 
fact,  no  such  plant  has  ever  been  sold.  In 
January,  having  sought  and  failed  to  find 
a  buyer  for  its  Zion  Nuclear  Plant, 


ComEd  shut  down  the  facility,  promptir 
a  fiscal-fourth-quarter  charge  of  $523  rn 
lion.  That  expense,  combined  with  i 
$810  million  charge  to  write  down  oth( 
power-generating  assets,  resulted  in 
quarterly  loss  of  $1.36  billion. 
"LITMUS  TEST."  As  a  result,  Rowe  is  c 
the  lookout  for  other  ways  to  cut  cost 
In  sizing  up  ComEd's  operating  plant 
"the  litmus  test  is:  Is  it  profitable?"  1 
says.  "If  it  isn't,  we  don't  neef! 
it."  That's  welcome  news  t| 
ComEd's  antinuke  critics.  "He! 
already  signaling  he's  going 
shut  down  unprofitable  nuclet 
plants,"  says  Howard  Learne 
executive  director  of  Chicago 
Environmental  Law  &  Polic 
Center. 

But  no  matter  how  muc 
Rowe  might  like  to  jettiso: 
ComEd's  generating  plants- 
fossil  and  nuclear — and  turn  h 
utility  into  a  transmission-anc 
distribution  business  mor 
along  the  lines  of  nees,  hi 
can't.  ComEd's  investment  ii? 
nuclear  has  been  too  great. 

Analysts,  meanwhile,  antic 
pate  a  respite  from  specii 
charges  in  1998 — and  probabl 
the  next  year  even  with  plar 
closings.  But  earnings  will  sti 
not  be  too  robust — betwee 
$450  million  and  $488  million- 
a  far  cry  from  the  $666  million  that  th 
company  earned  in  1996.  Still,  investor 
are  encouraged  by  the  recent  writeoff 
and  Rowe's  appointment.  The  stoc 
closed  at  31%,  close  to  a  high  for  th 
past  12  months. 

Deregulation,  however,  will  probabl 
keep  a  lid  on  ComEd's  earnings.  A; 
though  Illinois  has  given  its  utilities 
more  leisurely  pace  for  deregulatio 
than  many  other  states,  some  busines 
customers — typically  the  most  profitabl 
sector — will  be  allowed  to  switch  suj: 
pliers  as  soon  as  this  fall.  So  rivals  ar 
massing  on  the  Illinois  borders.  Row 
knows  he  must  move  fast.  But  can  h 
bail  fast  enough  to  avoid  sinking? 

By  De'Ann  Weimer  in  Chicag 


NUCLEAR  CLOUD  Two  of 

Commonwealth  Edison's  five 
operating  nuclear  plants  have 
been  flagged  for  poor 
performance. 

A  FRAYED  TRANSMISSION 
AND  DISTRIBUTION  SYSTEM 

In  1997,  ComEd  started  an 
upgrade  of  its  power  lines  and 
switches — particularly  costly  in 


an  old  city  like  Chicago.  Rowe 
says  this  issue  is  almost  as 
serious  as  the  nuclear  mess. 


PRICEY  JUICE 

Some  ComEd 
customers  pay 
2M>0  more  per  kwh 
than  do  customers 
of  the  neighboring 
utilities. 


JOHN  ROWE 


ADVANCING  COMPETITORS 

Electric  utilities  from  other 
regions  want  to  move  into 
ComEd's  market.  Enron  in 
Houston,  Duke  Energy  in 
Charlotte,  N.C.,  and  Southern 
Co.  in  Atlanta  all  aim  to  offer 
better  prices  and  service  as 
the  Illinois  electricity 
market  is  deregulated. 


HIGH- 
VOLTAGE 
PROBLEMS 
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News:  Analysis  &  Commentary 


I.O.U.  HALF  AN  Rx:  Eckerd  says  completers  are  to  blame 


HEALTH  CARE 


PARTLY  FILLED, 
FULLY  BILLED 

The  feds  probe  Eckerd  for 
overcharging  on  prescriptions 

■  t  sounds  innocent  enough.  The  drug- 
I  store  doesn't  have  a  sufficient  amount 
Bof  the  prescription  medicine  a  cus- 
tomer needs.  So  the  pharmacist  fills  part 
of  the  order,  bills  a  health-care  plan  for 
the  full  amount,  and  tells  the  customer  to 
come  back  for  the  rest.  But  what  if  the 
customer  never  returns? 

In  a  civil  fraud  suit  filed  on  Feb.  4  in 
federal  court  in  Tampa,  the  Florida  at- 
torney general  and  Justice  Dept.  con- 
tend that  just  such  a  practice  enabled 
Eckerd  Corp.  to  defraud  government 
health-insurance  programs,  including 
Medicaid,  when  it  billed 
them  for  drugs  cus- 
tomers never  picked  up. 
The  total,  more  than 
$11.5  million  since  1986, 
won't  make  this  a  big 
deal  in  the  annals  of  al- 
leged health-care  fraud. 
But  the  case,  based  on 
a  whistle-blower  suit 
brought  by  an  Eckerd 
employee,  could  have 
broad  implications. 

Pharmacies  may  wind  up  under  the 
microscope — alongside  laboratories,  hos- 
pitals, and  home  health-care  agencies  in 
the  search  for  health-care  fraud.  "This 
problem  is  not  unique  to  Eckerd,  and 
state  and  federal  investigations  are  on- 
going," says  Mark  H.  Schlein,  assistant 
attorney  general  and  director  of  Florida's 


Alleged 
overcharges  came 
to  more  than 
$11.5  million 
since  1986 


\  Medicaid  Fraud  Con- 
trol  unit.  Massachu- 
setts is  looking  into 
retail  pharmacy  prac- 
tices for  possible 
overbilling  charges. 
And  a  national  asso- 
ciation of  Medicaid 
Fraud  Control  units 
from  47  state  attor- 
neys general  offices 
is  working  with  Jus- 
tice on  the  issue, 
says  John  A.  Guthrie, 
vice-president  of  the 
association. 

Eckerd,  a  sub- 
sidiary of  J.  C.  Pen- 
ney Co.  that  operates 
2,831  drug  stores  in  24  states,  denies  the 
charges.  "It's  ludicrous,"  says  Chief  Ex- 
ecutive Francis  A.  Newman.  He  says 
that  if  true,  the  government  is  talking 
about  a  minuscule  amount  of  the  960  mil- 
lion prescriptions  Eckerd  has  filled  in  the 
past  decade,  and  adds  that  the  company 
only  learned  of  any  problem  once  au- 
thorities brought  it  to  its  attention. 
orders  MAILED.  Newman  blames  com- 
puters. "The  industry  uses  a  computer 
billing  system  that  doesn't  adequately  al- 
low pharmacies  to  partial-bill,  even  if 
prescriptions  are  only  partially  filled,"  he 
says.  Moreover,  he  says  Eckerd  now 
mails  remaining  orders  to  customers  who 
don't  claim  them  within  30  days. 

Industry  groups  agree  that  a  widely 
used  billing  system  makes  it  hard  to  en- 
ter data  on  partially  filled  prescriptions. 
But  the  government  doesn't  buy  that. 
Says  Schlein:  "There  have  always  been 
mechanisms  to  refund  money  owed  to 
government  for  products  and  services 
not  delivered."  Furthermore,  says  Gary  J. 
Takacs,  the  Tampa  attorney  representing 
whistle-blower  Louis  H. 
Mueller,  Eckerd  installed 
new  systems  in  1992  and 
could  have  set  up  proce- 
dures to  reimburse  third- 
party  payers.  "They 
elected  not  to  do  so," 
Takacs  says.  Newman 
disputes  that  contention. 

Meanwhile,  other  in- 
vestigations are  proceed- 
ing. In  Massachusetts, 
the  state  attorney  gen- 
eral in  January  notified  1,200  chug  stores 
about  possible  overbilling.  Pharmacists 
were  asked  to  review  records  and  de- 
termine amounts  owed.  That's  a  headache 
that  this  painfully  consolidating  business 
could  do  without. 

By  Gail  DeGeorge  in  Miami,  with 
Stephanie  Anderson  Forest  in  Dallas 


DEALS 


DRUGSTORE 
C0WD0Y 

How  long  can  CVS  keep  its 
galloping  expansion  going? 


Is  cvs  Corp.  taking  growth  hormone 
On  Feb.  9,  the  drug  chain  announce 
it  would  acquire  Detroit-based  Arb 
Drugs  Inc.  in  a  $1.48  billion  stock  de 
The  next  day,  New  York  rival  Dua: 
Reade  got  caught  in  the  cvs  whirlwin 
On  the  first  day  of  public  trading,  Dua 
Reade's  shares  closed  31%  above  the 
ipo  pricing,  partly  on  speculation  th 
the  chain  might  be  cvs'  next  target. 

It  was  just  a  year  ago  that  1,40 
store  cvs  bought  rival  Revco  D.  S.  Ir 
for  $2.8  billion.  The  Arbor  merger  w 
put  cvs  on  a  par  with  Walgreen  Co 
the  top  players  in  a  consolidating  ma 
ket.  With  Arbor  and  expansion,  J 
Morgan  Securities  analyst  Mark  Hu 
son  figures  cvs  will  have  4,100  stores 
the  end  of  1998,  earning  $514  milli 
on  sales  of  $15  billion,  up  from 
million  on  sales  of  $12.7  billion  in  199 
Thomas  M.  Ryan,  ceo  of  cvs'  pha 
macy  unit,  won't  comment  on  the  Dual 
Reade  rumors.  But  he  says  cvs'  grow 


CVS:  Duane  Read 


e  may 


be  on  its  list 


! 


will  continue:  He  plans  to  add  aboi  \ 
320  stores  this  year.  Whether  or  n  Id 
cvs  pounces  again  soon,  consolidatk  ta 
continues  in  the  drugstore  business.  Tl 
reason:  Managed  care  has  cut  gro 
margins  on  prescriptions  from  40%  fh 
years  ago  to  about  20%. 

Analysts  and  rivals  say  cvs  is  payit 
a  premium  for  Arbor.  "It  is  probab 
the  highest  price  per  sales  dollar  in  tl 
history  of  drugstore  acquisitions, 
Martin  L.  Grass,  ceo  of  rival  Rite 
Corp.  Still,  given  the  pressures  on  dm, 
stores,  cvs  believes  Arbor  is  just  wh 
the  doctor  ordered. 

By  Susan  Jackson  in  New  Have 
with  Amy  Barrett  in  Philadelphia 
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I7ING  AGGRESSIVE 
fH  UNION  PACIFIC 

ER  GROWING  PRESSURE  TO 
i  up  the  bottlenecks  in  the 
Coast  region,  Union  Pa- 
Railroad  announced  on 
11  that  it  will  spend  $570 
on  on  facilities  upgrades 
exas  and  Louisiana.  It's 
bringing  in  consultants  to 
aate  operations  between 
5aso  and  New  Orleans, 
some  rivals  are  calling 
more  drastic  measures, 
ington  Northern  Santa  Fe 
irsuing  joint  ownership  of 
ss  between  Houston  and 
r  Orleans  and  expanded 
is  to  some  UP  customers, 
have  balked  at  that," 
a  UP  spokesman.  Both 
oads  are  to  meet  with  a 
oers'  group  on  Feb.  13  to 
iss  plans  for  ending  ship- 


CLOSING  BELL 


GM'S  REPO 

leral  Motors  surprised  Wall 
jet  on  Feb.  9  with  a  $4 
ion  stock  buyback,  six 
nths  after  it  announced  a 
5  billion  repurchase.  On 
latest  news,  its  stock  rose 
to  62%.  gm  says  that 
h  its  dividend  yield  at 
6%  and  a  cash  hoard  of 
1.5  billion,  a  buyback  is 
best  way  to  reward  stock- 
ders.  It's  only  the  latest 
id  news:  On  Jan.  26,  the 
ripany  reported  record 
nings  of  $6.7  billion.  But 
vare  1998:  Industrywide 
o  sales  are  expected  to 
aken  slightly. 
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ping  delays,  bnsf  has  threat- 
ened to  ask  the  federal  Sur- 
face Transportation  Board — 
overseeing  up's  troubled 
merger  with  Southern  Pacific 
Rail  Corp. — to  consider  dis- 
mantling part  of  the  combo. 

WILL  HELMS 
HAMSTRING  THE  IMF? 

roadblock:  senate  foreign 
Relations  Committee  Chair- 
man Jesse  Helms  (R-N.  C.)  on 
Feb.  10  warned  the  Clinton 
Administration  he'll  block  new 
funding  for  the  International 
Monetary  Fund  until  the  IMF 
lets  Congress  examine  the 
fund's  finances — and  until  the 
Administration  accepts  lan- 
guage baning  U.S.  contribu- 
tions to  any  overseas  family- 
planning  organizations  that 
provide  abortions  or  abortion 
counseling.  Secretary  of  State 
Madeleine  Albright  testified 
Feb.  10  that  she  would  urge  a 
meeting  with  the  President  to 
resolve  the  standoff. 


FROM  TICKETMASTER 
TO  TELEMARKETER 

READY  FOR  MORE  TELEMAR- 
keting?  On  Feb.  11,  CENDANT, 
the  direct  marketing  and 
franchise  giant,  struck  a  deal 
with  Ticketmaster  Group. 
Callers  to  Ticketmaster  will 
be  given  the  option  of  being 
transferred  to  a  Cendant  op- 
erator, who  will  then  pitch 
them  on  services  such  as 
membership  in  the  Shoppers 
Advantage  discount  club.  An- 
noying? Perhaps.  But  Cen- 
dant has  had  success  with  a 
similar  deal  in  the  past:  A 
program  aimed  at  customers 
making  reservations  at  the 
company's  hotels  was  effec- 
tive in  selling  memberships 
in  discount  buying  clubs. 


THE  LIMITED  AIMS 
TO  LIGHTEN  UP 
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Limited  mav  soon  shed  some 


HEADLINER:  JOHN  FRAZEE 


A  REAL  PAGE-TURNER 


Since  taking  the  helm  at 
Paging  Network  last 
August,  CEO  John  Frazee 
has  sent  out  the  signal 
that  the  nation's 
No.  1  beeper 
operator  had  to 
change  course. 
Its  cut-rate 
pricing  has 
helped  PageNet 
boost  its  pagers 
in  service  54%,  to 
10.3  million,  since 
December,  1995.  But  the 
company  has  yet  to  turn  a 
profit.  So  on  Feb.  9, 
Frazee  said  PageNet 
would  slash  30%  of  its 
staff — or  1,800  jobs — for  a 
first-quarter  hit  of  $65  mil 
lion  to  $80  million.  Says 
Frazee:  "High  growth 
that's  not  profitable  is  not 
good  for  anyone." 


The  53-year-old  former 
Sprint  president  expects 
the  layoffs  to  produce  up 
to  $55  million  in  annual 
savings.  He  also 
aims  to  have  Pag- 
ing Network 
sell  higher-mar- 
gin services 
such  as  sports 
scores,  enabling 
them  to  charge 
more  for  pagers. 
Analysts  applaud  the 
changes. 

Retraining  a  downsized 
marketing  staff  won't  be 
easy,  Frazee  admits. 
"We're  not  naive  enough 
to  think  that  the  transition 
won't  present  challenges." 
But  he's  hoping  Paging 
Network  can  get  more 
bucks  from  fewer  beeps. 

By  Roger  Crockett 


properties  as  part  of  its 
lengthy  recovery  attempt. 
Analysts  are  buzzing  with 
rumors  of  imminent  sell-offs, 
while  company  officials  hint 
that  something  may  happen 
by  late  February.  Most  like- 
ly to  go:  the  storied  but  un- 
profitable Henri  Bendel  unit. 
The  Columbus  (Ohio)  retailer 
may  also  unload  its  remain- 
ing shares  in  Abercrombie  & 
Fitch  or  Intimate  Brands. 
But  analysts  such  as  Jennifer 
Black  Groves  of  Black  &  Co. 
say  The  Limited  really  needs 
to  sell  one  or  two  bigger 
chains,  such  as  Lerner  New 
York,  Express,  or  Lane 
Bryant. 


LIKETAC0S  FOR 
QUARTER-POUNDERS 

Mcdonald's  is  dipping  its 
big  toe  in  the  salsa.  The 
world's  largest  restaurant 
company  announced  Feb.  10 
that  it  would  buy  a  minority 
stake  in  a  chain  of  Mexican 


restaurants  in  Denver.  It  is 
the  first  time  McDonald's  has 
bought  into  a  chain  selling 
anything  other  than  ham- 
burgers and  fries.  There  are 
now  14  outlets  of  Chipotle 
Mexican  Grill  in  Colorado, 
and  it  may  soon  expand 
to  Kansas  City.  McDonald's 
may  allow  franchisees  to 
open  Chipotle  restaurants  in 
other  parts  of  the  country. 
But  the  Golden  Arches  has 
no  intention  of  adding  Mexi- 
can items  to  its  menu,  exec- 
utives say. 

ETCETERA. .. 

■  U.S.  Filter  is  buying  Cul- 
ligan  Water  Technologies  for 
$1.5  billion. 

■  cdc  head  David  Satcher 
was  confirmed  as  Surgeon 
General. 

■  Dekalb  Genetics  says  it's 
for  sale,  and  Monsanto  may 
be  the  buyer. 

a  A  Hostess  Twinkies  plant 
reopened  Feb.  11  after  an 
asbestos  scare. 
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SPENDING  s8 

on  CORNFLAKES 

IS  a  VERY 

SMART  MOVE. 


Ameritrade  saves  you  money, 
no  matter  which  way  you  trade. 


j;  j  ^  touch-tone  $1 0 
I  £t  phone  trades  |  O 


broker-assisted 
trades 


Commissions  are  flat  rate.  No  limit  on  shares  traded. 


I  f  high  commissions  are  taking  a  big  bite  out  of  your 
1  portfolio,  maybe  it's  time  you  gave  Ameritrade  a  call. 
Because  whether  you're  interested  in  buying  100  shares  of 
Kellogg's  or  1,000,  with  Ameritrade  your  commission  for 
an  internet  trade  is  always  going  to  be  the  same — $8  flat. 

No  matter  how  you  look  at  it,  Ameritrade  is  likely  to 
save  you  money  with  every  trade  you  make.  Trade  with 
us  over  the  internet  for  only  $8  a  trade.  Touch-tone  trade 


for  $12.  Or  trade  with  our  broker  for  only  $18,  no  matter 
how  many  shares  you  buy  or  sell. 

Our  name  may  be  new  to  some  of  you,  but  we're 
hardly  new  at  this.  Not  only  have  we  been  around  over 
23  years,  but  we  were  also  the  first  broker  to  trade 
on  the  web.  This  kind  of  staying  power  enables  us  to 
deliver  no-nonsense  trading  at  a  straightforward  price  — 
consistently. 

So  this  morning  after  breakfast,  give  Ameritrade  a  call. 
Once  you  do,  you'll  see  that  saving  money  with  every 
trade  you  make  is  one  sweet  deal. 


A 


Ameritrade 


THE   WAY   TO   TRADE.  PERIOD 


Open  any  Ameritrade  account  by  April  15th,  and  get  a  Free  IRA  for  Life! 
Call  1-800-220-9614.  Or  visit  www.ameritrade.com 


No  annual  fee  IRA  is  valid  for  the  duration  of  the  account  •  Member  NASD/SIPC  •  $2,000  minimum  equity  required  to  open  your  account 
Limit  orders  are  an  additional  $5  00  •  SIPC  account  protection  is  $500,000  with  $100,000  for  cash  claims.  $10  million  additional  account  protection  provided 
Copyright  1998.  Ameritrade,  Inc.  •  Kellogg's  is  a  registered  trademark  of  the  Kellogg  Co. 
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ED  BY  OWEN  ULLMANN 


1  THAT  GORE-BASHING 

AY  NOT  LEAVE  MUCH  OF  A  DENT 


ies  this  sound  familiar?  A  popular  President,  enmeshed 
n  a  scandal,  gallops  away  as  partisan  attacks  bounce  off 
lis  Teflon  armor.  His  loyal  No.  2,  lacking  the  boss's 
(i,  becomes  a  target  of  foes  who  consider  him  an  easier 
.  Sure,  the  Vice-President  is  still  considered  the  front- 
;r  for  the  next  Presidential  election.  But  doubts  grow 
;  his  leadership  skills.  And  critics  sneer  that  he's  a  stiff. 
Gore,  meet  George  Bush.  Eleven  years  ago,  the  Iran- 
a  scandal  put  Bush  in  a  bind  much  like  the  one  Gore 
himself  in  today.  But  Bush  survived  and 
on  to  win  the  Presidency  in  1988.  Political 
say  Gore  can  pull  off  the  same  trick  as  he 
gles  to  escape  being  tarnished  by  Donor- 
and  Bill  Clinton's  alleged  affair  with  a 
gr  White  House  intern. 
IAP.  The  gop  is  doing  its  best  to  keep  the 
Dn  Gore  by  questioning  his  credibility  and 
r  stances.  On  Feb.  10,  Senate  Republi- 
leaked  a  report  accusing  Gore  of  improp- 
soliciting  donations  in  '96  and  lying  when 
dd  he  didn't  know  that  the  now-famous 
hist-temple  event  was  a  fund-raiser, 
the  same  time,  gop  lawmakers  are  blast- 
Gore  pet  project:  requiring  telecom  giants 
re  all  schools  and  libraries  to  the  Internet 
100.  Republicans  say  the  plan  will  spread 
igraphy  into  the  schools.  And  they  say  it 
king  up  phone  bills  because  some  long-dis-  ~ 

carriers  are  already  passing  anticipated  costs  on  to 
imers.  Gore  is  also  under  attack  for  his  role  in  negoti- 
a  pact  in  Kyoto  last  December  to  curb  global  warming: 
ritics  claim  it  will  cost  millions  of  U.  S.  jobs.  And  one  of 
illion  sex-scandal  jokes  going  around  is  that  Clinton  has 
ee-word  secret  weapon  for  staving  off  impeachment: 
dent  Al  Gore.  "If  Bill  Clinton  is  Teflon  so  far,  Al  Gore  is 
per — whatever  flies  by  will  stick,"  chirps  Republican 
tnal  Committee  communications  director  Mike  Collins. 


CAPITAL  WRAPUP 


the  VEEP:  Last  laugh: 


Recent  polls  bear  that  out.  Although  Gore  receives  high  ap- 
proval marks  as  Veep,  most  voters  are  not  yet  convinced  that 
he's  Presidential  timber.  According  to  a  mid-Januaiy  Gallup 
Poll,  only  30%  of  respondents  considered  him  qualified  enough 
for  the  top  job  to  vote  for  him;  36%  said  he's  unfit  to  be  Pres- 
ident. "The  question  is  whether  they'd  trust  him  as  Presi- 
dent," says  Vanderbilt  University  political  scientist  Erwin 
C.  Hargrove.  Adds  Richard  Bennett,  an  independent  New 
Hampshire  pollster:  "I'd  be  concerned  if  I  were  Al  Gore." 

Similar  things  were  said  about  Bush.  But,  in 
fact,  many  of  the  factors  that  helped  Bush 
bounce  back  could  also  work  in  Gore's  favor. 
The  economy  is  booming.  The  Veep  has  a 
tremendous  edge  over  potential  primary  rivals 
in  money  and  organization.  And  like  the  Dem- 
ocratic "seven  dwarfs"  of  1988,  the  lineup  of 
gop  hopefuls  for  2000 — with  the  possible  ex- 
ception of  Texas  Governor  George  W.  Bush — is 
shoil  in  stature.  Besides,  the  public  seems  sat- 
isfied with  a  government  that  has  a  Democratic- 
President  and  GOP-controlled  Congress. 
CONSPIRACY  THEORY.  "There  are  so  many  sim- 
ilarities between  them,"  says  Marlin  Fitzwater, 
who  was  a  press  secretary  to  both  Ronald 
Reagan  and  Bush.  "I  don't  see  any  way  Gore 
could  be  denied  the  nomination  unless  the  econ- 
omy goes  down  the  tubes." 

That's  why  Gore's  handlers  claim  they're  not 
shaken  by  the  recent  GOP  barrage.  "Republicans  realize  they 
have  a  formidable  political  opponent,"  says  Gore  media  adviser 
Robert  D.  Squier.  "When  you  have  somebody  who  stands 
apart  from  the  rest,  a  conspiracy  forms  naturally.  It's  all 
aimed  at  him,  and  it's  pretty  easy  to  spot." 

Even  Gore's  harshest  critics  concede  that  he's  still  the 
man  to  beat  in  2000.  So  they're  trying  their  hardest  to  rough 
him  up  between  now  and  then — lest  history  repeat  itself. 

By  Richard  S.  Dunham 


MTOR  CLINTON? 

illary  Clinton's  bravura  perfor- 
lce  at  the  recent  World  Economic 
um  in  Davos,  Switzerland,  has 
ry  attendees  predicting  she  has  a 
ter  political  future  than  her  spouse, 
re  were  whispers  about  a  Senate 

after  Clinton  leaves  office.  After 
the  Clintons  don't  own  a  house  and 

have  to  settle  somewhere.  Hillary 
Id  expect  a  warm  welcome  in  New 
k,  for  example,  and  such  a  move 
dd  not  be  without  precedent, 
nember  Bobby  Kennedy? 


NEWT'S  NEW  NEMESIS 

►  Chuck  Lokey,  a  former  GOP  county 
chairman  in  Georgia,  thinks  his  con- 
gressman is  way  too  liberal.  So  he's 
gearing  up  to  run  against  him. 
Lokey's  potential  rival:  House  Speak- 
er Newt  Gingrich.  Chief  among 
Lokey's  complaints  is  that  Gingrich 
compromises  too  much  with  President 
Clinton.  Democrats  are  delighted  that 
Lokey,  a  computer  consultant  who  has 
yet  to  declare  his  candidacy  formally, 
might  keep  Gingrich  preoccupied  with 
a  primary  challenge. 


IMPEACHMENT  INTRIGUE 

►  Despite  President  Clinton's  soaring 
public-approval  ratings,  House 
Republicans  are  quietly  putting 
together  plans  for  possible  impeach- 
ment proceedings.  House  Speaker 
Gingrich  and  other  Republican 
leaders  have  discussed  tapping  a 
reserve  fund  to  hire  staffers  for  a 
Judiciary  Committee  investigation. 
But  first,  independent  counsel  Ken- 
neth W.  Starr  must  give  Congress 
evidence  of  criminal  wrongdoing  by 
the  President. 
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SWEDEN 


ASTRA:  IT'S  NOT 
OVER  YET 


Despite  his  efforts  to  clean 
house,  CEO  Mogren  finds 
himself  under  fire  at  the 
scandal-plagued  drugmaker 

Hakan  Mogren  has  had  a  fabled  ca- 
reer as  ceo  of  Astra.  In  a  decade 
at  the  top,  Mogren  has  delivered 
30%  annual  price  gains  in  shares 
of  the  drug  company  controlled  by  Swe- 
den's powerful  Wallenberg  clan.  So  far, 
his  reputation  has  remained  untainted  as 
allegations  of  sexual  harassment,  first 
revealed  in  a  business  week  cover  sto- 
ry (May  13,  1996),  have  mired  Astra 
usa  Inc.  and  its  former  ceo,  Lars  Bild- 
man,  in  scandal. 

But  the  affair  has  cost  the  company 
plenty.  On  Feb.  5,  Astra  usa  agreed  to 
pay  a  record  $9.8  million  to  settle  sexu- 
al harassment  charges  brought  by  the 
U.  S.  Equal  Employment  Opportunity 
Commission.  A  day  earlier,  Astra  filed  a 
lawsuit  against  Bildman  seeking  $15  mil- 
lion for  allegedly  defrauding  it.  The  suit 
claims  Bildman  used  Astra  funds  to  pay 
for  prostitutes,  vacations,  and  home  ren- 
ovations. "We  had  to  sue  him  because  of 
the  damage  to  our  company  both  in 
monetary  and  image  terms,"  Mogren 
told  business  week  in  an  interview. 
"We  hope  this  is  the  end  of  it." 
BIG  SPENDER?  That  may  be  wishful 
thinking.  As  the  U.  S.  scandal  ripples 
back  to  Sweden,  Mo- 
gren is  coming  under 
pressure.  Questions 
are  being  raised 
about  his  manage- 
ment style  and  corpo- 
rate spending  habits 
just  as  Astra  faces  the  loss 


of  patent  protection  on  Losec,  its  block- 
buster anti-ulcer  drug.  Company  morale 
is  low,  and  heads  of  key  units  have  been 
replaced. 

Now,  Bildman  and  other  former  execs 
are  threatening  to  drag  Mogren  person- 
ally into  the  new  case.  Bildman's  defense 
attorney,  Erik  J.  Frick  of  Eckert  Sea- 
mans,  Cherin  &  Mellott,  insists  that  Bild- 
man's alleged  misuse  of  corporate  funds 
was  "consistent  with  the  way  Astra  and 
its  subsidiaries  across  the  world  operat- 
ed" and  that  Bildman  "did  nothing  out  of 
the  ordinary  for  Astra."  To  support  this, 
Frick  threatens  to  produce  witnesses 
and  evidence  that  may  damage  Mogren. 

Gerhard  Miksche,  former  head  of  the 
company's  patents  office,  who  says  he 
was  maltreated  by  Mogren  and  left  in  a 
dispute  in  the  early  '90s,  is  one  potential 
witness.  Miksche  said  in  an  interview 
that  Mogren's  "extravagant  eating, 
drinking,  and  high  living"  permeated 
the  company's  culture  and  that  Mogren 
"is  doing  things  he's  accusing  other  peo- 
ple in  the  company  of  doing."  Specifi- 
cally, Miksche  and  another  former  Astra 
executive  describe  Mogren  receiving 
tax-free  "gifts"  of  cases  of  wine  worth 
tens  of  thousands  of  dollars  annually 
from  Astra  subsidiaries.  Mogren  denies 
the  allegations  but  admits  he  received 
small  gifts  of  wine  from  Bildman. 

Miksche  also  alleges  that  Mogren,  a 
carpenter's  son,  had  costly  renovations 
done  at  company  expense  on  a  lavish 
13-room  property  where  Mogren  and 
his  family  live.  Located  on  Stockholm's 
exclusive  Soder  island,  it  consists  of  two 
adjoining  apartments  connected  by  slid- 
ing doors.  One  is  owned  by  Mogren. 
The  other,  owned  by  the  company, 
is  used  for  business  purposes.  Mo- 
gren insists  that  the  allegation  of 


personal  misuse  of  coporate  funds  isil 
complete  lie,"  and  says  the  board  Itr 
proved  payment  for  renovations  to  wi 
coporate  apartment,  an  assertion  tiki 
Katarina  Bystrom,  an  Astra  direct 
and  union  representative,  confirms.  I  • 

A  former  Astra  executive  says  tiki 
in  1995  he  flew  with  Mogren  and  ■! 
family  at  company  expense  to  attei 
an  opera  in  Finland.  According  to  tp, 
executive,  Mogren  repeatedly  used  col;; 
pany  jets  to  indulge  his  passion  i*. 
opera.  Astra  confirms  that  the  1995  t|: 
took  place  but  says  it  was  a  legi timer 
business  expense  and  that  transports: 
family  members  didn't  cost  any  mori 

Mogren  claims  Bildman,  who  pleacc 


►  MANAGEMENT  TURMOIL 

Astra  has  fired  the  heads  of 
its  key  U.S.,  German,  and  Nordic- 
divisions  in  the  wake  of  the 
Bildman  scandal  that  erupted 
in  1996.  The  head  of  its  British 
unit  has  quit. 


►  PATENT  EXPIRATIl 

Astra's  $3  billion  anti-ulct 
drug,  Losec,  will  lose  pattil 
protection  in  smaller  mai£ 
such  as  Greece  and  Dennli 
starting  next  year,  and  inp 
crucial  U.S.  market  in  20(i. 


THE  HEAT 
ON  MOGREN 

The  scandal  isn't  the  only 
reason  the  CEO  is 
catching  a  lot  of  flak 

DATA:  BUSINESS  WEEK  , 


iy  in  the  U.  S.  on  Jan.  26 
riminal  charges  of  filing 
-  tax  returns  and  may  face 

0  21  months  in  prison,  is 
king  such  stories  because 
3  in  a  desperate  situation 
efend  himself." 
11  along,  Mogren  has  de- 

any  knowledge  of  prob- 

1  in  Bildman's  unit  before 

:ness  week's  investigation.  He  says 
wrongdoers  were  confined  to  Bild- 
and  a  small  group  of  his  U.  S.  and 
opean  colleagues.  He  alleges  that 
man  went  to  great  lengths  to  con- 
misdeeds  from  him  and  other  exec- 
es  at  the  company's  headquarters 

(EOVER  THREAT 

mergers  shake  the  drug 
ry,  the  company  is  seen 
kely  target.  Astra  shares 
isen  36%  since  early 
iber,  partly  as  a  result  of 
peculation. 


MOGREN:  "On  a  pendulum 
between  a  hero  and  a  zero " 

outside  Stockholm.  But  the 
spate  of  high-level  sackings 
begs  the  question  of  how  Mo- 
gren could  not  have  known. 

On  Jan.  23,  Andreas  Feul- 
ner,  former  head  of  its  Ger- 
man operation,  left  the  com- 
pany. An  Astra  spokesman 
claimed  Feulner  participated 
with  Bildman  in  company-paid 
cruises  with  prostitutes.  Feul- 
ner admits  taking  yacht  trips 
but  denies  any  wrongdoing. 
Although  Feulner  was  a  mem- 
ber of  Mogren's  five-member 
executive  committee  until  the 
fall  of  1996,  Mogren  says  that 
Feulner  never  informed  him 
or  Astra  investigators  about 
the  improprieties. 

Feulner  wasn't  the  only  top 
executive  to  take  a  fall.  In 
June,  1996,  at  the  same  time 
Astra  fired  Bildman  and  sev- 
eral of  his  U.  S.-based  employ- 
ees, it  also  terminated  Anders 
Lonner,  its  Nordic  regional  di- 
rector based  in  Stockholm.  As- 
tra says  Lonner  was  fired  for 
failing  to  inform  it  of  Bildman's 
and  the  U.S.  unit's  misdeeds. 
Lonner  says  he  left  after  re- 
fusing to  participate  in  Mo- 
gren's effort  to  scapegoat  Bild- 
man for  actions  typical  of 
Astra's  corporate  culture. 


HIGH  LIVING? 


The  CEO  calls  an 
allegation  that  he  had  an  apartment 
renovated  for  personal  use  at 
company  expense  "a  complete  lie" 


The  latest  twists  and  turns  in  the 
Bildman  case  come  as  Astra's  manage- 
ment continues  in  turmoil.  Some  cur- 
rent and  former  Astra  employees  char- 
acterize Mogren  as  an  imperial  ceo, 
distant  from  day-to-day  operations. 
Morale  is  low,  insiders  say.  Mogren  ac- 
knowledges that  the  scandal  has  taken  a 
toll  but  insists  he  is  restoring  morale. 

Mogren's  steps  include  replacing  the 
heads  of  Astra's  U.  S.,  German,  and 
Nordic  units  over  the  past  20  months. 
Separately,  the  female  head  of  its 
British  operation  quit  to  join  another 
company.  The  four  areas  account  for  a 
third  of  Astra's  $5.6  billion  annual  sales. 
"The  whole  business  has  taken  up  a  lot 


of  management  time,"  says  board  mem- 
ber Bystrom. 

Mogren  is  under  pressure  for  reasons 
other  than  the  scandal.  Patents  on  Losec 
start  to  expire  next  year.  Mogren  pro- 
pelled the  anti-ulcer  medication  into  the 
world's  top-selling  prescription  drug,  ac- 
counting for  47%  of  Astra  sales  and  60% 
of  its  $1.8  billion  annual  earnings.  In  the 
crucial  U.  S.  market,  the  ding  has  patent 
protection  until  at  least  2001. 

Investors  are  worried  that  Astra 
won't  find  it  easy  to  replace  such  a  po- 
tent profit-spinner.  Astra's  stock  has 
traded  at  a  steep  discount  to  other 
drugmakers  for  much  of  last  year.  In 
January,  the  company  hosted  a  research- 
and-development  update  for  analysts  to 
promote  the  commercial  potential  of 
perprazole,  another  anti-ulcer  drug, 
which  Astra  estimates  could  hit  a  peak 
$1  billion  in  annual  sales.  But  perprazole 
is  only  now  entering  clinical  trials,  and 
so  is  unproven.  And  it  is  so  closely  re- 
lated chemically  to  Losec  that  Astra 
concedes  that  it  may  not  qualify  for  full 
patent  protection. 

There's  even  talk  that  Mogren  should 
resign.  A  poll  published  on  Jan.  27  by 
the  respected  Swedish  business  paper 
Dagens  Industri  showed  that  88%  of  fi- 
nancial analysts  believed  Astra's  share 
price  would  rise  if  Mogren  stepped 
down.  "I've  been  on  a  pendulum  be- 
tween a  hero  and  a  zero,"  frets  Mogren. 
MERGER  MANIA.  The  industry's  consoli- 
dation wave  is  another  worry.  News 
of  Glaxo  Wellcome  and  SmithKline 
Beecham  PLC's  advanced  merger  talks 
has  sent  share  prices  of  As- 
tra and  other  drugmakers 
soaring  on  takeover  specu- 
lation. Astra  looks  especial- 
ly vulnerable. 

Mogren  may  be  able  to 
hold  on  to  his  job.  Investor, 
the  Wallenberg  unit  that 
controls  about  12%  of  As- 
tra's shares,  still  supports 
him  publicly.  Chairman  Percy  Barnevik 
says  Mogren  faces  a  "pack  mentality" 
among  analysts,  investors,  and  journal- 
ists. Joseph  Kunan,  an  analyst  at 
Franklin  Mutual  Advisers  Ltd.,  a  big 
owner  of  Astra  and  Investor  shares, 
insists  that  Mogren  is  "still  the  right 
guy  to  run  Astra."  Two  Astra  board 
members  say  they're  still  backing  the 
embattled  ceo.  "Hakan  has  been  a  very 
good  leader,"  says  one,  L.  M.  Ericsson 
ceo  Lars  Ramqvist.  "He  has  not  at 
all  been  involved  in  the  scandals."  But 
it's  less  sure  that  Mogren  can  remain 
unsullied. 

By  Julia  Flynn  in  London,  with 
Aria  ne  Sains  in  Stockholm 


BUSINESS  WEEK  /  FEBRUARY  23,  1998  51 


International  Business 


SOUTH  KOREA 


THE  SHAREHOLDER  REVOLT 
COMES  TO  KOREA 

U.S.  investor  funds  bolster  a  bid  to  reform  the  chaebol 


■  t's  the  strongest  challenge  yet  to  the 
I  opaque  business  practices  of  South  Ko- 
I  rea's  major  conglomerates,  or  chaebol. 
Three  foreign  fund  managers,  led  by 
Tiger  Management  Corp.,  are  teaming 
up  with  a  Korean  shareholder  activist 
group  to  take  on  sk  Telecom,  a  blue-chip 
mobile-telephone  operator.  The  company 
is  part  of  the  sk  Group  conglomerate 
and  is  one  of  the  most  popular  stocks 
for  foreign  investors  on  the  Korean  ex- 
change. The  reformers  want  a  say  in  the 
management  of  sk  Telecom,  which  the 
government  ruled  was  being  milked  of  its 
profits  by  group  Chairman  Chey  Jong 
Hyon  and  his  family  to  benefit  affiliated 
companies. 

If  the  investors  are  successful,  they 
may  force  an  end  to  a  standard  practice 
in  Korea  that's  abhorrent  to  most  U.  S. 
investors:  shifting  money  within  a  group 
from  successful  business  units  to  poorer 
sister  companies  to  compensate  for  loss- 
es. Tiger  Management,  a  group  of  hedge 
funds  inn  by  New  York  investor  Julian 
H.  Robertson  Jr.,  along  with  Scudder 
Kemper  Investments 
Inc.  and  Oppen 
heimer  Global 
Fund  have  accu- 
mulated nearly 
10%  of  sk  Tele- 
com. In  a  Feb.  3 
filing  with  the 
U.  S.  Securities 
&  Exchange  ■ 
Commission,  the  1 
U.  S.  group  said  it 
would  seek  to  change 
how  sk  Telecom  is 


managed  in  order  to  ensure  that  the 
company  is  operated  in  a  way  that  bene- 
fits all  its  shareholders. 

An  sk  Telecom  spokesman  pledges 
changes  but  wouldn't  comment  on  the 
specific  demands.  "It  is  not  just  us  who 
have  done  this,"  he  says.  "It  used  to  be 
common  practice  for  the  chaebol  to  help 
out  sister  companies.  Now,  it's  time  for  us 
to  depart  from  the  past, 
and  we  will  make  efforts 
to  achieve  management 
transparency."  A  Tiger 
spokesman  agreed  that 
sk  Telecom's  manage- 
ment had  been  receptive 
to  its  concerns  during 
preliminary  meetings. 

Tiger  is  joined  by  the 
People's  Solidarity  for 
Participatory  Democra- 
cy, which  says  minority 
shareholders  in  sk  Tele- 
com are  being  bilked  by 
the  money  transfers. 
The  Tiger-led  group  has  proposed  that,  at 
a  shareholders'  meeting  in  early  March, 
sk  Telecom  appoint  two  directors  from 
outside  the  company  to  monitor  cor- 
porate activities.  It  also  proposed  that 
the  company  amend  its  charter  so 
that  shareholders  must  approve  any 
overseas  investments,  loans  in  U.  S. 
dollars  or  Japanese  yen,  or  issuance 

READY  TO  CHANGE? 

Having  faced  flak  from 
Seoul  for  funneling  profits 
from  SK  Telecom,  Chey 
Jong  Hyon  promises  more 
transparency 


THE  RUNUP  IN  SK  TELECOM 


AUG.  16,  '97  FEB.  11 

▲  THOUSANDS  OF  SOUTH  KOREAN  WON 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


of  shares  abroad.  Those  measures  woijl 
keep  a  check  on  overseas  expansion  a 
borrowing — practices  that  caused  t 
bankruptcies  of  several  chaebol  Is] 
year — as  well  as  dilution  of  existing  sha1 
value. 

Analysts  say  sk  Telecom  is  likely 
yield  on  appointing  outside  directors, 
though  not  necessarily  foreigners.  But' 
may  not  accept  shareholder  approval  ov! 
overseas  investment  and  borrowing  d 
cisions.  "Whether  the  foreign  fund  ma 
agers  and  Korean  activist  shareholde 
win  an  outright  victory  or  not  doesi 
really  matter,"  says  Sohn  Bin  of  Ac 
Capital  Management.  "The  chaebol  m, 
resist,  but  pressure  will  keep  building 
demand  more  and  more  transparen< 
There's  no  way  for  the  chaebol  to  cc 
tinue  ignoring  it." 

In  any  case,  the  Tig 
Group  and  the  Kore; 
shareholders  will  like 
need  the  backing  of  t 
government  to  get  th< 
measures  approved 
state-run  Korea  Telecc 
holds  19%— as  well 
the  support  of  oth 
foreign  interests  th 
hold  23%.  Chairm 
Chey  and  his  relativ 
control  about  26%,  wi 
the  remainder  he 
mostly  by  Korean  ins 
tutional  investors. 

The  challenge  to  sk  Group  was  ma 
easier  by  a  previous  government  rutu 
that  shows  the  tide  is  already  turnir 
On  Dec.  23,  the  Fair  Trade  Commissii 
found  that  sk  Telecom  had  paid  inflat 
prices  for  equipment  and  services  fro 
its  affiliates  as  a  way  of  transferring  i 
sets  to  them.  This  lowered  sk  Telecon 
operating  profits — from  31%  of  sales 
1994  to  14%  in  1996— and  eased  the  pr 
sure  to  pay  higher-  dividends  and  eorp 
rate  taxes. 

People's  Solidarity  not  only  wants  t 
practice  to  stop.  It  wants  foreign  shar 
holders  to  back  its  demand  that  sk  Tel 
corn's  improperly  tunneled  money  be  r 
turned.  "The  sk  Telecom  case  is  a  typk 
example  of  chaebol  abuses,"  says  Chai 
Ha  Sung,  People's  Solidari 
leader  and  an  economics  pr 
fessor  at  Korea  University.  1 
regularities  at  other  cha 
bol,  he  says,  include  havii 
successful  units  cover  tl 
costs  of  advertising  and  ev< 
salaries  at  less  successful  bus 
nesses.  With  practices  such 
these,  watch  for  more  sharehold* 
revolts  against  Korea  Inc. 

By  Moon  Ihlwan  in  Sec 
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DEALER  SONAWALA:  "Tell 
[Buffett]  he  can't  last" 


INDIA 


WILL  INDIAN  SILVER 
TARNISH  BUFFETT'S  PLANS? 

Asia's  biggest  buyers-and  hoarders-of  silver  are  selling  instead 


■  n  the  heart  of  central  Bombay,  in  a 
I  small  compound  surrounded  by  old 
I  residential  buildings,  stands  the  city's 
largest  bullion  refinery,  owned  by  the 
Sonawala  family.  Here,  1,543  pounds  of 
silver  bars  imported  daily  from  Swiss 
banks  are  reduced  to  smaller  ingots. 
Silversmiths  buy  the  ingots  to  turn 
them  into  the  dishes,  flatware,  coins, 
jewelry,  and  foil  that  merchants  ped- 
dle in  the  silver  bazaars.  According  to 
the  Silver  Institute  in  Washington,  In- 
dian demand  reached  4,040  tons  in  1996 
and  at  least  that  much  last  year.  That's 
16%  of  global  demand,  making  the  coun- 
try the  largest  silver  market  on  earth 
after  the  U.  S.  Little  wonder,  then,  that 
the  refinery  is  usually  hopping. 
STALLED  IMPORTS.  But  in  the  past  two 
months,  work  at  the  refinery  has 
slowed — because  of  one  man  half  a 
world  away.  Until  a  few  days  ago,  most 
Indians  had  never  heard  of  Warren  Buf- 
fett. They  even  say  his 


metal  costs  too  much.  Today,  more  and 
more  Indians  are  selling  their  dishes 
and  jewelry  made  of  silver,  which  now 
fetches  $7.25  an  ounce,  20%  above  the 
normal  $6.  That  makes  for  an  interest- 
ing match-up:  960  million  Indian  sell- 
ers vs.  one  billionaire  buyer  from  Oma- 
ha. "Tell  [Buffett]  he  can't  last," 
thunders  dealer  and  refiner  Mukul  Son- 
awala. "Indians  say  the  price  is  too 
high.  They're  saying:  'Mr.  Buffett,  have 
your  buffet,  we'll  wait  till  the  price 
drops.  Good-bye.' " 

If  Sonawala  is  right,  India  could  put 
downward  pressure  on  the  silver  prices 
that  Buffett  has  driven  up.  A  walk 
through  Bombay's  normally  crowded 
silver  market  certainly  shows  that  few 
are  buying.  During  this  auspicious  time 
of  year  for  Hindus,  when  the  stars  are 
properly  aligned  for  weddings  and  com- 
ing-of-age  ceremonies,  merchants  nor- 
mally ring  up  their  biggest  sales  of  sil- 


name  wrong,  confusing  it 

with  buffet  no  matter,  if  the  price  of  silver  stays  at 

Since  last  October,  when  *  " 

Buffett  began  buying  sii-  m0re  than  $7  an  ounce,  Indian 

ver,  imports  into  India  ' 

have  nearly  stalled  as  In-  demand  COllld  dlDD  by  40% 

dians  decided  that  the  *  t/ 


verware,  coins,  and  statues  of  i 
ligious  deities.  But  this  year,  t 
silver  shops  are  deserted.  N 
even  the  usually  free-spendi 
overseas  Indians  can  be  spi 
striking  a  deal. 

Instead,  at  top  shops  such 
Bherumal  Shamandas  and  to 
Tribhovandas  Bhimji  Zaveri,  ci 
tomers  are  coming  in  to  sell  th 
silver  dinner  services.  They  eith 
pocket  the  cash  or  invest  the  p: 
ceeds  in  gold,  which  is  trading  t 
low  $300  an  ounce.  According 
M.  L.  Damani.  president  of  t 
Bombay  Bullion  Assn.,  India 
sold  1.7  tons  of  silver  in  just  thr 
days  in  early  February. 
SAFETY  NET.  Unlike  the  rest 
the  world,  where  silver  is  us> 
mostly  for  electronics  and  ph 
tographic  materials,  the  use  of  silv 
in  India  is  predominantly  personal.  I 
dians  consider  silver  and  gold  a  form 
personal  security  in  a  nation  that  pi 
vides  no  social  safety  net  for  its  ci 
zens.  Consequently,  a  silver  item  is  t 
first  purchase  from  savings.  India 
wear  silver  jewelry,  embroider  sil 
threads  into  clothing,  worship  idc 
made  of  silver,  and  eat  off  of  silv 
plates.  They  even  consume  an  estim 
ed  132  pounds  of  silver  a  day  in  t' 
form  of  a  gossamer-thin  foil  that  cove 
desserts  or  gets  ground  with  tobaccc 
Indians'  use  of  silver  is  so  extensi 
that  dealers  here  feel  little  need  f 
knowledge  of  the  international  rra 
kets.  Even  now,  just  a  handful  of  silv 
dealers  know  anything  about  Wair 
Buffett's  current  play;  some  even  m: 
takenly  think  the  high  prices  mean  t 
Hunt  brothers  are  up  to  their  o 
tricks. 

But  if  India  holds  the  key  to  silvq 
market  trends,  Buffett  should  ta 
heed.  The  Bombay  Bullion  Assn.  sa 
that  if  the  price  of  silver  continues 
ride  at  more  than  $7  an  ounce,  Indi 
demand  could  fall  by  40%  this  ye^j 
driving  the  price  down  to  $6.50.  Almc 
all  of  the  110,000  tons  of  silver  stock 
India  is  held  by  private  citizens,  squ: 
reled  away  in  iron  safes  and  cupboanjj 
So  Buffett's  calculations  could  be  dn 
tically  upset  if  Indians  start  unloadii 
all  that  tonnage.  Bombay  bullion  deal 
Sonawala  jokes  that  if  that  happerj 
Buffett,  like  the  Indians,  may  have 
consume  some  of  his  4074  tons  of  si\v\ 
himself  to  keep  prices  up.  That  wo 
be  some  buffet. 

By  Manjeet  Kripalani  in  Bomh 
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COMMENTARY 

By  Elisabeth  Malkin 


MEXICO:  WHY  AT&T  AND  MCI  ARE  UP  IN  ARMS 


Phone  giant  Telefonos  de  Mexico 
is  Mexico's  biggest  company  and 
the  bellwether  of  its  stock  mar- 
ket. So  Mexico's  regulator,  the  Fed- 
eral Telecommunications  Commis- 
sion (Cofetel),  has  powerful  reasons 
to  be  protective  of  Telmex:  Its  per- 
formance strongly  influences 
investor  confidence  in  Mexico. 

But  competitors  charge  the  rules 
are  stacked  in  Telmex'  favor.  The 
Mexican  joint  ventures  of  mci  Com- 
munications Corp.  and  AT&T 
complain  that  Telmex  is 
using  fat  profits  from  its 
local  service  to  subsidize 
deep  price-cutting  on 
long-distance  rates. 
Worse,  competitors  say, 
those  profits  are  fed  by 
steep  fees  they  must  pay 
Telmex  to  route  calls  through 
its  local  fines.  In  protest,  MCl's 
Mexican  venture,  Avantel,  is 
freezing  outlays  halfway 
through  its  ambitious  $1.8  bil- 
lion investment  plan.  In  addi- 
tion, mci  and  at&t  are  oppos- 
ing Telmex'  application  to 
operate  long-distance  service 
in  the  U.  S.  with  Sprint 
Corp. 

Mexico's  regula- 
tors must  act 
quickly  and  deci- 
sively to  settle  this 
dispute.  If  it  is  allowed  to 
fester,  it  will  put  a  brake  on 
the  expansion  of  telecommunications 
in  Mexico,  with  Mexican  phone  users 
the  ultimate  losers.  For  starters, 
Cofetel  should  turn  up  the  heat  on 
Telmex  to  show  that,  with  total  sales 
of  $7.45  billion  and  profits  of  $1.58 
billion  last  year,  the  company's  long- 
distance and  local  businesses  each 
pay  for  themselves,  as  Mexican  law 
requires.  Competitors  will  be  watch- 
ing closely  at  the  end  of  the  month, 
when  Cofetel  expects  Telmex  to  de- 
liver a  belated  accounting  break- 
down, to  see  whether  the  numbers 
give  an  accurate  picture. 

Despite  appearances,  the  dispute 
is  not  simply  an  issue  of  Mexican  vs. 
foreign  investors.  When  Telmex  was 
privatized  in  1990,  France  Telecom 
and  U.  S.  Baby  Bell  sbc  Communica- 


tions Inc.  joined  with  Mexico's  Grupo 
Carso  to  buy  a  controlling  stake. 
Now,  foreigners  own  more  than  65% 
of  Telmex'  stock. 

A  major  sore  point  is  the  intercon- 
nection fee  of  about  6(?  a  minute — 
one  of  the  highest  in  the  world — that 
competitors  must  pay  Telmex  to 
complete  calls  through  its  local  lines. 
That  compares  with  an  actual  con- 
nection cost  that  Avantel  estimates 
at  just  a  half-cent,  at&t  and  mci  also 
are  seeing  red  over  another  subsidy 
that  they  must  pay  Telmex,  equal  to 
58%  of  the  "settlement 
fees"  their  Mexican  ven- 
tures receive  from  for- 
eign carriers  for  han- 
dling inbound  calls  to 
Mexico,  mostly  from 
the  U.  S.  In  all,  Avantel 
estimates 


Is  Telmex  unfairly  using  fat 
profits  from  local  service  to 
hobble  foreign  competitors? 


that  it  is  handing  over  half  of  its 
revenue  to  Telmex. 

Originally,  the  high  fees  were  jus- 
tified as  revenue  to  help  Telmex  ex- 
pand its  local  service.  But  the  num- 
ber of  local  lines  grew  only  5%  last 
year,  and  there  are  still  only  10  lines 
per  100  persons  in  Mexico.  That's  far 
below  what's  needed  to  develop  the 
country's  economy.  If  regulators 
don't  sort  out  the  long-distance  dis- 
pute, it  could  crimp  plans  to  open 
the  local  market  to  competition — the 


key  to  hooking  up  millions  of  vil- 
lagers and  working-class  Mexicans. 

In  its  defense,  Telmex  says  rivals' 
success  in  capturing  30%  of  the  long- 
distance business  in  just  a  year 
proves  the  market  is  open.  Communi- 
cations Under  Secretary  Javier 
Lozano  Alarcon  and  Cofetel  say  they 
are  willing  to  renegotiate  the  subsi- 
dies, but  they  want  a  package  deal. 
They  are  looking  to  clear  the  way  for 
Telmex'  entry  into  the  U.  S.  And  they 
insist  on  linking  the  fee  dispute  inside 
Mexico  to  the  negotiation  of  cross- 
border  settlement  fees,  worth  $800 
million  to  Mexico  last  year.  U.  S.  car- 
riers and  the  U.  S.  Federal  Communi- 
cations Commission  want  to  bring  the 
latter  down  at  a  faster  pace  than  the 
Mexicans  will  accept.  AT&T,  pushing 
the  issue,  may  decide  unilaterally  how 
much  to  pay  when  the  quarterly  set- 
tlement comes  due  in  March. 

A  LOST  GAMBLE.  Despite  the 
onerous  charges,  mci's 
predicament  stems 
partly  from  a  business 
gamble  it  took  and  lost. 
Even  before  the  local  inter- 
connection fees  were  set  in 
April,  1996,  mci  committed 
itself  and  its  partner, 
Grupo  Financiero 
Banamex-Accival,  to 
spending  $900  mil- 
lion. "How  come  we 
have  objections  now, 
after  the  regulations 
have  been  in  place 
for  two  years?"  asks 
Ricardo  Peon,  tele- 
com analyst  for 
Deutsche  Morgan 
Grenfell  in  Mexico 
City. 

So  far,  Mexico's  long-distance  mar- 
ket opening  is  a  success  where  it 
counts — for  the  consumer — admits 
Avantel  ceo  Francisco  Gil  Diaz.  "But 
it  doesn't  offer  conditions  for  the  in- 
vestment to  continue  flowing,"  he 
adds.  Mexico's  regulators  will  need  to 
loosen  up  and  negotiate — to  build  a 
better  phone  system,  and  a  modern 
Mexico. 


Correspondent  Malkin  tracks  busi- 
ness trerids  from  Mexico  City. 


You  wanted  to  save  the  world. 
Would  you  settle  for  helping  a  few  global  companies? 


j've  always  wanted  to  flex  your 
ive  muscles,  make  an  impact, 
ge  the  world. 

agine  what  you  could  accomplish  at 
)f  the  world's  leading  management 
echnology  consulting  organizations. 
J  team  with  some  of  the  most 
essful  companies  in  the  world, 
panies  that  want  to  explore  new 
iets,  lead  their  industries, 
:e  their  futures.  Working  with 


professionals  from  diverse  disciplines 
and  backgrounds,  you'd  help  these 
companies  align  strategy  with  people, 
processes  and  technology— a  holistic 
approach  that  transforms  visionary 
ideas  into  successful,  working  realities. 

It's  a  high-energy  environment 
where  you  can  leverage  your  skills  in 
collaborative,  large-scale  efforts.  In  the 
process,  you  can  learn,  broaden  your 
perspective  and  shape  the  kind  of 
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EDITED  BY  JOHN  TEMPLEMAN 


THE  EURO  ISN'T 
OUT  OF  THE  WOODS 


For  months,  Europe  has  blithely  sauntered  toward  Euro- 
pean Monetary  Union  (emu),  despite  worries  among  econ- 
omists as  to  whether  Continental  economies  are  ready. 
Political  opposition  has  been  tepid.  In  Germany,  Chancellor 
Helmut  Kohl  has  turned  European  unity  and  the  euro  com- 
mon currency  into  motherhood-and-apple-pie  issues.  Both  his 
possible  Social  Democratic  Party  opponents  in  September's 
general  elections  agree. 

But  underneath  the  veneer  of  unanimity,  voters  have  real 
doubts  about  emu.  Polls  show  that  most  Germans  want  to 
keep  the  beloved  mark.  Two-thirds  doubt  the  euro,  due  to  be 
launched  next  Jan.  1,  will  be  as  stable. 
FALLING  SHORT.  Now,  four  German  pro- 
fessors are  mounting  a  final  challenge  to 
the  euro  that  could  be  deadly  if  it  suc- 
ceeds. Eight  crimson-robed  Constitu- 
tional Court  judges  are  mulling  whether 
to  hear  a  case  brought  by  the  profes- 
sors that  would  block  monetary  union 
as  unconstitutional.  If  the  court  hears 
the  case  soon,  a  decision  could  come 
just  as  eu  leaders  are  deciding,  early  in 
May,  which  countries  can  join  emu.  The 
four  professors,  including  Wilhelm 
Nolling,  a  former  Bundesbank  council 
member,  contend  that  potential  members  haven't  met  emu's 
strict  criteria:  that  government  debt  should  be  no  more  than 
60%  of  gross  domestic  product  and  its  budget  deficit  no  more 
than  3%.  Legal  analysts  figure  that  winning  won't  be  easy. 
"Based  on  case  law,  I  really  doubt  this  thing  can  fly,"  says 
Jochen  A.  Frowein,  a  director  of  Heidelberg's  Max  Planck  In- 
stitute for  Comparative  Public  Law.  Indeed,  in  October,  1993, 
the  Karlsruhe-based  court  ruled  that  EMU  doesn't  conflict 
with  Germany's  constitution. 

But  just  by  hearing  the  case,  the  judges  could  rattle  Eu- 
rope's stock,  bond,  and  currency  markets.  A  rider  in  the 
1993  ruling  said  all  countries  joining  emu  must  meet  its  cri- 


barrier?  A  German  court  may  say  no 


teria  in  both  letter  and  spirit — something  most  counti 
haven't  done.  If  the  court  were  to  stick  to  that  strict  int 
pretation,  it  could  spell  trouble  for  Germany's  emu  entry, 
The  four  professors  have  already  succeeded  in  their  m 
goal  of  igniting  public  debate.  On  Feb.  9,  155  German 
nomics  professors  weighed  in  with  similar  gripes.  Organi 
by  Bonn  University's  Manfred  Neumann,  they  signed 
open  letter  calling  for  emu  to  be  postponed  until  countrie 
such  as  Italy  and  Belgium — could  meet  the  debt  rules.  " 
fore  our  complaint,  Germans  said:  We  don't  like  the  euro, 
we  have  to  suffer  it,' "  says  Joachim  Starbatty,  econon 
professor  at  the  University  of  Tubin 
and  one  of  the  complainants.  "Now, 
opposition  is  starting  to  grow." 
SKEPTICS.  But  emu  has  gathered  er 
mous  momentum  since  last  fall.  TI 
investors  finally  concluded  the  pro,; 
would  go  ahead  and  have  pushed 
terest  rates  in  countries  such  as  It 
down  close  to  Germany's.  Analysts 
that  halting  emu  now  would  create 
nightmare  of  a  collapsing  Italian 
and  a  soaring  German  mark  that  wc 
break  European  economic  gro\ 
~  against  a  wall  of  market  turmoil, 
might  have  made  sense  a  year  ago  to  talk  about  delay 
emu,"  says  PaineWebber  Inc.  analyst  Alison  Cotrell.  "N 
the  cost  would  be  too  high." 

The  legal  challenge  to  emu  isn't  going  to  vanish.  If 
judges  rebuff  the  case  now,  Germany's  academic  euroskep 
plan  to  try  again  this  fall,  arguing  the  criteria  still  aren't 
ing  met.  By  then,  says  Wilhelm  Hankel,  a  former  top  c 
nomics  official  and  one  of  the  complainants,  the  euro  may 
under-  attack  by  speculators  and  markets  in  turmoil.  If  1 
right,  the  court  might  see  the  case  more  favorably.  At  le 
Germany  may  finally  have  had  the  emu  debate  it  needs. 

By  Thane  Peterson  in  Frank] 


GLOBAL  WRAPUP 


MEXICO  EYES  ASIAN  IMPORTS 

►  Mexico  is  gearing  up  its  antidump- 
ing machinery  against  a  possible 
surge  of  Asian  goods  pouring  into  the 
country  at  cut-rate  prices.  As  worries 
mount  that  Mexico's  current  account 
deficit  could  reach  $12  billion  this 
year,  up  from  about  $7  billion  in  1997, 
the  government  has  begun  moninring 
textile,  steel,  and  chemical  importt 
In  the  past,  Mexico  has  been  more 
than  willing  to  use  antidumping  mea- 
sures to  soften  import  surges. 
The  Mexican  moves  could  spark  a 


protectionist  trend  in  the  region.  In 
the  past,  Brazil  has  eagerly  adopted 
such  measures.  Government  officials 
there  are  already  mulling  import  re- 
strictions, including  raising  new  tariffs 
on  textiles.  Customs  officials  are  also 
threatening  to  crack  down  on  compa- 
nies that  deliberately  low-ball  the  cus- 
toms value  of  imported  goods. 

U.S.  REWARDS  MARKET  REFORMS 

►  It's  not  just  the  World  Bank  and  the 
International  Monetary  Fund  that  are 
trying  to  impose  market-oriented  eco- 
nomic reforms.  The  Africa  Growth  & 


Opportunity  Act,  a  bill  to  reward  ec 
nomic  reform  among  African  nations 
by  lowering  U.  S.  trade  barriers  to 
their  goods,  tries  the  same  approach 
But  a  coalition  of  groups,  includin 
TransAfrica  and  Bread  for  the  Worli 
is  protesting  in  a  letter  to  legislator; 
that  such  reforms  "will  not  automati 
cally  benefit  a  majority  of  household 
and  "constitute  a  rigid  and  inappro 
priate  'one  size  fits  all'  prescription.' 
The  15 — mostly  religious — organiza- 
tions want  more  attention  paid  to  th 
poor  and  to  more  traditional  forms 
direct  aid. 


How  do  you  measure  things 
like  enthusiasm,  cooperation  and  trust? 


iu  were  the  organizer,  the  kid  with 
great  ideas.  You  brought  out  the  best 
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success  of  major  corporations— help 
n  increase  productivity.  Win  and 
in  more  customers.  Achieve  better 
all  business  results, 
j  a  leading  management  and 
inology  consulting  organization, 
ersen  Consulting  helps  top-tier 
ipanies  achieve  successful  change. 
II  team  with  clients  to  develop  tools, 


training  and  techniques  that  will 
unleash  the  full  performance  potential 
of  their  work  forces.  On  large-scale 
projects,  you'll  work  with  professionals 
from  diverse  disciplines  to  help 
companies  align  strategy  with  people, 
processes  and  technology— a  holistic 
approach  that  transforms  visionary 
ideas  into  successful,  working  realities. 
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To  explore  opportunities,  visit  our  web 
site  at  www.ac.com/careers/explore. 

Bring  your  people  skills  to  us. 


Andersen 
Consulting 


rsen  Consulting  is  an  Equal  Opportunity  Employer  0  1W8  Andersen  Consulting. 


It's  payoff  time  at  IBM's  T.J.  Wat- 
son Research  Center  in  Haw- 
thorne, N.  Y.,  and  the  excitement 
is  palpable.  Since  the  1960s,  sci- 
entists here  have  been  strug- 
gling— Henry     Higgins-like — to 
teach  computers  to  talk  with  humans. 
They've  invented  powerful  programs 
that  can  recognize  what  people  say  with 
more  than  95%  accuracy.  Impressively, 
last  summer,  IBM  beat  most  of  its 
competitors  to  market  with  a  jazzy 
and  affordable  speech  program 
called  ViaVoiee  Gold.  It  transforms 
spoken  sentences  into  text  on  a 
computer  screen  and  lets  users  open 
Windows  programs  by  voice  command. 

But  at  Watson,  no  one  seems  content 
with  this  feat.  Instead,  scientists  are 
scrambling  to  perfect  the  next  genera- 
tion of  speech  technology,  which  will 
have  a  profound  impact  on  the  way  we 
work  and  live.  In  one  corner  of  the  main 
speech  lab,  an  intent  staff  member  tests 
an  automated  ticket-reservation  system 
by  asking  the  computer  for  flight  infor- 
mation. Another  researcher  addresses 
a  computer  that  accesses  a  database  full 
of  digitized  CNN  news  clips.  Using  noth- 
ing but  spoken  words,  without  any  ar- 
cane search  commands,  he  plucks  out 
video  broadcasts  on  land  mines.  Down 
the  hall,  34-year-old  Mark  Lucente  ro- 
tates 3-D  images  of  molecules,  cylin- 


ders, and  topographic  maps  on  a  wall- 
size  display  merely  by  gesturing  and 
speaking  to  the  images. 

With  these  prototypes,  ibm  is  taking  a 
giant  step  toward  a  long-cherished  ide- 
al of  computer  scientists  and  sci-fi  fans 
the  world  over:  machines  that  under- 
stand "natural  language" — meaning  sen- 
tences as  people  actually  speak  them, 
unconstrained  by  special  vocabulary  or 


Special  Repo 
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context.  Computers  have  been  listening 
to  humans  and  transcribing  what  they 
say  for  years.  Since  the  1980s,  a  host  of 
startups,  including  Kurzweil  Applied  In- 
telligence and  Dragon  Systems  Inc., 
have  sold  specialized  speech-recognition 
programs  that  were  snapped  up  by  doc- 
tors and  lawyers  who  could  pay  a  fat 
premium.  But  often,  such  programs  had 
small  vocabularies,  required  speaker 
training,  and  demanded  unnatural  paus- 
es between  words. 

Now,  after  decades  of  painstaking  re- 
search, powerful  speech-recognition  tech- 
nology is  bursting  into  the  marketplace. 
The  plummeting  cost  of  computing  and  a 
competitive  frenzy  among  speech  re- 
searchers is  fueling  the  long  overdue  phe- 
nomenon. Carnegie  Mellon  University 
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(cmu),  Massachusetts 
Institute  of  Technology, 
SRI  International,  Lu 
cent  Technologies'  Rell 
Labs,  and  a  welter  of 
small  companies  in 
Boston,  San  Francisco, 
and  Seattle  are  racing 
to  refine  the  mathe- 
matics of  computer- 
based  speech,  license 
the  programs  to  indus- 
try, and,  in  some  cas- 
es, sell  products  as  bold 
as  Big  Blue's  proto- 
types. These  technolo- 
gies are  no  longer  pie- 
in-the-sky,  insists  IBM's 
top  speech  researcher, 
David  Nahamoo.  "With- 
out question,  1998  will 
be  the  year  of  natural- 
language  products,"  he 
says.  "I  feel  very  ag- 
gressive about  this  and 
very  down-to-earth." 

Speech  could  be  the 
ultimate  bridge  be- 
tween humans  and 
machines.  Mouse-click- 
ing is  fine  for  filing  up 
a  spreadsheet.  But 
few  enjoy  clicking  for 
hours  through  Inter- 
net Web  sites,  dia- 
logue boxes,  online  ap- 
plication forms,  and 
help  menus  to  find 
some  scrap  of  infor- 
mation. Worse,  tasks 
that  require  hard-to- 
memorize  commands, 
or  creating  and  find- 
ing files  you  only  use 
on  occasion,  can  be 
onerous,  even  intimi- 
dating.  And  today's  computers  lock  out 
those  who  lack  digital  skills  or  educa- 
tion, not  to  mention  people  with  dis- 
abilities. Little  wonder  that  nearly  60% 
of  U.  S.  households  still  don't  have  a 
personal  computer. 

LONG  WAIT.  Yet  suppose,  for  one  golden 
moment,  that  people  could  instead  say 
the  words:  "Take  me  to  the  Titanic  Web 
page,"  and  the  computer  would  do  just 
that.  Suddenly,  millions  more  could  be 
drawn  into  computing  and  out  into  the 
vast  reaches  of  cyberspace.  Software 
startup  Conversa  Corp.  in  Redmond, 
Wash.,  has  taken  a  step  in  that  direction 
with  a  voice-controlled 
Web-browsing  program — 
though  it's  still  limited  to 


■  The  machine  isn't  really  thinking.  It's 
slicing  Jane's  words  into  tiny  segments  and 
analyzing  the  resonant  frequencies.  The 
results  are  matched  against  "templates" — 
idealized  pieces  of  real  words.  Next,  the 
computer  calculates  the  probability  that 
certain  clusters  of  sounds  correspond  to 
syllables  or  words.  Many  syllable  sequences 
are  possible,  such  as  "re-cog-nize"  and 
"wreak  a  nice."  The  software  chooses  by 
dicing  sounds  into  two-  and  three-word 
strings,  and  ruling  out  unlikely  alternatives. 


■  Having  correctly  identified  most  of  t  ' 
words,  the  software  dumps  those  that  ,  ^ 
don't  matter,  such  as  "talk  about."  No,  ( 
interprets  Jane's  meaning,  drawing  on  [  j 
stored  knowledge  and  statistical  analys 
In  the  dialogue  above,  the  computer  d  , 
into  two  syntactically  valid  alternatives,1 1 
it  queries  Jane.  Cdmputers.  today  do  nt  i 
handle  such  situations  well:  And  Jane 
makes  life  even  harder  by  interrupting; I 
mid-sentence,  or  "barging  in."  Eventue  I 
however,  computers  will  master  dialogi  I 


specific  phrases,  and  far  from  the  ulti- 
mate dream.  IBM's  200  speech  engineers 
are  working  feverishly  on  natural  lan- 
guage for  products  that  will  locate  in- 
formation— when  you  say  the  word — 
either  on  the  Net  or  in  other  databases. 
And  Microsoft  Corp.  is  spending  mil- 
lions to  give  future  versions  of  its  Win- 
dows software  the  gift  of  gab  (page  78). 
"Speech  is  not  just  the  future  of  Win- 
dows," says  Microsoft  Chairman  William 
H.  Gates  III,  "but  the  future  of  com- 
puting itself." 

Machine  comprehension  of  human 
conversation  may  never  be  perfect.  And 
pes  driven  purely  by  voice  won't  hit 
store  shelves  this  year.  In  the  coming 
months,  however,  speech  pioneers  and 


their  pool  of  early  adopters  will  demcj 
strate,  more  and  more,  how  voice  powj 
can  make  our  lives  easier.  For  yea: 
phone  companies  have  used  limit 
speech-recognition  technology  in  dire 
tory-assistance  services.  Now,  Charlj 
Schwab,  United  Parcel  Service,  Ame 
can  Express,  United  Air  Lines,  aj 
dozens  of  other  brand-name  companfl 
are  testing  programs  that  liberate  calls 
customers  from  tedious,  "press-oil 
press-two"  phone  menus.  The  compi| 
er's  voice  on  the  line  either  talks  th(| 
through  choices  or  asks  the  equivale* 
of:  "How  can  I  help  you?" 

For  road  warriors,  the  news  is  evi 
better:  Speech  recognition  could  act' 
ally  save  lives.  Dozens  of  companii 


Homonyms — different  words  that  are  pronounced  the  same — can  be  a 
pain  for  speech-recognizers.  Some  languages  are  worse  than  others.  English  has  more  than  10, 0C 
possible  syllables.  Japanese  has  only  120,  which  means  a  vastly  larger  number  of  homonyms. 


yj  fu  yjjinjXA  MM  it  Alalia 

E^ 


*E  THERE  /ANY  SPEECH 
JOLOC5Y  COMPANIES  LISTED 
SI  THE  STOCK  /MARKET? 


'ing  confirmed  Jane's  wishes,  the 
ne  starts  its  hardest  task:  finding 
lation  in  the  sprawling  database 
the  Web.  It  translates  Jane's  request 
database  query,  just  as  today's 

1  engines  do.  It  may  even  be  smart 
|  to  extract  a  synopsis  from  the  first 
aragraphs  of  a  long  written  statement 
annual  report.  Someday,  computers 

2  able  to  deftly  summarize  articles 
'sing  sentences  into  subjects,  verbs, 
bjects  so  they  can  grasp  events. 


■  Summarization  is  just  the  beginning. 
Scientists  are  exploring  ways  to  tag  data 
that  are  posted  on  the  Web,  so  computers 
can  quickly  find  what  they  are  looking 
for — even  data  in  a  pie  chart  or  bar 
chart — and  present  it  in  spoken  sentences. 
Today,  Jane's  computer  could  tell  her  that 
Microsoft  has  posted  a  video  clip  about 
speech  recognition  on  its  Web  site.  It 
couldn't  describe  the  video  images.  But  it 
could  convert  the  accompanying  audio 
track  to  text  and  then  summarize  it. 


/  offer  versions  of  dial-by-voice 
ne.  In  some,  the  driver  speaks  a 

word  followed  by  a  name,  and  his 
ular  phone  dials  a  stored  phone 
iber.  Other  types  of  speech  systems 
ored  to  people  who  can't  see  or 
sically  manipulate  keyboards  could 
ig  millions  off  government  assis- 
;e  programs  and  into  the  workforce 
*e  74).  "Speech  technology  shapes 

way  you  live,"  says  Rob  Enderle, 
ior  analyst  at  Giga  Information 
iup  in  Cambridge,  Mass.  "It  has  a 
;e  impact." 

foice  power  won't  be  the  next  mega- 
ton-dollar software  market — at  least 
overnight.  Total  sales  of  speech- 
)gnition  software  for  call  centers  and 
er  telecom  uses — the  biggest  single 
le — amounted  to  just  $245  million  in 
7,  according  to  Voice  Information 
;ociates  in  Lexington,  Mass.  Because 
fre  so  new,  dictation  programs  from 


IBM,  Dragon  Systems,  and  others  racked 
up  even  less.  Giga  reckons  sales  of  all 
speech-technology  companies  combined 
won't  exceed  $1  billion  in  2000. 

Beyond  2000,  the  market  for  prod- 
ucts that  use  speech  could  be  astro- 
nomic. But  it's  unclear  what  role  today's 
vanguard  startups  will  play.  Even  as 
use  of  the  technology  explodes,  demand 
for  "shrink-wrapped"  speech  software 
could  dwindle,  dragging  some  of  the 
market  pioneers  along  with  it.  Why? 
As  speech  recognition  becomes  cheaper 
and  more  pervasive,  it  will  be  designed 
into  hundreds  of  different  kinds  of  prod- 
ucts, from  computers  and  cars  to  con- 
sumer electronics  and  household  appli- 
ances to  telephones  and  toys.  Like  the 
magic  of  digital  compression  or  high- 
end  graphics  capability,  speech  technol- 
ogy may  become  ubiquitous.  In  that 
scenario,  companies  that  sell  speech- 
enhanced  products — rather  than  those 


that  developed  the 
speech  software — hold 
most  of  the  cards. 
That  could  force  small 
speech  startups  to 
merge,  fold,  or  be 
snapped  up  by  one  of 
the  giants. 

All  of  this  is  years 
in  the  future.  For  now, 
enthusiasm  for  the  new 
technology  is  drowning 
out  most  other  con- 
cerns. IBM's  ViaVoice 
and  another  dictation 
program  called  Natu- 
rally Speaking  from 
Dragon  Systems  in 
Newton,  Mass.,  have 
won  raves  from  re- 
viewers. William  "Oz- 
zie"  Osborne,  general 
manager  of  IBM's 
speech  business,  says 
unit  sales  in  1997's 
fourth  quarter  were 
greater  than  the  pre- 
vious two  quarters 
combined.  Lernout  & 
Hauspie,  a  Belgian 
marketing  powerhouse 
in  the  speech  field,  has 
seen  its  stock  surge  on 
news  of  strong  sales. 

The  best  buzz  on 
speech,  however,  is 
coming  from  the  tele- 
com crowd.  Companies 
desperately  need  new 
tricks  to  spring  their 
customers  from  Help 
Desk  Hell  and  its 
voice-mail  and  call-cen- 
ter equivalents.  Lucent 
Technologies  Inc., 
whose  Bell  Laborato- 
ries created  the  first  crude  speech-rec- 
ognizer in  1952,  is  customizing  applica- 
tions for  call  centers  at  banks  and  other 
financial-services  firms.  In  December,  it 
completed  a  trial  with  the  United  Ser- 
vices Automobile  Assn.,  a  privately  held 
financing  firm  serving  mostly  military 
families.  Customers  calling  in  could  dis- 


Special  Report 


cuss  their  needs  with  the  computerized 
operator,  which  asks  simple  questions 
about  the  desired  type  of  loan  and  then 
transfers  callere  to  the  appropriate  desk. 

This  saves  each  customer  20  to  25 
seconds  compared  with  menus  and  key- 
pad tapping,  figures  usaa  Assistant 
Vice-President  Edgar  A.  Bradley.  The 
system  sailed  through  tests  even  when 
up  against  regional  accents  and  stam- 
mers. The  only  glitch:  Some  customers 
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How  tough  is  speech 
recognition?  Consider: 
W  a  vocabulary  of  60,000 
words  produces  3.6  billion 
possible  two-word  sequences. 

were  rattled  when  they  realized  it  was 
a  machine  and  either  slowed  down  or 
talked  too  loudly.  Bradley's  team  is 
working  on  that.  Given  time,  he  says, 
"we  could  deploy  this  throughout  the 
organization." 

IT'S  has  similar  hopes  about  a  speech- 
recognition  system  that  it  installed  last 
Thanksgiving.  Normally,  ups  hires  temps 


Special  Report 


in  its  call  centers  at  that  time  of  year  to 
deal  with  customers  worried  about  their 
Christmas  packages.  Last  year,  ups 
turned  to  speech  software  from  Nuance 
Communications,  a  Silicon  Valley  spin-off 
of  sri  International.  Throwing  in  hard- 
ware from  another-  company,  the  price 
tag  "was  in  the  low  six  figures,"  says 
Douglas  C.  Fields,  vice-president  for 
telecommunications.  Unaided  by  hu- 
mans, the  software  responds  by  voice  to 
customer's  inquiries  on  the  whereabouts 


of  their  parcels.  By 
not  adding  staff, 
"we've  already  got- 
ten our  money 
back,"  he  says.  Op- 
erating costs  are 
about  one-third 
what  the  company 
would  have  had  to 
pay  workers  to  han- 
dle the  same  num- 
ber of  calls,  he  adds. 

At  ups,  Internet- 
based  tracking  has 
proved  even  cheap- 
er— and  that  poses 
a  dilemma  to  speech 
companies.  Potential 
users  may  simply 
prefer  to  beef  up 
their  Net  capability. 
On  the  other  hand, 
argues  Victor  Zue, 
associate  director  of 
mit's  Laboratory  for 
Computer  Science, 
about  90  million 
households  in  the  U.  S.  have  phones,  vs. 
some  30  million  with  Net  access.  "The 
future  of  information-access  must  be 
done  on  the  phone,"  he  declares.  Re- 
search at  Lucent  Bell  Labs  in  New  Jer- 
sey supports  the  point.  When  incoming 
calls  must  be  transferred  among  a  hun- 
dred different  locations,  "you  can't  au- 


command  PERFORMANCE:  ibm's  Mark  Lucente  only  has  | 
to  point  and  order  for  his  computer  to  pimp  to  it 


tomate  it  with  a  keypad  menu,"  saj 
Joseph  P.  Olive,  a  top  speech  researchii: 
at  Lucent  Bell.  And  live  operators 
says,  will  make  almost  as  many  mil 
takes  as  a  speech-recognition  systei^ 
Traveling  executives  are  thrilled  wif 
speech  power.  For  over  a  year  no1 
Pacific  Bell  Mobile  Services  has  be( 


ouui  MPLwxntm  nbULtim  so  ymr  you  ua'j 


AUTO  ATTENDANT  from  Parlance  Corp.  lets  Boston  Globe  staffers  dial  colleagues  just  by  speaking 
their  names  into  the  telephone.  The  speech-recognition  software  comes  from  BBN  Technologies. 
Parlance's  system  can  support  10,000  names. 


Unisys'  prototype  of  an  AUTOMATED  MORTGAGE  BROKER  queries  callers  about  their  loan 
requirements,  runs  through  options,  explains  technical  terms,  and  provides  rate  quotes.  The 
system  is  trained  to  recognize  more  than  50,000  words  and  talks  using  clips  of  real  speech. 


WHj 


WHATS  YOUR  BEST  RATE 
ON  A  30-YEAR  FIXED  ? 


E*Trade  Group  was  first  out  with  VOICE-AUTOMATED  TRADING  of  stocks  and  options  nationwide, 
helped  by  speech-recognition  software  from  Applied  Language  Technology  (ALTech).  You  can  speak 
the  company's  name  or  the  ticker  symbol,  which  many  customers  prefer  to  touchtones. 


Looking  for  a  Chinese  restaurant  in  Toronto?  Call  YELLOW  PAGES  VoiceNet,  a  voice-based  Yellow 
Pages  from  Tele-Direct  Publications,  which  uses  speech-recognition  from  Philips.  Meanwhile, 
users  of  Bell  South's  voice  Yellow  Pages  from  ALTech  can  check  auto  ads  and  get  stock  quotes. 


IS  THERE  A  FRIDAY 
FUGHT  FRCVM  CHICA60  ? 


United  Airlines  staff  chat  by  phone  with  an  ALTech  program  to  check  availability  of  airline 
flights  and  get  SEAT  RESERVATIONS  at  special  discounted  rates  without  tying  up  United 
reservation  clerks.  The  system  learns  to  anticipate  callers'  travel  tastes. 


General  Magic's  NETWORK  SERVICE,  called  Serengeti,  will  retrieve  voicemail,  E-mail,  or  faxes 
from  a  unified  mailbox.  Drivers:  It'll  read  these  messages  aloud  while  you  steer  the  car.  It  makes 
use  of  a  technology  called  text-to-speech,  which  turns  digital  text  into  synthesized  speech. 


SEREN6ETI, 
README  /MY MAIL 


Conversa  allows  cybernauts  to  enjoy  VOICE-BASED  WEB  BROWSING  using  Microsoft's  Internet 
Explorer.  They  can  gallivant  around  the  Web  by  speaking  hyperlinked  words  into  a  microphone.  But 
they'll  need  a  customized  version  of  IE  4.0.  And  a  mouse  is  required  to  minimize  windows. 
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The  new  deductible, 
non-deductible,  tax-deferred, 
tax-free,  penalty-free  IRAs. 

Who  do  you  turn  to  for  advice? 


Dean  Witter.  Your  resource  for 
understanding  the  new  IRAs. 

With  the  Taxpayer  Relief  Act  of  1997, 
Congress  created  a  host  of  new  opportunities 
for  investors.  But  with  them  have  come  a  host 
of  new  questions.  Questions  that  affect  your 
current  investment  situation,  as  well  as  your 
long-term  objectives.  Questions  you  need  to 
fully  understand  in  order  to  take  complete 
advantage  of  this  historic  savings  opportunity. 

Which  is  where  one  of  our  more  than  10,000 
Dean  Witter  Account  Executives  can  help. 
With  advice.  Solid  advice  in  choosing  among 
the  new  IRAs.  Based,  as  always,  on  a  thorough 
understanding  of  your  unique  financial  goals. 

Talk  to  a  Dean  Witter  Account  Executive 
today  to  help  you  sort  through  the  new  tax 
laws.  And  ask  for  a  copy  of  our  new  brochure, 
"New  legislation,  New  Opportunities. .  .The 
Dean  Witter  Individual  Retirement  Accounts" 
Stop  by  or  give 
us  a  call. 


We    Measure    Success    One    Investor  At 


Time 


m 


DEAN  WITTER 


Witter  is  not  a  tax  adviser.  Investors  are  urged  to  consult  with  their  personal  tax  advisers  regarding  the  effects 
:  new  legislation  on  their  situation  as  well  as  the  tax  consequences  of  any  investment  decisions  they  may  make. 


©  1998  Dean  Wilier  Reynolds  Inc.  Member  SIPC 


TRAILBLAZERS  OF  SPEECH 


RONALD  CROEN 

U  Consultant  Ronald  A. 
Croen  was  called  in  to 
determine  if  the  work  at  SRI 
International's  Speech 
Technology  &  Research  Lab, 
which  was  founded  in  1983, 
had  at  last  reached  the  point 
where  it  could  be  turned 
loose.  Not  only  did  Croen 
give  a  thumbs-up,  but  he 
begged  to  lead  the  campaign. 
SRI  spun  off  Nuance 
Communications  in  1994. 
CEO  Croen  has  since  raised 
$14  million  and  sold  a  dozen 
pioneering  systems  to  the 
likes  of  American  Express. 
British  Airways,  and  Sears.  If 
that  continues,  Nuance 
should  bob  out  of  the  red 
late  this  year. 


testing  a  voice-activated  mobile  system 
from  Wildfire  Communications  Inc.  in 
Lexington,  Mass.  It  lets  drivers  place 
calls  or  retrieve  voice-mail  messages 
without  taking  their  hands  off  the 
wheel.  Sivam  Namasivayam,  a  network 
engineer  at  Gymboree  Corp.  in 
Burlingame,  Calif.,  uses  the  system  dur- 
ing his  45-minute  commutes,  dialing  up 
associates  by  calling  out  their  names 
and  getting  voice-mail  by  speaking  key 
words.  He's  already  looking  forward  to 
Wildfire's  advanced  package,  in  which 
"you  have  one  phone  number,  and  Wild- 
fire will  find  you  wherever  you  are," 
says  Namasivayam. 
PROMISES,  PROMISES.  Of  course,  the  in- 
formation that  mobile  workers  crave  is 
not  always  sitting  in  their'  voice  mail.  By 
harnessing  a  branch  of  voice  technology 
known  as  text-to-speech,  Wildfire,  Gen- 
eral Magic  Inc.  in  Sunnyvale,  Calif.,  and 
others  have  begun  demonstrating  hands- 
free  fax  and  E-mail  from  the  car. 

General  Magic's  product,  called  Seren- 
geti,  is  a  new  type  of  network  service 
that  users  can  access  by  phone  or  PC,  at 
the  office  of  on  the  road.  It  communi- 
cates with  the  user  via  a  slick  voice  in- 
terface and  will  cany  out  your  bidding, 
much  like  a  human  assistant,  retriev- 
ing calendar  items  i  »r  reading  aloud  fax 


that  simply  dor 
make  sense — evet- 
to  humans? 

C  o  n  s  i  d  e  r  i  n|» 
these  hurdles 
impressive  th 
dictation  progran  '« 
such  as  ViaVol 
can  achieve  95toi. 
accuracy.  But  th< ! 
can  only  pull  th  h 
off   under  i 
conditions.  Tjof 
putting  a  bunch 
people  in  a  roo 
and  sparking 
lively  debate 
what  scientists  c$k 
"spontaneo 
speech."  Then  fli  in- 
on  a  dictation  pr  ik' 
gram.  "All  of 
sudden,  error  ratfgt 
shoot  from  a 
spectable  level 
10%  all  the  will 
up  to  50%,"  sa;  ion 
D.    Raj    Rede  if 
dean  of  the  senile 


that  are  stored  in  a  universal  in-box. 
Chatting  with  the  software  agent,  "you 
really  feel  you  are  talking  to  a  person," 
says  Dataquest  Inc.  principal  analyst 
Nancy  Jamison.  "While  it's  reading,  you 
can  order  it  to  back  up  or  stop  what  it's 
doing  and  look  up  a  phone  number." 

Some  analysts  are  wary  of  Serengeti, 
given  General  Magic's  poor  track  record 
for  popularizing  its  earlier  agent-based 
products.  But  there  are  even  better  rea- 
sons for  skepticism:  More  than  100 
years  of  efforts  in  automated  speech 
recognition  have  left  a  trail  of  dashed 
hopes  and  expectations.  Eloquent  sci-fi 
cult  characters  such  as  HAL  in  2001:  A 
Space  Odyssey  and  C3PO  in  Star  Wars 
make  it  look  so  easy.  In  fact,  language 
presents  devilishly  tough  challenges  for 
computers.  The  sounds  that  make  up 
words  consist  of  dozens  of  overlapping 
frequencies  that  change  depending  on 
how  fast  or  loud  a  speaker  talks.  And 
when  words  slur  together,  frequency 
patterns  can  change  completely. 

Computers  cut  through  a  lot  of  this 
by  referring  to  stored  acoustic  models 
of  words — digitized  and  reduced  to  nu- 
merical averages — and  using  statisti- 
cal tricks  to  "guess"  what  combinations 
are  most  likely  to  occur.  Machines  can 
also  learn  clear  rules  of  syntax  and 
es  and  E-mail  messages  I  grammar.  Humans,  however,  often  don't 

speak  grammatical- 
Voice  recognition  is  now 

widely  i  ed  for  collect  calls:  Will  you 


accept?  \  3s  or  no.  AT&T  says  that  saves 
$100  millioi  a  year  in  saved  operator  time. 


ly.  And  even  when 
they  do,  what  is  a 
machine  supposed 
to  make  of  slang, 
jokes,  ellipses,  and 
snippets  of  silliness 


itii 


of  computer  science  at  cmu.  "That  mea  e 

every  other  word  is  wrong.  We  have 

solve  that  problem."  Ronald  A.  Cole 

the  Oregon  Graduate  Institute  of  Sl- 

ence  &  Technology  articulates  just  he  sir 

high  the  bar  still  needs  to  be  raise  on 

"Speech  technology  must  work,  wheth  y  - 

you  have  a  Yiddish  accent,  Spanish, 

Deep  South,  whether  you  are  on  a  cjdei 

phone,  land  line,  in  the  airport,  or  m 

speakerphone.  It  doesn't  matter. 

__ ...      .  ____      should  work." 
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H 
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uge  technical  hurdles  are  one  rea- 
dme analysts  question  the  viability 
day's  mushrooming  speech  startups, 
■e  are  some  simple  economic  rea- 

as  well.  For  the  past  several 
les,  universities  _. 

spawned  many  TRAILBLAZERS 

he  key  break- 
aghs  in  speech 
publicized  them 
dly.  So  large 
lis  of  the  tech- 
gy  are  now  in 
)ublic  domain. 
>r  a  fee,  any 
>any  wishing  to 
its  own  speech 
lology  can  turn 
ie  University  of 
isylvania's  "tree 
:" — a  collection 
>0,000  natural 
lish  sentences 
fully  annotated 
each  machines 
t  syntactic  re- 
nships.  Ron 

and  his  team 
e  Oregon  Grad- 

Institute  are 
ing    tool  kits 

anyone  can 
-for  free — to 
,e  speech-recog- 
n  systems.  The 

stipulation:  If  they  use  the  tools 
?ommercial  gain,  they  must  pay  a 
erate  license  fee.  As  computing 
jr  gets  cheaper,  speech-recognition 
lology  will  be  widely  available  and 
p,  if  not  free. 


VICTOR  ZUE 

■  For  years,  Victor  Zue 
astonished  his  fellow 
researchers  in  speech 
recognition  with  his  ability  to 
read  the  words  people  were 
saying  in  spectrographs,  the 
digital  representation  of  a 
voiceprint.  Zue's  lab  at  MIT 
remains  a  hotbed  of  speech 
work  and  has  spawned 
several  companies,  notably 
Applied  Language 
Technologies,  where  Zue  once 
served  as  an  adviser.  An 
authority  in  natural-language 
processing,  Zue  built  a 
system  that  can  tell  phone 
callers  the  weather  in  500 
cities  around  the  world — a 
wonder  of  responsiveness  to 
spoken  questions. 


Knowing  that,  IBM  has  tailored  its 
strategy  accordingly.  Its  ingenious  soft- 
ware comes  as  a  $99  shrink-wrapped 
product,  Via- Voice.  But  the  real  future 
of  speech  recognition,  says  General  Man- 
ager Osborne,  is  as  an  enabling  tech- 


nology. That's  why,  long-term,  ibm's  in- 
tense effort  in  natural  language  is 
geared  more  to  creating  products  that 
make  use  of  speech  rather  than  selling 
packaged  software. 

One  top  priority  is  managing  the 
oceans  of  information  that  will 
reside  in  the  multitrillion-byte 
databases  of  the  21st  century. 
Within  10  years,  it  will  be  hu- 
manly impossible  to  keypunch 
or  mouse-click  your  way 
through  such  mind-boggling 
repositories,  which  will  store 
everything  from  50  years  of 
global  currency  and  interest-rate 
data  to  the  entire  sequenced 
dna  code  of  every  living  animal 
and  plant  species  on  the  planet. 
IBM  wants  to  sell  the  database- 
management  software  and  hard- 
ware to  handle  such  systems — 
and  give  its  customers  the 
option  to  address  them  by  voice. 
"Speech  will  drive  growth  for 
the  entire  computer  industry," 
predicts  Osborne. 

Phone  companies  see  it  the 
same  way.  Lucent,  at&t,  North- 
ern Telecom,  and  GTE  all  own 
then-  own  speech  technology,  use 
it  in  their  products,  and  refine  it 
in  their  own  labs.  Some  may 
also  license  technology  from 


speech  startups,  but  none  intends  to 
surrender  control  of  the  technology. 

It's  easy  to  see  why.  at&t  reports 
that  by  managing  collect  and  credit-card 
calls  with  speech-recognition  software 
from  Bell  Labs,  it  has  saved  several 


JIM  AND 
JANET  BAKER 

■  Twenty  years  ago,  Jim  and 
Janet  Baker  set  out  to  devise 
a  voice-recognition  system 
that  could  transcribe  words 
as  quickly  as  a  person  could 
normally  say  them.  In  1997, 
the  husband-and-wife  team 
finally  hit  their  mark.  Dragon 
Systems,  founded  by  the 
Bakers,  has  vaulted  into  the 
spotlight  with  Naturally- 
Speaking,  the  first  dictation 
software  that  can  handle 
continuous  speech.  For  an 
encore,  the  Bakers  hope  to 
develop  speech  recognition 
for  a  wide  variety  of  software 
applications,  from  TVs  to 
telephones. 


hundred  million  dollars  in  the  past  six 
years.  Nortel,  meanwhile,  provides  Bell 
Canada  with  a  system  that  can  service  4 
million  directory-assistance  callers  a 
month.  For  now,  callers  must  answer 
prompts  such  as:  "What  city  are  you 
calling?"  But  a  version  of  the  software 
in  Nortel's  labs  goes  far  beyond  this. 
Armed  with  programs  that  can  handle 
natural  language,  the  system  breezes 
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through  messy  situations  where  a  caller 
starts  out  with  the  equivalent  of 
"yeah . . .  um,  gee,  I  was  trying  to  get, 
um,  John  Doe's  number." 

What  will  the  startups  do  as  voice 
power  is  increasingly  folded  into  prod- 
ucts made  by  the  giants?  If  they  aim 
to  be  independent,  their  only  hope  is 
to  stay  one  step  ahead  with  cutting- 
edge  developments.  So  far,  they  have 
done  this  by  collaborating  with  uni- 
versity laboratories  and  teaming  up 
in  the  market  with  other  scrappy  star- 
tups. Consider  the  ompetitive  arena 
of  stockbroking.  St  rtups  such  as  Nu- 
ance Communic;  ons  and  Applied 
Language  Techr  >gies  Inc.  (ALTech), 
an  mit  spin-off,  ve  attacked  this  sec- 
tor in  partners  >s  with  nimble  devel- 
opers of  call-     iter  software,  known 
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The  error  rate  of  speech-recognition  systems  is  decreasing  at  30%  to  40%  a 
year,  thanks  to  refinements  in  software  algorithms  and  more  affordable  computing  power. 


as  interactive  voice  re- 
sponse (ivr)  systems. 
Together,  they've  beaten  out 
potential  rivals  such  as  IBM,  Lucent, 
and  Nortel  in  pioneering  voice-auto- 
mated stockbroking  systems.  First  out 
the  door  was  Nuance  and  its  ivr  part- 
ner, Periphonics  Corp.  of  Bohemia,  N.  Y. 
At  the  end  of  1996,  they  installed  a 
system  for  the  online  arm  of  Charles 
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Schwab.  With  97%  accuracy,  it  now  han- 
dles half  the  company:s  80,000  to 
100,000  daily  calls  from  customers  seek- 
ing price  quotes.  And  the  system  has 
begun  to  handle  mutual-fund  trading. 
"Nuance  really  jumped  out  ahead  with 
the  application  at  Schwab,"  says  John 
A.  Oberteuffer,  president  of  Voice  In- 
formation Associates. 

Rival  E*Trade  Group  Inc.  of  Palo 
Alto,  Calif.,  also  offers  voice-based  trad- 
ing, in  league  with  ivr  startup  Inter- 
Voice  Inc.  The  company  has  integrated 
its  call-handling  gear  with  speech-recog- 
nition software  from  ALTech.  Only  5%  of 
E*Trade's  volume  is  now  handled  by 
phone,  but  the  number  is  growing  fast, 
executives  there  say. 

So  Round  1  in  the  speech  contest 

goes  to  the  welterweights.  All  that 

could  change,  though,  as  IBM  gets  more 

aggressive  in  the  natural-language  are- 

-™«..  na   and   as  Mi- 
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crosoft  folds  its  speech  technology  into 
its  wide  range  of  products.  So  far,  the 
software  giant's  market  presence  has 
been  confined  to  toys  and  low-level  sys- 
tems for  the  car  dashboard.  But  Mi- 
crosoft's high-powered  research  team, 
deep  pockets,  and  proven  savvy  about 
consumer  products  virtually  guarantee 
the  company  a  leadership  role  once  the 
technology  is  ready  for  prime  time 
(page  78). 

money  TALKS.  What  will  consumer  ap- 
plications look  like?  mit's  Zue  suggests 
four  ingredients  that  prove  an  applica- 
tion is  worth  pursuing.  "First,  it  must 
have  information  that  millions  of  people 
care  about,  like  sports,  stocks,  weather," 
he  says.  The  information  must  change, 
so  people  come  back  for  more.  The  con- 
text must  be  clearly  defined — air  travel, 
for  example.  And  not  to  be  ignored:  "It 
must  be  something  you  can  make  mon- 
ey off  of." 

One  system  he  has  constructed  meets 
the  criteria,  though  it  isn't  yet  commer- 
cial. Called  Jupiter,  it's  an  800  number 
people  can  dial  for  weather  information 
on  500  cities  worldwide.  Jupiter  doesn't 
care  much  what  words  the  speaker 
chooses — as  long  as  the  topic  is  weather. 
You  can  ask  "Is  it  hot  in  Beijing?"  or 
"What's  the  forecast  for  Boston?"  or 
"Tell  me  if  it's  going  to  rain  tomorrow  in 
New  York,"  and  you  get  the  appropriate 
reply.  Ask  about  London,  and  it  will 
ask  if  you  mean  London,  England,  or 
London,  Ky. 


RAYMOND 
KURZWEIL 


Zue  humbly  points  out  that  Jupit 
lacks  the  kind  of  whizzy  artificial  i 
telligence  that  might  help  a  comput* 
reason  its  way  to  a  conclusio 
Nonetheless,  "behind  the  scenes,  som| 
thing  very  tough  and  subtle  is  goh| 
on,"  says  Allen  Sears,  program  ma 
ager  for  speech  technology  at  til 
Defense  Advanced  Research  Projec) 
Agency,  which  funded  Jupiter.  Seve: 
times  a  day,  Jupiter's  software  conne< 
to  the  Web  and  reads  current  weathl 
info  from  two  domestic  and  two  intej 
national  weather  computer  serveij 
"Weather  forecasters  get  pret 
poetic,  and  Jupiter  has  to  understanc 
Sears  says.  "It's  dog  dumb,  but  it 
amazing." 

Sears  would  like  to  see  a  lot  mo 
applications  like  Jupiter.  And  giv 
darpa's  clout,  he  probably  will.  F 
the  past  10  years,  the  agency  h 
pumped  $10  million  to  $15  million 
year  into  speech  research,  mainly 
research  institutes  such  as  mj 
cmu,  and  gte's  bbn  subsidiary.  It  spo 
sors  yearly  competitions,  in  whi 
grantees  get  to  pit  their  latest  syster 
against  one  another — and  use  the 
test  scores  in  public-relations  wai 
darpa  defines  the  types  of  challenge 
or  "tasks,"  to  be  tested.  In  the  pa 
these  have  included  transcribing  new 
paper  articles  with  a  vocabulary 
64,000  words,  read  at  normal  speed 
a  human  speaker  or  transcribing  broa 
casts  directly  from  the  radio. 

Until  recent 
the  tasks  serv 
mainly  to  refi: 
well-known  stat: 
tical  tools  th 
computers  use 
turn  language  in 
text.  The  goj 
have  been  incr 
mental — to  cut  ( 
ror  rates.  B 
DARPA  is  shiftii 
gears.  In  revie' 
ing  future  gra 
proposals,  Sea 
says  he  will  pla 
a  lot  more  weig 
on  the  dynamics 
conversation 
something  he  ca| 
"turn-taking." 

It's  an  a 
where  even  t 
best  experimen 
systems  tod 
don't  shine.  M 
dialogues  with 
chines  consist 


■  Ray  Kurzweil  got  his  start 
by  inventing  a  machine- 
reader  for  blind  people, 
which  he  sold  to  Xerox  in 
1980.  Kurzweil's  next 
company,  Kurzweil  Applied 
Intelligent  Systems, 
developed  one  of  the  first 
voice-recognition  engines. 
But  the  company  was  rocked 
by  an  accounting  fraud  in 
1994.  No  charges  were 
brought  against  Kurzweil,  who 
denied  any  knowledge  of 
wrongdoing.  Today,  he  runs 
Kurzweil  Educational  Systems 
Inc.,  which  is  developing  a 
reading  machine  for  people 
with  dyslexia. 
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98  Mercedes-Benz  of  North  America,  Inc.,  Montvale,  N.J.,  Member  of  the  Daimler-Benz  Group. 
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From:  Microsoft  Office  97 
Sent:  Thursday,  7:15  p.m. 
To:  Project  Team 

Re:  The  fat  lady  is  about  to  sing... 


Surrounding  every  great  idea  is  a  steaming  heap  of  busywork.  And  you,  the 
owner  of  that  great  idea,  get  to  do  it  all.  That's  why  was 
designed  to  get  the  busywork  out  of  your  way.  It's  a  suite  of  smart  productivity 
tools  fully  integrated  onto  your  desktop  and  into  the  Internet.  So  while  you're 
pounding  away  at  your  thoughts,  Microsoft  Word  is  correcting  your  flubs  on 
the  fly.  As  e-mail  comes  in,  AutoPreview  in  the  Outlook™  desktop  information 
manager  lets  you  know  what's  important  and  what's  a  yard  sale.  Find  relevant 
information  on  the  Web  and  drop  it  straight  into  your  work,  automatically 
formatted  into  links.  With  Microsoft  Excel's  natural  language  formulas,  give 
row  and  column  headings  names  like  "Sales"  and  "Profit"  instead  of  "G3" 
and  "F19."  Office  97  does  the  thinking  that  lets  you  do  your  thinking.  So  your 
ideas  can  emerge  from  the  paperwork  bigger  than  life.  Check  out  Office  97 
at 


is  the  10%. 


Microsoft 


office/ 
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DAVID  NAHAMOO 


David 

running 


■  Since  1993, 
Nahamoo  has  been 
one  of  the  world's  largest 
research  efforts  in  speech 
technology:  a-  60-person  team 
at  IBM's  Thomas  J.  Watson 
Research  Laboratory.  The  44- 
year-old  electrical  engineer 
earned  his  degree  at  Purdue 
University  for  work  in  medical 
imaging  systems.  Speech 
pulled  him  away  "because  I 
was  intrigued  with  the  idea 
of  doing  impossible  things," 
he  says.  The  first  was  a  line 
of  PC  dictation  programs, 
culminating  in  the  popular 
ViaVoice  product.  Now, 
Nahamoo  is  targeting 
applications  for  telephones, 
handheld 


: 


just  one  or  two  turns:  You  ask  about  a 
stock,  or  a  movie,  and  the  machine  asks 
you  for  clarification.  You  provide  one 
more  bit  of  information,  and  the  com- 
puter completes  the  transaction.  "From 
now  on,  I'm  not  interested  unless  it's 
10  turns,"  says  Sears.  And  for  a  ma- 
chine to  do  something  really  useful — 
such  as  help  a  traveler  arrange  air  tick- 
ets involving  three  different  cities  over 
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a  five-day  period,  "I  see  a  minimum  of 
50  or  60." 

PIECES  OF  THE  PUZZLE.  When  will  ma- 
chines finally  meet  expectations  like 
those  of  Sears  or  cmu's  Reddy?  For 
computers  to  truly  grasp  human  lan- 
guage, they  must  deal  with  gaps  that 
can  only  be  filled  in  through  an  under- 
standing of  human  context.  "They  need 
a  lot  of  knowledge  about  how  the  world 
works,"  says  William  B.  Dolan,  a  re- 
searcher in  Microsoft's  labs. 

This  is  the  type  of  problem  that  spe- 
cialists in  artificial  intelligence  have 
spent  entire  careers  struggling  with. 
One  of  them  is  Douglas  B.  Lenat,  pres- 
ident of  Cycorp  Inc.  in  Austin,  Tex. 
For  the  past  decade,  he  has  been 
amassing  an  encyclopedia 
of  common-sense  facts 
and    relationships  that 


would  help  computers  understand  the 
real  world.  Lenat's  system,  called  Cyc, 
has  now  progressed  to  the  point  where 
it  can  independently  discover  new  in- 
formation. But  Cyc  is  still  years  from 
being  a  complete  fountain  of  the  com- 
mon sense  that  underlies  human  ex- 
changes. "These  problems  are  not  re- 
motely solved,"  muses  Bell  Lab's  Olive. 
"It's  scary  when  you  start  thinking  of 
all  the  issues." 

That's  why  most  scientists  grappling 
with  natural  language  concentrate  on 
small  pieces  of  the  puzzle  and  use  tricks 
to  simulate  partial  understanding.  Co- 
lumbia University  computer-science  de- 
partment chair  Kathleen  R.  McKeown 
uses  something  called  "shallow  analy- 
sis" to  elicit  machine  summaries  of  long 
texts.  By  looking  at  relationships  among 
grammatical  parts  of  speech,  such  as 
subject,  object,  and  verb,  "we  get  in- 
formation about  the  actor,  the  action, 
and  the  purpose,"  she  says. 

At  Rutgers  University,  Vice-Presi- 
dent for  Research  James  L.  Flanagan 
and  his  colleagues  take  a  different  tack. 
They  build  systems  that  study  a  per- 
son's gestures  and  eye  movements  to 
shed  light  on  the  meaning  of  spoken 
words — similar  to  Mark  Lucente's  ef- 
forts at  IBM  Watson.  If  a  speaker  points 
when  he  says  "this,"  a  machine  must 
see  or  feel  the  hand,  to  make  sense  of 
it.  Scientist  James  Pustejovsky  at  Bran- 


deis  University 
meanwhile,  s 
working  on  wa;ji 
to  tag  informatii 
on  the  Internet 
that  it  is  presenj 
ed  to  individut 
users  in  ways  ths 
suit  them.  A  me  - 
ical  clinician  and 
biochemist,  for  el- 
ample,  probab| 
are  not  looking  ft 
the  same  things  I 
a  body  of  biolo^ 
cal  data.  "Peopl 
require  multipn 
perspectives  <T 
the  same  data! 
Pustejovsky  sayj 
Speech  is  tljf 
ideal  tool  for  mi 
ing  information, 
all  its  forms.  Ari 
most  computer  scf 
entists  believe  th 
the  tools  will  ir 
prove  on  a  stet 
trajectory.  Aftd 
all,  huge  resources  are  being  thrown  j 
the  problems.  In  addition  to  deep  poc 
ets  at  multinationals,  such  as  ibm  ar| 
Microsoft,  and  at  darpa,  there  is  ma! 
sive  support  from  governments  in  E 
rope  and  Japan  and  from  the  Compufc 
Science  Directorate  of  the  National  Sc 
ence  foundation  in  Arlington,  Va.  Th 
arm  of  the  nsf  is  funded  each  year 
the  tune  of  $300  million,  "and  one 
the  main  goals  is  to  make  computir 
affordable  and  accessible  to  everyone 
says  Gary  W.  Strong,  deputy  divisic 
director  for  information  and  intelligem 
systems. 

The  nsf  has  its  eye  on  other  emer 
ing  technologies.  But  speech  is  the  mo 
promising  means  for  making  inform, 
tion  universally  accessible.  And  it's  tl 
only  one  that  is  direct,  spontaneous,  ar 
intuitive  for  all  people.  We  can't  gue, 
what  kinds  of  dialogues  will  evoh 
among  humans  and  machines  in  tl 
next  century.  But  it's  certain  that  we 
all  soon  be  spending  a  lot  more  tin 
chatting  with  computers. 

By  Neil  Gross  in  New  York  ar, 
Paul  C.  Judge  in  Boston,  with  Otis  Po 
in  Redmond,  Wash.,  and  Stephen  1 
Wildstrom  in  Indian  Wells,  Calif. 

Special  Report  continues  on  page  7 


For  additional  stories  and  related  Web  sites,  go 
Business  Week  Online  at  www.businesweek.coi 
or  on  AOL  at  keyword:  BW 


Each  second  shaved  off  the  average  connect  time  by  using  telephone 
automated  directory-service  attendants — the  kind  that  ask  you  "What  city?"  and  then  hand  you  off 
to  an  operator — leads  to  $1  million  in  industrywide  savings  a  year. 
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connect. 


iat  does  it  take  to  connect  to  places  in  Asia,  Europe,  the  Americas  and  all  other  parts  of  the  globe? 

torts  with  a  firm  understanding  of  local  ideas,  people  and  places.  It's  also  about  superior  services  and  cherished  commitments.  As  a  world- 
ding  telecom  company,  Nippon  Telegraph  and  Telephone  Corporation  (NTT)  is  uniquely  positioned  to  help  you  connect  globally  through 
l-scale,  reliable  services  and  support. 

Dbal  Communications  Services    /^Cl"CSt3 T 

:star  is  NTT  Group's  recently  launched  global  end-to-end  communications  service,  which  utilizes  a  high-speed 
communications  highway  to  connect  to  major  cities  across  the  U.S.,  Europe  and  Asia  Arcstar  is  an  essential  part  of  NTTs 
ategy  for  global  projects,  including  the  Malaysian  Multimedia  Super  Corridor  (MSC)  and  the  China-U.S.  undersea  cable. 

obal  Systems  Integration 

Ts  global  systems  integration  can  make  all  the  difference  in  maintaining  reliable  connections  locally  or  across 
rders  and  even  oceans.  Our  offices  located  throughout  the  U.S.  —  New  York,  Los  Angeles,  Mountain  View,  and 
ishington  D.C.  —  offer  end-to-end  systems  solutions  that  could  improve  the  way  you  communicate  in  business.  NIPPON  TELEGRAPH  AND  TELEPHONE  CORPORATION 


Connecting  the  world  through  multimedia 


For  more  information  on  how  NTT  can  connect  you,  call  1-800  4  NTT  USA,  or  visit  our  website:  http://www.nttinfo.ntt.co.jp 


m  j  dm 


r1 
r1 


Cheaper  speech-recognition  technology  is 
a  godsend  for  disabled  users 


Donna  Davis  was  a  vice-president 
at  a  New  York  shirt  manufactur- 
er in  1992  when  tragedy  struck. 
At  47,  she  suffered  a  stroke  that 
paralyzed  the  right  side  of  her  body 
and  ended  her  career.  Worse,  the  stroke 
caused  a  terrifying  condition  called 
aphasia,  which  erases  a  person's  lan- 
guage skills.  She  couldn't  speak  or  write. 
She  couldn't  even  construct  sentences 
in  her  head. 

Last  year,  Davis  found  hope.  She 
started  using  a  language-therapy  sys- 
tem that  shows  pictures  on  a  computer 
screen  and  asks  patients  to  describe  the 
events  depicted  by  speaking  into  a  mi- 
crophone. The  core  of  the  Unisys  Corp. 
system  is  its  ability  to  give  patients 
feedback  on  whether  they  are  putting 
sentences  together  correctly,  a  capabili- 
ty known  as  natural-language  process- 
ing. After  less  than  a  year  of  the  ther- 
apy, Davis  has  regained  some  of  the 
basic  language  skills  she  lost.  She  can 
slowly  pronounce  single  words,  construct 
simple  sentences,  and  someday,  she  may 
be  able  to  converse  again.  The  therapy 
"is  the  high  point  of  her  life  right  now," 
says  her  husband,  Ail  Davis. 

For  tens  of  millions  of  people  with 
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disabilities,  speech-recognition  technolo- 
gy is  more  than  a  new  toy  or  even  a 
productivity  tool— it's  a  way  to  pro- 
foundly change  their  lives.  Those  who 
suffer  from  blindness,  dyslexia,  and  par- 
alyzing conditions  such  as  aphasia  are 
starting  to  use  speech  recognition  as 
the  passkey  to  better  communication 
and  independence.  Dyslexics,  for  exam- 
ple, can  have  computers  read  to  them  so 
they  don't  have  to  ask  others  for  help. 

The  deaf  are  using  com- 
puter simulations  of  ex- 
actly how  a  mouth  moves 


when  it  pronounces 
words  so  they  can 
speak  more  clearly. 
"It's  a  way  of  recap- 
turing lost-world  citi- 
zens," says  Thomas  A. 
Furness,  director  of 
the  Human  Interface 
Technology  Labs  at 
the  University  of 
Washington. 

The  potential  im- 
pact, in  economic- 
terms,  is  huge.  Ap- 
proximately 26  million 
Americans  receive 
some  forni  of  disability 
assistance,  at  a  total 
cost  of  $200  billion  a 
year  to  the  federal 
government.  Better 
speech-recognition  technology  could 
make  it  possible  for  some  of  these  peo- 
ple to  be  more  productive,  saving  bil- 
lions. "If  we  could  provide  access  to 
just  1%  so  they  could  make  their  own 
way  and  return  to  the  workforce,  the 
(savings)  would  be  big,"  says  Furness. 

But  numbers  tell  only  a  fraction  of 
the  story.  The  example  of  Stephen 
Hawking,  the  British  theoretical  physi- 
cist and  best-selling  author  of  A  Brief 
History  of  Time,  hints  at  the  untold 
contributions  that  disabled  persons  can 
make.  Hawking,  who  suffers  from  a  de- 
generative neurological  disorder  called 
amyotrophic  lateral  sclerosis  (als)  or 
Lou  Gehrig's  disease,  has  used  a  com- 
puter-synthesized voice  developed  by 
Digital  Equipment  Corp.  to  communi- 
cate as  his  muscles  have  deteriorated. 
With  this,  his  writings  and  lectures  have 
continued  to  further  the  understanding 
of  the  dynamics  of  the  universe  and  the 
nature  of  black  holes. 

Disabled  people  have  been  some  of 
the  earliest  adopters  of  speech  technol- 
ogy. That's  partly  because  their  disabil- 


LIFELINE:  The  speech  system  that  cost  physicist 
Stephen  Hawking  $k,500  in  the  '80s  now  costs  $200 


ities  gave  them  a  powerful  reason 
put  up  with  the  quirks  and  inconv 
niences  of  early  products,  such  as  t 
requirement  that  users  insert  a  pan 
between  each  word.  Still,  the  expen 
and  customized  engineering  required 
develop  sophisticated  systems  have  lo 
kept  them  beyond  the  reach  of  most 
until  now.  As  PCs  have  become  mo 
powerful,  speech-recognition  systei 
have  found  their  way  to  desktops,  slat 
ing  costs.  Hawking's  DECtalk  syste 
for  example,  cost  $4,500  in  the  eai 
1980s  but  now  goes  for  $200. 
"A  PILL."  Consider  the  case  of  Da 
McCrossen,  54,  of  Canandaigua,  N. 
McCrossen  had  tried  to  go  to  colle 
six  times  since  he  graduated  from  hi 
school  33  years  ago,  but  was  held  ba 
by  severe  dyslexia.  "Each  time  I  tried 
couldn't  keep  up  with  the  workloac 
he  says.  Last  September,  McCross 
enrolled  as  an  undergraduate  at  E 
pire  State  College,  using  a  $2,000  re£ 
ing  machine  developed  by  Kurzweil 
ucational  Systems  Inc.  (kesi)  for  peoj 
with  dyslexia  and  other  disabilities.  T 


Understanding  syntax  only  takes  computers  so  far  in  understanding  speech.  As  part 
of  an  exercise  in  language  parsing  in  1 981 ,  MIT  computer  scientists  crafted  one  grammatically 
correct  English  sentence  that  had  more  than  two  million  syntactically  correct  interpretations. 
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It's  a  big  responsibility. 


rr  Malcolm  BaUrige 
National  Taking  care  of  your  teeth  is  a  tough  job.  We  should  know.  For  over  30  years,  3M  has  created 
AwardtV  innovative  dental  products  that  have  revolutionized  the  way  dentists  care  for  teeth.  It  is  this 
commitment  to  excellence  and  continuous  improvement  that  earned  3M  Dental  the  coveted 
'winner  Malcolm  Baldrige  National  Quality  Award.  Today,  virtually  every  dentist  in  the  country  uses  some  of 
:  1300  dental  products  3M  manufactures.  Products  that  reflect  the  3M  quality  you  expect.  So  brush,  floss  and  visit 
ur  dentist  every  six  months.  Because  with  you,  your  dentist  and  3M  Dental  working 
*ether,  your  teeth  can  last  a  lifetime.  And  that's  something  we  can  all  smile  about. 


3M  Dental 


98  3M 


system  uses  text-to- 
speech  software  that 
highlights  words  as  it 
reads  them.  By  having 
the  computer  read  to 
him,  McCrossen  says 
he  is  able  to  retain 
enough  to  keep  pace 
with  his  assignments. 
It's  "a  pill  for  my 
dyslexia,"  he  says. 

Not  surprisingly, 
the  newest  frontier 
for  voice  technology  is 
the  Internet.  Chieko 
Asakawa,  a  blind  re- 
searcher at  IBM  Japan 
Ltd.,  is  part  of  a  team 
working  on  a  browser 
that  opens  up  the  vast 
World  Wide  Web  to 
the  blind.  Released  six 
months  ago  in  Japan, 
IBM's  home-page  read- 
er uses  a  computer- 
synthesized  male  voice 
to  read  normal  text  in 
Japanese  and  switches 
to  a  female  voice  when 
it  encounters  high- 
lighted hyperlinks  to 
other  sites  on  the  Web.  Programming 
the  numerical  keypad  on  a  computer 
keyboard  can  enable  blind  users  to 
move  from  line  to  line  on  a  Web  page 
and  navigate  backward  and  forward  the 
way  Web  surfers  do  with  ordinary 
browsers.  And  a  scroll  feature  lets  blind 
users  speed  up  the  voice.  Some  2,000 
Japanese  are  now  using  the  browser. 
IBM  is  working  on  an  English  version  it 
hopes  to  release  later  this  year. 

The  technology  also  is  helping  the 
deaf.  At  the  Tucker-Maxon  School  for 
deaf  children  in  Portland,  Ore.,  stu- 
dents are  engaged  in  a  novel  experi- 
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ment  to  learn  how  to  pronounce  words 
from  a  computer-generated  talking  head 
called  Baldy.  The  product  of  Fluent 
Technologies  in  Beaverton,  Ore.,  Baldy 
is  a  simulation  of  a  wire-frame  model 
that  is  covered  with  more  than  900 
tiny  triangles  composing  his  skin,  eyes, 
nose,  and— most  important — his  mouth. 
Despite  his  lack  of  hair  and  his  resem- 
blance to  a  mannequin,  Baldy  is  one 
complex  guy,  representing  20,000  lines 
of  software  code.  His 
mouth  accurately  enunci- 
ates words,  a  critical  aid 


ONSCREEN  TEACHER:  Baldy  gives  feedback  to  deaf  kids  working  on  improving  their  speech 


for  deaf  people  learning  to  speak. 

Baldy's  most  arresting  feature  is  his 
ability  to  replicate  facial  expressions  ap- 
propriate to  the  words  he  uses.  The  im- 
portance of  visual  cues  in  understanding 
speech  was  brought  home  to  the  devel- 
opers at  Fluent  four  years  ago  when 
they  were  negotiating  to  license  the 
technology  to  Lucent  Technologies,  then 
part  of  at&t.  An  at&t  executive  vice- 
president  watching  a  demonstration  of 
Baldy  praised  the  team  for  making 
great  strides  in  improving  the  synthe- 
sized voice.  But  the  voice  was  un- 
changed from  earlier  demos — the  only 
addition  was  Baldy's  repertoire  of  fa- 
cial expressions. 

historic  MOTIVE.  Since  December,  the 
deaf  students  at  Tucker-Maxon  have 
been  working  with  Baldy  to  extend 
their  classroom  training  in  speech. 
Chelsea  Angelina  Crump,  a  fifth  grader, 
sits  in  front  of  a  topographical  map  on 
the  computer  screen  that  traces  a  river 
from  its  source  to  the  ocean.  An  arrow 
on  the  map  points  to  different  features, 
and  in  the  upper  left-hand  corner  of  the 
screen,  Baldy  asks:  "What  land  form  is 
this?"  His  voice  sounds  robotic,  but  the 
children  look  at  Baldy  and  read  his  lips. 
Chelsea  nails  nearly  every  question, 
speaking  her  answers  into  a  microphone. 
If  the  pronunciation  is  off,  Baldy  re- 


One  of  the  reasons  it's  so  hard  to 
synthesize  speech  is  that  we  still  don't  fully  understand  the 
complex  geometry  of  the  vocal  tract. 


peats  the  answer  slowly  and  breaks 
down  into  syllables.  Chelsea  then  r 
peats  the  word  until  Baldy  tells  her  i 
right.  "The  big  challenge  for  deaf  ki 
learning  to  talk  is  getting  lots  of  go 
practice  with  feedback,"  says  Patrick 
Stone,  executive  director  of  Tucker-Ma 
on.  "With  this  computer  program,  we' 
added  another  discriminating  ear." 

It's  often  forgotten  that  Alexand 
Graham  Bell  was  laboring  to  transla 
words  into  images  for  his  deaf  wife  wh 
he  discovered  the  telephone.  Does  t 
future  hold  any  other  revolutionary  tec 
nologies  devised  initially  to  help  disabli 
people?  Certainly  some  of  the  technoloj 
under  development  for  them  could 
adapted  for  wider  use.  For  instance,  d 
vices  capable  of  converting  speech 
text,  and  vice  versa,  in  real  time,  provi 
deaf  people  with  a  way  of  speaking  ov 
the  telephone.  But  such  a  device  mig 
also  help  with  simultaneous  translation 
foreign  languages.  Computer-screen  ci 
sors  that  follow  the  path  the  eyes  ta 
over  a  document  started  out  as  a  projc 
to  help  physically  disabled  people  u 
computers  but  may  someday  provide 
alternative  to  the  mouse. 

In  the  meantime,  small  revolutio: 
are  occurring  every  day.  Deaf  childr< 
are  learning  to  talk.  Blind  people  a 
starting  to  surf  the  Web.  And  some  ds 
Donna  Davis  may  be  able  to  tell  us 
about  herself. 

By  Paul  C.  Judge  in  Boston,  w& 
Seanna  Browder  in  Portland,  Ore. 

Special  Report  continues  on  page  8 
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If  Nepali  isn't  your  native  tongue,  call  1-888-800-9737  ext.  202  for  a  translation.  Or,  vi: 


vassport.com. '  I  lien  ask  yourself,  if  you  had  a  new  Passport,  where  would  you  go? 


yum 

It's  tedious  work,  but  Microsoft  dearly  wants  PCs  to  gab 


Visit  Microsoft  Corp.,  and  you  might 
think  the  days  of  mice  and  key- 
boards are  numbered.  Soon  after 
the  new  century,  Microsoft  aims 
to  ring  in  an  era  of  hands-free  comput- 
ing, pes,  it  figures,  will  be  able  to  con- 
verse with  users  in  their  native  tongue. 

Chairman  William  H.  Gates  III  leaves 
no  doubt  about  the  importance  of 
speech-enabled  pes.  "Computers  should 
see  and  talk,  they  should  be  much  easier 
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to  use,  and  they  should  execute  much 
more  powerful  searches,"  he  says. 
There's  a  good  reason:  Speech  could 
open  the  floodgates,  allowing  Microsoft 
to  sell  software  to  millions  who  find  to- 
day's machines  too  complex. 

A  big  chunk  of  the  $2.6  billion  Micro- 
soft will  sink  into  research  and  develop- 
ment this  year  is  earmarked  for  speech. 
The  software  maker  has  a  $45  million 
stake  in  Lernout  &  Hauspie,  Europe's 
leading  speech-recognition  company.  And 


Gates  chose  Britain's  Cambridge  Uni- 
versity as  the  site  for  his  first  overseas 
research  center,  in  part  because  of  its 
expertise  in  speech  technology.  Back  at 
Microsoft's  Redmond  (Wash.)  labs,  teach- 
ing linguistic  skills  to  PCs  is  the  No.  1 
priority.  More  than  a  third  of  the  240  sci- 
entists at  Microsoft  Research  are  fo- 
cused on  tackling  issues  from  simple 
speech  recognition  to  sophisticated  nat- 
ural-language processing. 

Yet,  for  all  that,  Microsoft's  com- 
mercial forays  have  been  modest. 
There's  the  talking  Barney  doll 
that  came  out  last  summer  and 
Auto  pc,  a  family  of  programs  un- 
veiled last  fall  that  give  drivers 
limited  voice  control  over  phones 
and  other  car  electronics 
Though  cool,  these  | 
products  fall  short  r^|lk 
of  state  of  the  art. 
Auto  pc,  for  example, 
must  be  trained  to  rec-  ' 

GENIE:  A  little  helper  to 
read  menus  and  more 


TOP  PRIORITY:  Huang  says  major 
progress  could  come  in  two  years 

ognize  each  driver's  voice.  And  it  w 
only  recognize  words  separated  by  pau 
es,  while  products  from  IBM  and  othe: 
let  users  talk  in  unbroken  streams.  Sa; 
Xuedong  "X.D."  Huang,  Microsofl 
speech  research  manager:  "We'll  be  ab 
to  do  much  more  in  two  years." 
BRONZE  MEDAL.  Nathan'  P.  Myhrvol 
Microsoft's  chief  technology  officer,  a 
gues  that  speech  technology,  across  tl 
board,  isn't  ready  for  prime  time.  Tl 
products  now  on  the  market,  he  say 
are  just  not  good  enough  yet.  "If  tl 
contest  is  to  ship  a  marginal  produc 
then  I'll  take  the  bronze,"  sa; 
Myhrvold. 

Instead,  Microsoft  is  aiming  at  tl 
next  generation  of  speech  product 
Outside  observers  familiar  with  its  e 
forts  say  it  could  be  worth  the  wai 
"Their  systems  are  poised  to  mal 
some  big  advances,"  says  Victor  Zu 
associate  director-  of  the  Laboratory  f< 
Computer  Science  at  Massachusetts  If 
stitute  of  Technology.  And  users  c: 
count  on  finding  entertainment  alorf 
with  the  new  technology.  Microsoft} 
animated  menagerie  includes  a  wizarj 
character  for  handling  questions  ar 
Genie,  an  onscreen  helper  with  the  ab 
ity  to  synthesize  speech,  which  lets 
do  such  things  as  read  items  from 
Windows  menu. 

Ultimately,  Microsoft  hopes  to  infus 
all  its  products  with  basic  speech  cap! 
bilities.  "Someday  when  it's  good  enoug 
we  want  to  put  it  into  Windows 
Myhrvold  says.  Microsoft  declines  t 
forecast  when  Windows  will  understari 
speech.  Indeed,  Gates  fears  that  the  Ju 
tice  Dept.  could  interfere  with  thos 
plans.  "Their  approach  would  block  ij 
from  ever  putting  speech  recognitio 
into  the  operating  system,"  says  Gate 
For  now,  Microsoft  is  concentrating  c| 
making  sure  third-party  speech  pr< 
grams  work  with  Windows. 

So  when  can  you  throw  out  your  ke; 
board?  Even  Myhrvold  concedes  ths 
jabbering  to  computer's  may  never  t 
acceptable  in  crowded  offices.  Bi 
some  situations  cry  out  for-  it.  Juf 
watch  kids  playing  video  game 
"They  shout  at  it.  There's  thi 
one-way  dialogue  going  on,"  saj! 
Myhrvold.  "The  computer  needs  t 
understand  and  talk  back."  W 
|^      misjlit  even  cud  up  l'-arnin 
MB  Miinctliiiiu. 

fl  A.  Jl0^   By  otis  Port  * 

fSm  Redmond,  Wasl 
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SAS®  Software... #1  in  Decision  Support 


Data  Warehousing 


Data  Mining 


More  than  3.5  million  decision 
makers  around  the  world  trust 
SAS  software  to  deliver  reliable, 
timely,  and  consistent  information 
to  drive  their  businesses  forward. 
No  wonder  Software  Magazine 
chose  SAS  Institute  as  the  Best 
Decision  Support  Tools  Company. 

Your  Free  Guide  to 
Today's  Hottest 
Business  Solutions 


The  World  Wide  Web 


OLAP/Business  Intelligence 


"Visit  us  on  the  World  Wide  Web, 
or  give  us  a  call,  for  an  overview 
of  SAS  Institutes  award-winning 
strategies  for  data  warehousing, 
data  mining,  multidimensional  data 
analysis  (OLAP),  Web  enablement, 
and  more.  Not  to  mention  our  new 
business  solutions  for  your  financial, 
human  resources,  and  IT  systems 
management  needs. 
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E-mail:  bw@sas.com      www.sas.com/solutions/  919.677.8200 
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AUTO  RETAILING 


GM  BRINGS  ITS 
DEALERS  UP  TO  SPEED 

New  locales  and  updated  stores  are  key  to  the  overhaul 


Ramsay  H.  Gillman's  Houston  Pon- 
tiac/GMC  dealership  used  to  be 
part  of  General  Motors  Corp.'s 
problem.  It  was  just  down  the 
road  from  another  Pontiac  showroom, 
making  it  hard  for  both  to  make  money. 
Worse,  Gillman  also  sold  Suzukis,  which 
compete  with  gm  models,  gm  urged  Gill- 
man  to  move  to  a  new  site  out  by  the 
Astrodome,  but  Gillman  wasn't  inter- 
ested. So,  as  part  of  an  extensive  ef- 
fort to  overhaul  its  dealer  network,  gm 
bought  Gillman  out.  "I  hate  to  see  it 
go,"  the  burly  Texan  says  of  the  Pontiac 
store  his  father  bought  in  1938.  "But 


they  came  to  me  with  an  offer  I  couldn't 
refuse,  and  I  took  it.  I'm  a  happy 
camper." 

If  only  they  all  went  that  smoothly. 
For  more  than  eight  years,  the  auto 
maker  has  been  slowly  trying  to  re- 
make its  distribution  system.  The  going 
has  been  every  bit  as  tough  as  it  ex- 
pected. GM  is  just  40%  done  with  plans 
to  relocate  some  dealers,  merge  others, 
and  shrink  its  dealer  count  from  9,500  in 
1990  to  7,000  by  the  end  of  2000.  Al- 
though the  estimated  $1  billion  project 
was  officially  launched  in  1990,  it  didn't 
catch  fire  until  almost  five  years  later, 


when  newly  arrived  gm  sales  and  rna 
keting  chief  Ronald  L.  Zarrella  mat 
the  dealer  overhaul  a  central  part 
his  push  to  create  distinct  brand  ii 
ages  for  gm's  models  and  divisions. 
eye-opener.  Now,  company  executiv 
say  they're  so  delighted  with  recent  r 
suits  that  they've  accelerated  the  pac 
In  Bergen  County,  N.J.,  for  exampl 
sales  rose  42%  in*1997  after  half  of  tl 
eight  dealerships  there  were  upgrade 
or  moved.  Says  Zarrella:  "The  benefi 
are  such  that  it  looked  like  we  ought 
go  a  lot  faster." 

Even  so,  the  task  ahead  is  mon 
mental,  and  the  hour  is  late.  The  au 
maker  is  trying  to  catch  up  with  pop 
lation  shifts  by  moving  stores  out 
small  towns  and  declining  cities  and  in 
bustling  retail  zones  along  suburb; 
highways.  At  the  same  time,  it  is  pus| 
ing  dealers  to  reconfigure  their  hoi 
ings  to  match  the  way  gm  has  realign* 
its  divisions,  and  either  to  spiff  i] 
stores  or  build  new  ones.  The  companj 
ultimate  goal:  fewer  but  better  dealer; 
"Consolidating  will  create  larger,  mo:i 
profitable  dealers,  and  they'll  do  a  betfy 
job  of  moving  product  and  satisfyii: 
customers,"  says  Christopher  W.  Cede 


Choosing  an  enterprise  resource  planning  system  is  one  of  the  most  important  computing 
decisions  a  company  can  make.  And  if  made  incorrectly,  it  could  be  the  costliest.  At  DataWorks, 
we  don't  dabble  in  mid-range  manufacturing.  We  live  there.  We  understand  the  needs,  the 
nuances,  the  real-life  processes  of  your  business.  That's  how  we  became  a  leader.  We  won't  ask 
you  to  bend  to  fit  our  model.  Rather,  our  workflow-oriented  ERP  solutions  are  flexible.  They're 
simple  to  use,  powerful  and  fully  integrated.  Microsoft  technology  and  guaranteed  low 
implementation  costs  ensure  that  ROI  isn't  years  away.  So  call  DataWorks — the  mid-range 
experts— at  800-413-2797. 

DataWorks 

Information     at     its  best 

©1?98  DataWorks  Corpor  in  rSG6322  WWW.dat3W0rks.C0m 
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retail  revolution  The  success  of  AutoNation,  CarMax,  and 
Net  sales  has  forced  GM's  dealer  tune-up  into  overdrive 


gren,  managing  director  of  Nextrend 
Inc.,  a  California  auto  consultant. 

That  quest  has  become  more  urgent 
in  the  past  two  years  because  of  the 
auto-retailing  revolution  sparked  by  pub- 
lic-dealer groups  such  as  H.  Wayne 
Huizenga's  AutoNation  USA  and  by  an 
explosion  of  Internet  services  for  car 
shopping.  Auto  retailing  has  "changed 
more  in  the  last  three  years  than  in 
the  prior  50,"  says  Edward  K. 
Roggenkamp  III,  head  of  GM's  dealer 
investment  and  development  group. 
Faced  with  new  players  offering  nicer 
stores  and  less  hassle,  carmakers 
are  scrambling  to  keep  their  tradi- 
tional dealer  base  from  becoming 
obsolete. 

For  gm,  that  means  incorporat- 
ing into  the  revamped  stores  the 
attributes  of  newcomers  such  as 
AutoNation  and  Circuit  City's  Car- 
Max  Auto  Superstores  Inc.: 
brighter,  more  open  showrooms, 
play  areas  for  customers'  children, 
computer  kiosks  to  display  prod- 
uct information,  and  service-de- 
partment waiting  rooms  equipped 
to  allow  customers  to  plug  in  lap- 
top computers  and  modems.  More- 
over, GM  is  hoping  to  take  a  page 
from  its  successful  Saturn  division, 
where  each  dealer  gets  a  large,  ex- 
clusive territory.  Executives  hope 
that  by  thinning  the  ranks,  the  remain- 
ing dealers  will  focus  more  on  pamper- 
ing customers  than  on  undercutting  the 
dealer  down  the  street. 
BIG  DEAL.  In  its  most  experimental 
move,  the  carmaker  is  launching  its  own 
superstores.  Late  last  year,  it  bought 
all  12  gm  dealers  in  California's  San  Fer- 
nando Valley  for  an  estimated  $100  mil- 
lion. The  situation  was  dire  there — gm's 
market  share  was  a  miserable  13<7<- — so 
with  the  help  of  an  as-yet-unnamed 
dealer  partner,  GM  hopes  to  turn  the 
region  into  a  laboratory  to  test  the  lat- 
est in  car-retailing  tactics.  "GM  sees  the 
same  thing  that  we  see,"  says  W.  Austin 
Ligon,  president  of  CarMax.  "New  cars 
could  be  distributed  with  dramatically 
lower  investment  and  dramatically  high- 
er customer  satisfaction." 

To  do  that,  gm  has  big  plans  for  the 
San  Fernando  Valley.  It  intends  to  bull- 
doze most  of  the  existing  stores  and  re- 
place them  with  a  handful  of  mega- 
stores.  Major  repair  work  will  be  done 
at  the  superstores,  with  a  new  ring  of 


satellite  service  shops  handling  light 
maintenance.  GM  hopes  success  there  will 
persuade  dealers  elsewhere  to  try  large- 
scale  consolidation.  Says  G.  Richard 
Wagoner  Jr.,  president  of  GM's  North 
American  operations:  "If  it  works  bril- 
liantly, other  dealers  will  take  a  look." 

Competitors  are  also  watching.  Ford 
Motor  Co.  is  launching  similar  tests  in 
Tulsa  and  San  Diego,  after  dealers 
thwarted  its  clumsy  initial  attempts  to 
buy  out  all  of  its  Indianapolis  and  Salt 
Lake  City  dealers.  The  idea:  pare  costly 
overhead  and  inventories  and  eliminate 


THE  MAKEOVER  PLAN 


►  By  closing  or  merging  stores,  GM 
plans  to  shrink  its  dealer  base  from 
8,090  to  7,000  by  late  2000 

►  Urban  dealers  will  relocate  to 
suburban  crossroads,  where 
traffic  is  higher 

►  Customer-friendly  amenities, 
such  as  children's  playrooms  and 
computer  hookups,  will  go  into 
some  waiting  rooms 

►  New  regional  superstores  will 
be  tested,  both  for  car  sales  and 
repair  service 


many  expensive  body  shops,  while 
offering  customers  wider  selection 
and  better  service. 

GM  isn't  alone  in  its  stiuggle  to  con- 
solidate its  U.  S.  distributors,  either. 
Chrysler  Corp.  wants  to  slice  its  dealer 
count,  already  cut  from  5,700  in  1987 
to  4,500  today,  to  4,200  by  2000.  To  get 
there,  it  has  been  encouraging  mergers 
of  its  Chrysler,  Plymouth,  and  Jeep/Ea- 
gle franchises  to  operate  under  one  roof. 
Foreign  auto  makers  ranging  from  Maz- 
da to  bmw  have  also  launched  initia- 
tives to  spruce  up  their  dealer  networks. 

Despite  its  slow  start,  GM  is  confi- 
dent it  can  finish  the  task  by  2000.  The 
company  says  the  project  is  gathering 
speed  as  dealers  note  the  success  of 
those  who  have  taken  the  plunge,  gm 
says  it  made  significant  changes  at  500 
dealers  last  year  and  expects  to  match 
that  pace  this  year. 

But  the  slow  rate  of  change  and  the 
accelerating  shift  in  auto  retailing  may 
diminish  gm's  final  payoff.  Says  analyst 
Marvann  N.  Keller  of  Furman  Selz  LLC: 


"I  wonder  if  they'll  get  the  bang  the 
would  have  gotten  10  or  15  years  ago. 
As  for  the  niceties  of  the  spruced-u 
showrooms,  "everyone  wants  ficus  tree; 
leather  upholstery,  loaner  cars,  an 
longer  service  hours."  She  says  tha 
adding  those  perks  simply  brings  GM  u 
to  the  new  minimum  standard. 
RESISTANCE.  Still,  there's  only  so  muc 
gm  can  do  to  pick  up  the  pace  since  th 
dealers  themselves  are  a  major  spee' 
bump,  gm's  8,090  dealers  are  mostly  er 
trepreneurs,  fiercely  independent  an 
shielded  from  manufacturers'  mandate 
by  strict  state  franchise  laws.  R« 
locating  or  refurbishing  to  satisf 
gm's  wishes  can  cost  hundreds  c 
thousands  of  dollars — most  of  it  oi 
of  the  dealer's  pocket.  And  th 
move  or  merger  that  helps  on 
dealer  may  threaten  anothei 
Analysts  say  the  retail  overhai 
is  one  reason  gm  landed  i 
the  basement  in  J.  D.  Powe 
&  Associates'  1997  ranking 
of  dealer  satisfaction  wit! 
carmakers.  Delaware  deale 
Frank  Ursomarso  says  mos 
dealers  applaud  gm's  actions 
but  only  in  theory.  "[It] 
viewed  as  a  good  thing — unti 
they  come  to  you,"  he  says. 

Or  to  your-  neighbor.  Bruo 
Bendell,  a  Long  Island  Chev; 
dealer,  is  suing  gm  becausi 
it  pushed  a  neighboring 
Pontiac  dealer  to  acquir 
a  gmc  franchise.  Trouble  is,  gmc's  time 
lineup  is  nearly  identical  to  Bendell' 
Chevy  offerings.  He's  only  slightly  mol 
lifted  by  gm's  assurances  that  its  plans  t 
further  differentiate  gmc  and  Chev; 
trucks  will  solve  his  problem. 

To  win  over  reluctant  dealers,  th 
carrot  gm  dangles  is  cash:  either  a  buy 
out  oi'  loans  and  stipends  to  rebuild  in 
new  locale.  That  strategy  isn't  cheap 
gm's  eagerness  to  buy  out  dealers,  cou 
pled  with  a  recent  acquisition  spree  b; 
public-dealer  groups,  is  driving  up  th 
cost  of  dealerships,  analysts  say.  Gl 
won't  reveal  its  costs  but  says  it  is  no 
over  budget.  And  Wall  Street  watche: 
agree  it's  money  well  spent.  "They  ab 
solutely  should  do  it,"  says  Kellei 
Whether  gm  ultimately  succeeds  will  de 
pend  on  whether  it  can  create  mon 
happy  campers  such  as  Gillman  in  th 
next  three  years. 

By  Kathleen  Kerwin  in  Detroit 
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Before  you  dive 
digital  copiers, 
re-introduce  the  art 


headfirst  into 
we'd  like  to 
of  thinking  ahead. 


When  investing  in  a  digital  copier/printer,  a  little 

i 

forethought  can  go  a  long  way.  Before  taking  the  plunge 
consider  this:  many  digital  copiers  are  painfully  slow,  non- 
networkable  and  require  an  advanced  degree  to  operate. 

Now  consider  the  Oce  3165  digital  copier/printer. 
It  runs  at  a  remarkably  rapid  62  ppm.  It  can  interact 
with  any  PC  on  virtually  any  network,  maximizing 
your  productivity  by  letting  you  print,  copy,  and  collate 
right  from  your  desk.  And  with  Oce  Image  Logic, 
high-quality  images,  graphs  and  text  are  achieved 
without  endless  adjustments. 

Invest  in  the  smarter,  faster,  more 
productive  Oce_3165.  Otherwise,  in 


the  future,  you  may  hear  yourself  sheepishly  muttering, 


n  hindsight  we  should  have  gone  with  Oce." 


The  Oce  3165  digital  copier  /printer  can 
be  linked  to  your  computer  network  this  very 
minute  or  the  minute  you're  ready. 


Sharpen  your  digital  acumen  with  your  free  Digital 
Copier  Buyer's  Guide.  Call  1-888-462-3872,  ext.  143. 
For  general  copier  enlightenment,  visit  www.oceusa.com 
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of  course.  As  one  of  the 
world's  largest  software  companies, 
we're  developing  software  that's  changing 
he  way  business  works.  For  instance,  our  group 
Dductivity  software,  TeamWARE0;  is  helping  people 
:ompanies  around  the  world  communicate,  share 
rmation  and  work  together  better.  cP  Our  object- 
nted  database  engine  and  tools  are  driving  new 
timedia  and  Internet  applications  that  bring  people 
i  information  together.  And  WebWorld,  our  website 
:hnology,  brings  companies  and  their  customers 
together  in  lively  interactive  virtual  worlds. 
cP  So  we  suggest  you  look  into  Fujitsu 
software.  It's  where  everything 
comes  together. 


cP 
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WORK  &  FAMILY 


ACCOUNTANTS  HAVE 
LIVES,  TOO,  YOU  KNOW 

Ernst  &  Young  is  trying  to  retain  women  by  rethinking  work 


Here  is  the  new  canon:  Come  Sat- 
urday, 755  Ernst  &  Young  profes- 
sionals in  San  Jose  and  Palo  Alto, 
Calif.,  will  resist  the  temptation  to  check 
their  office  voice  mail.  They'll  try  not  to 
peek  at  E-mail  messages  until  Monday, 
either.  Really. 

It  sounds  like  a  no-brainer:  Just  enjoy 
the  weekend,  people!  But  for  e&y  and 
other  companies  where  worka- 
holic fervor  reigns,  "it's  like  this 
revelation,"  says  Palo  Alto  tax 
manager  Mary  Stern,  33.  And 
even  such  a  nominal  gesture 
can  produce  broad  repercus- 
sions. A  colleague  could  go 
without  a  critical  piece  of  data. 
A  report  might  get  delayed.  A 
client  could  have  to  wait. 

So  be  it.  Ernst  &  Young  is 
trying  to  get  beyond  the  usual 
networking,  mentoring,  and 
flexibility  schemes  adopted  by 
many  employers  to  help  keep 
female  professionals.  Its  year- 
old  women-retention  effort  is 
attempting  something  far  more 
difficult — actually  changing  the 
way  the  firm  operates.  Only  a 
mold-breaking  overhaul  of 
work  itself,  the  firm  believes, 
can  root  out  systemic  biases 
toward  men. 

"FRUSTRATION."  The  strategy 
grew  out  of  a  1996  critique  by 
Catalyst,  a  research  group  on 
corporate  women,  that  under- 
scored the  firm's  gender  fail- 
ings. Although  Ernst  &  Young 
hired  male  and  female  entry- 
level  professionals  in  equal 
numbers,  only  8%  of  the  firm's 
partners  were  women.  Telling- 
ly, just  27%  of  e&y  women  told 
Catalyst  that  becoming  part- 
ner was  "a  realistic  goal,"  com- 
pared with  59%  of  their  male 
peers. 

Ernst  &  Young  was  losing 
22%  of  its  women  professionals 
annually  and  was  spending 
$150,000  per  job  to  hire  and 
train  replacements — who  tend- 
ed most  often  to  be  men.  More 


important,  says  Chairman  Philip  A. 
Laskaway,  "there  is  some  frustration 
to  the  client  when  they  see  different 
faces  all  the  time."  Reducing  turnover, 
Laskaway  figured,  could  create  a  com- 
petitive advantage.  So  he  created  an 
"Office  of  Retention"  and  hired  Debo- 
rah K.  Holmes,  the  young  Harvard- 
trained  lawyer  who  had  headed  the 


Catalyst  study,  to  find  ways  to  ste 
the  exodus. 

Some  of  the  problems  Holmes  ide: 
tified  were  easily  solved.  A  Boston  s 
nior  manager,  for  one,  had  her  expen 
report  rejected  after  she  took  a  ciiei 
for  a  manicure.  The  problem:  It  wasr 
for  golf  or  one  of  a  few  other  trad 
tionally  male  diversions  readily  a] 
proved  by  the  firm.  A  task  force 
New  England  partners  and  manage: 
worked  to  broaden  the  range  of  a 
ceptable  entertaining  activities,  inclu 
ing  picnics  and  baseball  games  wil 
clients'  entire  families. 
GREAT  EXPECTATIONS.  The  real  issu 
though,  was  Ernst  &  Young's  intern 
work  environment,  which  demands  5' 
hour-plus  weeks  and  constant  travel  ft 
most  managers  and  partners.  The  rigo 
weren't  gender-specific:  48%-  of  womt 
and  47%  of  men  told  Catalyi 
they  found  their  workloads  "e: 
cessive."  Yet  women  tended  l 
feel  greater  strain,  since  ft 
more  of  their  spouses  workec 

That's  what  a  task  force 
tax/audit  professionals  in  Sa 
Jose  and  Palo  Alto  is  trying  1 
address.  "This  is  a  very  di 
manding  profession.  You  ha\ 
high  client  expectations,  an 
we're  a  service  organization' 
says  Roger  Dunbar,  the  mai 
aging  partner  who  heads  bot 
offices.  But  employees  sti; 
want  lives.  Hence,  the  weel 
end  telecommunications  bai, 
plus  a  new  a 

BALANCING         sual-dress  po 

ACT:  Dunbar  icy  and  effor1i 
and  members    tJ  hire  admil| 

7'*-      istrative  sta 
life  task  force    who  can  fc| 

on  more  pr< 
fessional  functions. 

At  the  heart  of  the  Califom 
prototype  is  "client  triage 
Partners  now  explicitly  considj 
demands  on  their  staffers  an 
the  costs  of  potential  employe 
turnover  in  assessing  the  pro 
itability  of  clients.  They  woi 

atingan  ?™untsj^^\\tytotoe  f  irm  _  ^  customers  before  projec1 


BLOCKING  THE  EXITS 


Key  projects  in  Ernst  &  Young's  effort  to  hold  on  to 
its  women  professionals 

CLIENT  TRIAGE  Partners  in  the  San  Jose/Palo  Alto 
tax  group  include  the  costs  of  staff  turnover  in  evalu- 


CALL-FREE  HOLIDAYS  The  new  rule:  Professionals 
don't  check  their  voice-mail  or  E-mail  on  weekends 
and  vacations — not  as  easy  as  it  sounds 

TRAVEL  SANITY  Consultants  in  Dearborn  work  to 
limit  staffers'  travel  to  four  days  a  week  and  to  get 
them  home  for  weekends 

LIFE  BEYOND  LINKS  New  England  professionals  are 
encouraging  woman-  and  family-friendlier  alternatives 
to  golf  for  client  entertainment 

DATA:  COMPANY  REPORTS 


begin  to  develop  clear  mutu 
expectations  about  the  staffin 
that  will  be  required.  And 
new  "utilization  committee 
composed  of  employees  at  a 
levels,  meets  regularly  to  rei1 
oncile  client  demands  wit 
staffers'  personal  needs. 

The  point  is  to  avoid  forcin 
employees  to  compromise  the 
lives  to  meet  preformed  bus 
ness  expectations.  Rather,  tfc 
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Want  to  know  how  to  distance  yourself  from  your  competitors? 

Get  closer  to  your  customers. 


simple.  Give  customers  what  they  want  when 
'  want  it  and  they'll  keep  giving  you  their  business, 
hard  part  is  how.  The  answer?  Integrate  your 
e  and  data  systems  with  an  exciting  technology 
2d  computer  telephony  integration  or  CTI.  CTI 
:s  your  employees  real-time  access  to  valuable 
:omer  data.  So  every  time  a  customer  calls-  via 


phone,  fax,  e-mail  or  even  the  Internet-  you  can  give 
them  answers  instantly.  And  enjoy  a  chance  to  get 
that  much  closer.  As  the  world's  second  largest 
computer  maker,  we've  been  integrating  systems  for 
decades.  And  we  can  help  you.  To  learn  more, 
call  1-888-FBCS-CTI  for  a  free  white  paper. 
Or  download  a  copy  at  www.fbcs.fujitsu.com. 
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DEALS 


PULP  FICTION 

AT  KIMBERLY-CLARK 


business  tries  to  incorporate  flexible 
schedules,  dependent-care  needs,  and 
other  demands.  When  staff  accountant 
John  M.  Watson  found  his  schedule 
crammed  with  too  many  clients,  the  uti- 
lization committee  quickly  reassigned 
one  of  his  projects  to  ease  the  load. 

Such  strategies,  known  as  business- 
process  change  or  work  redesign,  have 
captivated  the  human  resources  world 
since  a  1996  Ford  Foundation  study  of 
work-life  balance  at  Xerox,  Corning, 
and  Tandem  Computer.  In  that  project, 
researchers  demonstrated  higher  pro- 
ductivity, fewer  absences,  and  shorter 
time-to-market  by  altering  the  way  peo- 
ple worked — eliminating  unnecessary 
meetings,  for  example,  or  allowing  em- 
ployees to  schedule  their  own  hours. 

A  new  study,  to  be  released  on  Feb. 
17  by  the  Radcliffe  Public  Policy  Insti- 
tute, reaffirms  the  Ford  results.  In  a 
year  at  Fleet  Financial  Group  Inc.,  re- 
searchers modified  the  way  credit  ap- 
plications were  assigned,  freeing  under- 
writers to  adjust  their  workloads. 
Administrative  tasks,  too,  were  shifted 
from  professionals  to  lower-level  staff. 
Fleet  met  productivity  goals  and  re- 
duced a  loan-application  backlog,  while 
employees  reported  greater  work-life 
satisfaction. 

A  LITTLE  SANITY.  In  real  life,  of  course, 
companies  don't  have  high-profile  acad- 
emics and  consultants  available,  gratis, 
for  months  on  end.  When  the  re- 
searchers pack  their  bags,  "that's  when 
efforts  begin  to  erode  or  stay  localized," 
says  Thomas  A.  Kayser,  a  human- 
resources  manager  in  the  Xerox  Chan- 
nels Group,  which  includes  one  of  the 
operations  studied.  While  Xerox  has 
mounted  a  credible  internal  campaign 
promoting  employee  empowerment,  it 
hasn't  broadly  replicated  the  much 
hailed  work  redesigns. 

Such  lessons  aren't  lost  on  Holmes 
and  her  team  at  Ernst  &  Young. 
"There's  no  silver  bullet  for  work-life 
balance,"  she  says.  The  firm's  overall 
retention  rate  is  edging  up,  with  the 
San  Jose/Palo  Alto  offices  improving  to 
81%  last  year  from  under  70%  in  1996. 
Yet  lasting,  structural  change,  she 
knows,  requires  years  of  grinding  away, 
site  by  site.  The  steps  she  is  engineer- 
ing now  are  baby  steps:  A  consulting 
team  working  with  Ford  Motor  Co.,  for 
example,  has  limited  its  members'  max- 
imum travel  demand — but  only  to  a  still 
draining  four  days  a  week.  And  while 
many  partners  support  women's  ad- 
vancement in  principle,  they  find  busi- 
ness-process change  toward  that  end 
"much  bigger  and  scarier."  Saner  week- 
ends, in  any  case,  are  a  good  start. 

By  Keith  H.  Hannnonds  in  New 
York,  with  Gabrielle  Saveri  in  San 
Jose,  Calif. 


The  papermaker  hoped  its 
Scott  merger  would  rev  up 
earnings.  That  scenario  was 
too  rosy 

Last  February,  when  Kimberly- 
Clark  Corp.  ceo  Wayne  R. 
Sanders  addressed  Wall  Street  an- 
alysts and  investors  at  New  York's 
posh  St.  Regis  Hotel,  he  brimmed  with 
confidence.  Sanders,  50,  vowed  that  the 
paper  and  tissue  giant  would  double  op- 
erating profits  per  share  by  2000. 
"Prospects  have  never  been  as  strong  as 
they  are  today,"  declared  the  23-year 
Kimberly  veteran. 

Sanders  seemed  to  have  had  good 
reason  for  optimism:  14  months  earlier, 
in  December,  1995,  he  had  engineered 
the  $9.4  billion  acquisition  of  Scott  Paper- 
Co.  In  one  step,  Kimberly  was  trans- 
formed into  the  world's  largest  tissue 
maker.  Sanders  was  counting  on  a  com- 
bination of  global  growth  and  synergies 
from  the  deal  to  get  him  to  his  goal. 

His  confidence  didn't  last  long.  Over 
the  last  year,  serious  problems  have 
sent  profits  at  the  Irving  (Tex.)-based 
maker  of  Kleenex  facial  tissues  and 
Huggies  diapers  down,  not  up.  Operat- 
ing income  fell  4.8%  in  1997,  to  $2  bil- 
lion, on  a  sales  drop  of  4.6%>,  to  $12.5 
billion.  Now  Sanders  is  taking  a  second 
restructuring  charge  of  $810  million  to 
close  plants  and  slash  5,000  more  work- 
ers, bringing  total  job  cuts  since  the 
union  to  11,000.  "We  didn't  anticipate 
this  when  we  did  the  merger,"  concedes 
the  much  humbled  ceo.  Last  year  "was 
not  everything  we  hoped  it  would  be." 
ROCKY  honeymoon.  Certainly,  the  news 
hasn't  been  all  bad.  Distribution  for  both 
Scott  and  Kimberly-Clark  brands  is  now 
better,  and  operating  margins  are  up. 
Average  return  on  assets  has  climbed 
from  14%  to  more  than  18%,  in  part 
because  Kimberly  has  cut  $(580  million  in 
costs.  It  expects  to  cut  an  additional 
$500  million  this  year. 

Yet  the  merger  was  hatched  with  far 
greater  ambitions  in  mind.  Together 
with  Kimberly's  plans  to  sell  off  its  low- 


margin  pulp  plants,  it  was  supposed p 
earn  the  company  the  coveted  statusH 
and  higher  multiples — of  a  consuirjh 
goods  giant  rather  than  those  of  a  mil  U 
dane  papermaker.  Instead,  Kimbey 
stock,  now  at  54,  has  sharply  trail  If 
both  the  Standard  &  Poor's  500-stck 
index  and  archrival  Procter  &  Gamlm 
Co.'s  since  the  merger.  "You  don't  a 
valued  like  a  p&g  or  Gillette  by  disiK 
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ting  investors,"  explains  William  J. 
onnor,  portfolio  manager  for  the 
shall  Large  Cap  Growth  &  Income 
d,  a  longtime  shareholder, 
ew  predicted  that  merging  the  two 
;est  names  in  tissue  would  produce 
a  rocky  honeymoon.  Scott  had  been 
nsized  by  "Chainsaw"  Albert  J. 
lap  in  the  20  months  prior  to  the 
.  In  swallowing  its  rival,  Kimberly 
tered  its  own  money-losing  Euro- 
1  operations  and  significantly  boost- 
s  share  in  key  markets.  In  toilet  pa- 
alone,  Kimberly's  cut  of  the  market 
e  than  quadrupled. 

But  before  long,  prob- 
lems began  to  surface. 
People  outside  and  in- 
side the  company  agree 
that  Dunlap's  notoriously 
tough  turnaround  tactics 
had  some  impact.  But 
the  larger  stumbling 
blocks  appeared  to  be 
Kimberly-Clark's  own 
lack  of  experience  in 
putting  together  a  merg- 
er of  this  size.  Sharp 
price  drops  in  Europe 
and  the  U.S.  hurt  too. 
"Al  didn't  stick  us  with 
anything,"  says  Sanders. 
"We  got  exactly  what 
we  paid  for." 

What  they  got  was  a 
company  that  had  been 
very  aggressively  man- 
aged. In  the  first  com- 
bined quarter,  Kimber- 
ly's results  were  held 
down  by  excess  invento- 
ry of  Scott  paper  and 
tissue  products,  a 
holdover  from  Dunlap's 
relentless  push  for  sales 
and  earnings  growth. 
Executives  say  Kimberly 
knew  of  the  excess  in- 
ventory in  advance  of 
the  deal  but  underesti- 
mated the  problems  it 
would  cause.  "We  proba- 
bly had  more  start- 
up challenges  to  get 

WAYNE 
SANDERS 

mberly-Clark 

1  [Dimlap]  didn't 
ck  us  with  anything. 
3  got  exactly  what 
i  paid  for" 
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through  than  we  realized  when  we  put 
the  merger  plan  together,"  admits 
Thomas  J.  Falk,  group  president  of 
Kimberly's  North  American  tissue,  pulp, 
and  paper  group. 

Sanders  also  had 
to  reverse  damage 
done  to  the  Scott 
paper  towel  brand 
under  Dunlap.  In  an 
unsuccessful  product 
overhaul,  Scott  had 
changed  the  name 
and  reduced  roll 
sizes.  With  market 
share  sliding  fast, 
Kimberly  reversed 
the  strategy  eight 
months  after  taking 
over.  The  company 
declines  to  say  how 
much  the  effort  cost, 
but  market  share 
has  not  recovered. 

Still,  by  early  1997 
the  company  was  well 
into  its  $1.4  billion 
initial  restructuring 
and  those  problems 
seemed  under  con- 
trol. But  as  Sanders 
spoke  to  the  crowd 
at  the  St.  Regis,  oth- 
ers knew  there  was  \ 
still  plenty  to  be 
done.  "If  there's  a  venue  for  criticism 
[of  Kimberly],  it  would  be  in  the  amount 
of  time  it  took  them  to  take  the  second 
restructuring,"  says  Richard  R.  Nicolosi, 
Scott's  former  head  of  consumer  goods. 
Nicolosi  says  that  it  was  clear  early  on 
that  many  of  Scott's  plants  were  ineffi- 
cient and  would  need  to  be  closed. 

Sanders  concedes  that  some  of  the 
facilities  "should  have  been  cut  in  the 
first  go-around."  But  he  was  also  slow  to 
recognize  several  broader  problems.  One 
key  reason  Kimberly  wanted  the  merg- 
er, for  example,  was  Scott's  leading  po- 
sition in  the  $12  billion  market  selling 
paper  products  to  institutions  such  as 
restaurants  and  hotels.  Prior  to  the  deal, 
Kimberly  had  only  a  small  stake  in  that 
high-margin,  high-growth  arena. 

Most  of  Scott's  senior  management 
team  left  the  unit,  however,  and  dis- 
tributors say  Kimberly  fell  behind  inte- 
grating the  two.  "What  you  had  was 
the  smaller  of  the  two  entities  trying  to 
ran  the  larger  of  the  two,"  says  Michael 
Pisa  Jr.,  president  of  Detroit-based  Con- 
tinental Paper  &  Supply,  a  major  dis- 
tributor. "That  was  a  problem." 

Kimberly  cut  back  on  the  deep  volume 
discounts  that  had  been  a  mainstay  at 
Scott  and  slashed  product  offerings.  The 
changes  ultimately  "led  to  a  lot  of  confu- 
sion" among  customers,  says  David  E. 
Wax,  executive  vice-president  of  Waxie 
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Sanitary  Supply,  another  large  Kimberly 
distributor  based  in  San  Diego.  Although 
the  problems  initially  affected  sales,  Kim- 
berly execs  say  the  difficulties  have  been 
straightened  out  and  orders  are  up. 

Kimberly  also 
had  high  hopes  for 
the  merger  in  Eu- 
rope, where  its 
own  $2.5  billion 
unit  was  a  big  mon- 
ey-loser. And  certain- 
ly the  combination 
with  Scott,  which 
boasted  far  stronger 
European  distribu- 
tion, has  helped.  The 
division  returned  to 
the  black  in  1996. 
FLUFFIER.  But  the 
gains  have  been  less 
than  Kimberly  count- 
ed on.  Largely  be- 
cause of  weak  tissue 
prices,  Kimberly's 
European  earnings 
tumbled  49%,  to  $84 
million,  last  year.  And 
with  the  deal,  Kim- 
berly also  inadver- 
tently strengthened  a 
major  private-label 
rival,  Stockholm's 
Svenska  Cellulosa 
Aktiebolaget  (sca). 
When  the  European  Commission  insisted 
Kimberly  divest  some  tissue  assets  to 
avoid  creating  a  monopoly,  management 
sold  sca  a  Kleenex  plant  in  Britain.  The 
acquisition  gave  sca  advance  technology 
that  makes  tissue  fluffier,  sca  is  now  us- 
ing that  technology  to  better  compete 
against  Kimberly  and  p&g.  Although  the 
European  tissue  market  grew  3%  in  vol- 
ume last  year,  analyst  Denis  Christie  of 
Dresdner  Kleinwort  Benson  figures  Kim- 
berly's share  fell  about  3%.  Meanwhile, 
sca  gained  about  6%. 

For  growth,  Kimberly  is  looking  be- 
yond Scott.  Sanders  is  scouting  for  more 
acquisitions,  smaller  deals  that  Kimber- 
ly has  a  history  of  integrating  smoothly. 
He's  also  focused  on  developing  new 
products,  upgrading  plants,  and  ex- 
panding distribution  of  Kimberly's 
brands.  "I'm  convinced  they're  headed  in 
the  right  direction,"  says  Tony  Kreisler, 
chief  investment  officer  of  Basic  Value 
Equity,  a  Putnam  Investments  mutual 
fund  that  holds  Kimberly  shares. 

With  low  U.  S.  tissue  prices  starting 
to  recover,  Sanders  says  the  latest  re- 
organization should  bring  the  earnings 
target  for  fiscal  year  2000  back  within 
reach.  To  get  there,  Sanders  knows,  "we 
have  our  work  cut  out  for  us."  That's 
one  prediction  certain  to  come  true. 

By  Stephanie  Anderson  Forest  in 
Irving,  with  Heidi  Dawley  in  London 
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The  following  article  appears  on  S&P  Personal  Wealth, 
www.personalwealth.com,  the  interactive  investment 
advisory  service  for  the  individual  investor: 

YIELD  SIGNS:  OPPORTUNITY  AND 
RISK  IN  FALLING  RATES 

Investors  have  watched  in  amazement  as  prices  of 
U.S.  Treasury  securities,  particularly  the  30-year  bond, 
have  surged  to  record  levels  in  recent  weeks.  Trouble- 
plagued  Asian  economies,  low  global  inflation  rates, 


same  maturity  priced  at  6.875%,  and  the  monthly 
payment  falls  to  about  $656,  or  a  saving  of  about 
10%  per  month.  Over  the  30-year  term,  the  total 
savings  are  about  $27,000. 

Even  more  intriguing  is  the  possibility  of  replac- 
ing your  current  30-year  fixed-rate  mortgage  with  a 
15-year  one  at  a  lower  rate  (of  course,  you  should  do 
this  only  if  you  can  comfortably  swing  the  higher 
monthly  payments).  On  the  same  $100,000,  replacing 
the  30-year  mortgage  at  8%  with  a  15-year  one  at 
6.65%  will  increase  the  monthly  payment  by  $146, 
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a  strong  U.S.  dollar  and  prospects  for  moderating 
economic  growth  have  fueled  the  rally.  Yields  on 
Treasuries,  which  move  in  the  opposite  direction  as 
prices,  have  dropped  to  lows  not  seen  since  the  1960s. 
As  of  January  7,  the  yield  on  the  long  bond  stood  at 
5.79%  —  at  the  beginning  of  1997,  the  30-year  was 
yielding  6.80%! 

Homeowners  stand  to  benefit  from  the  falling 
yields  on  the  long  bond  because  they  will  translate 
into  lower  prices  on  fixed-rate  mortgages.  Average 
rates  on  30-year  mortgages,  currently  hovering  at 
just  under  7%,  are  expected  to  fall  even  further.  The 
last  time  rates  were  this  low  was  in  mid-1993. 
Moral:  If  you  haven't  refinanced  already,  now  would 
be  a  good  time  to  look  into  it. 

As  a  rule,  it  makes  economic  sense  to  take  on  a 
lower-rate  mortgage  if  the  new  rate  is  one  to  two 
percentage  points  below  your  existing  mortgage 
rate.  The  savings  could  be  considerable.  For  exam- 
ple, the  monthly  payment  on  a  $100,000  30-year 
mortgage  with  a  fixed  interest  rate  of  8%  is  about 
$733.  Replace  the  8%  mortgage  with  one  of  the 
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but  will  save  you  a  total  of  $105,000  in  payments 
over  the  life  of  the  loan  because  you  have  half  the 
number  of  payments. 

While  the  lower  rates  can  be  catnip  for  borrowers, 
they  present  problems  for  income  investors. 
Traditional  conservative  income  products  such  as 
certificates  of  deposit  (CDs),  money  market  mutual 
funds  and  Treasury  bills  are  now  carrying  very  low 
yields  -  on  average,  5.18%  on  1-year  CDs,  5.15% 
on  money  market  mutual  funds,  and  5.25%  on  1-year 
T-bills.  Under  these  conditions,  investors  need  to 
boost  their  income  without  taking  on  too  much  risk. 
How  to  get  maximum  income  in  a  low  rate  environ- 
ment? Keep  these  concepts  in  mind: 

•  Don't  take  on  too  much  risk  for  the  yield 

•  Keep  your  maturities  short  -  this  reduces  principal  risk 

•  Consider  high  yielding  money  market  funds  -  they  are 
often  one-half  percent  higher  than  the  average 

•  Consider  allocating  a  portion  of  your  portfolio  to  high- 
yield  bond  funds 

•  Is  your  tax  bracket  high?  Take  a  look  at  municipal  bond 
fund  yields 

Look  for  Intelligence  Briefings  in  Business  Week  next 
month.  Additional  market  insight  is  available  on  S&P 
Personal  Wealth  at  www.personalwealth.com. 


0:  WHAT  DO  YOU  SAY  TO  AN  INSURANCE 
COMPANY  THAT  ACTS  LIKE  A  FINANCIAL 
SERVICES  COMPANY? 


A:  IT'S  ABOUT  TIME. 

We  are  not  only  a  secure  place  where  today's  life  insurance  and  annuity  customers 
can  find  a  home-.  We're  also  a  place  where  they  can  be  sure  that  their  money  is 
working  hard.  It  is  a  market  reality  that  people  want  growth  as  well  as  protection. 
Niat's  why  we've  become  a  leader  with  the  full  ranqe  of  financial  products  that 
Americans  want  most— annuities,  health  and  life  insurance,  and  mutual  funds. 

PERFORMANCE  IS  WHAT  MATTERS 
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HILTON:  SLEEPING 
WITH  THE  ENEMY? 

It  may  have  no  choice  but  to  join  forces  with  a  REIT  giant 


It  couldn't  have  made 
Stephen  F.  Bollenbach 
terribly  happy.  At  a  con- 
ference of  the  hotel-and- 
casino  industry  at  the  Bev- 
erly Hilton  Hotel,  beneath  a 
banner  reading  "When 
you're  still  hot — you're  re- 
ally hot!"  the  Hilton  Hotels  Corp.  ceo 
was  forced  to  sit  on  a  panel  with  Barry 
Sternlicht,  the  36-year-old  chairman  of 
Starwood  Hotels  &  Resorts  Trust  who 
had  two  months  earlier  beaten  Bollen- 
bach in  an  $11.7  billion  takeover  battle 
for  ITT  Corp.  "Other  than  missing  out  on 


talks  with  one 


just  one  small  deal,  we  had 
a  great  year,"  Bollenbach 
said  when  it  came  time  for 
him  to  grab  the  microphone. 

And  what  a  deal  it  would 
have  been,  making  Hilton 
the  most  powerful  player  in 
the  fast  consolidating  busi- 
ness. Now,  with  rivals  such  as  Sternlicht 
using  real  estate  investment  trusts 
(reits)  to  raise  huge  amounts  of  money 
on  the  stock  market  and  snap  up  prop- 
erties at  inflated  values,  Bollenbach  is 
uncharacteristically  quiet.  "We  see  eveiy 
deal  that  comes  along,"  he  says,  sitting 


in  his  Beverly  Hills  office.  "But  I'm 
going  to  bid  more  than  somethin 
worth  just  to  have  it,  and  I  don't  w; 
to  be  in  a  bidding  war  with  those  guv 
In  fact,  Wall  Street  has  been  abuzz 
recent  weeks  with  talk  that  Hilton  n 
do  just  the  opposite:  join  ranks  witl 
REIT  or  become  one  itself.  There  h; 
been  merger  talks,  sources  say,  betw« 
Hilton  and  Patriot  American  Hospital 
Inc.,  an  up-and-coming  giant  in  the  r: 
industry.  So  far,  nothing  has  come 
them,  and  Hilton  execs  estimate  tha 
conversion  would  saddle  Hilton  witl 
one-time  tax  bill  of  some  $S 
million.  "I  just  don't  see  it 
the  cards  for  us,"  says  Boll< 
bach.  "But  I  have  learned  tl 
you  never  say  never 
DO  OR  DIE?  A  conversion  n 
seem  unlikely,  given  Boll* 
bach's  hyperbolic  lobbying  v 
last  fall  against  reits  and  th 
tax  advantages — a  crusade  tl 
helped  persuade  the  Wh 
House  to  include  a  restrict] 
in  its  proposed  budget  on 
ture  acquisitions  by  soi 
reits.  But  rivals  and  other 
dustry  observers  say  Hilt 
may  have  little  choice.  "This  i 
company  built  on  acquisition 
says  Bear,  Stearns  &  Co.  ai 
lyst  Jason  N.  Ader.  "And  to 
quire,  it  may  have  to  becorru 
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reit  or  merge  with  one."  Neither  Hill 
nor  Patriot  American  would  comm( 
publicly  on  the  talks. 

In  any  case,  Bollenbach  must  fi  • 
something  to  fuel  the  20%-a-year  ea  i ; 
ings  growth  he  has  promised  investo  \<f 
Although  Hilton  reported  on  Jan.  2(  ... 
tripling  of  its  1997  net  income,  to 
million  on  revenue  of  $5.3  billion,  m<8 
than  half  that  growth  came  from  acq 
sitions  that  Bollenbach  engineered  wi 
in  months  of  his  appointment  in  ea  . 
1996.  Hilton's  stock,  meanwhile,  1 
dropped  to  around  $29  a  share,  fn 
about  $35  last  year,  luu*t  by  languish) 
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i  operations  and  a  fourth  quarter 
nissed  analysts'  expectations.  "He 
lot  of  cash  and  could  do  a  stock 
,ck,"  says  money  manager  Mario  J. 
li,  who  holds  a  significant  Hilton 
m.  "But  if  he  continues  to  be  put 
jox  and  can't  make  acquisitions, 
ty  have  to  get  imaginative.  Maybe 
luires  a  REIT,  or  maybe  he  looks  to 
:quired." 

course,  Hilton  is  hardly  without 
s.  It  still  boasts  some  of  the  choic- 
operties  in  either  of  its  businesses, 
ing  the  trophy  Waldorf-Astoria  in 
York  and  the  Flamingo  Hilton 

the  Vegas  Strip.  Yet  with  reit 
i  lifting  hotel  and  casino  prices, 
ibach  seems  to  be  locked 
f  some  of  the  juiciest 
leals.  Hilton  lost  out  on 
n  Casinos  Inc.  in  Vegas 
lonth,  estimating  its  val- 

be  far  below  the  $1.7 
1  paid  by  Richard  E. 
vater's  Crescent  Real 
e  Equity  Inc. 
ts  have  a  big  advantage 
se  they  pay  no  corpo- 
Laxes.  Wall  Street  has 
i  their  stock  prices  to 
d  11  times  cash  flow, 
ired  with  about  8.5  times 
lotel  companies  like 
l.  That  lets  reits  make 
-based  acquisitions  for 

0  15%  more  than  Hilton  can  pay, 
getting  the  same  return  on  in- 

lent,  says  Mark  Greenberg,  man- 
)f  Denver's  Invesco  Leisure  Fund, 

holds  295,000  Hilton  shares.  Adds 
n  Hash,  an  analyst  at  Lehman 
ers  Inc.  in  New  York:  "It's  like  a 
wagen  racing  against  a  Porsche." 
;h  splashy  new  deals  increasingly 
f  reach,  Bollenbach  has  little  al- 
ive but  to  milk  those  he  managed 
ing  before  prices  zoomed  out  of 

Bally  Entertainment  Corp.,  which 
ught  for  $3.1  billion  four  months 
is  tenure,  accounted  for  nearly  all 
ton's  $306  million  growth  of  oper- 
cash  flow  in  gaming. 
L  POWER.  Squeezing  more  growth 
f  those  properties  could  be  prob- 
ic.  To  combat  a  slew  of  new  casi- 
lat  will  soon  hit  the  Vegas  strip, 
n  nearly  doubled  the  size  of  its 
million  Eiffel  Tower-shaped  Paris 
).  But  that  isn't  expected  to  open 
1999,  and  even  then  it  could  take 
iss  away  from  other  nearby  Hilton 
rties. 

ton's  10  largest  hotels,  which  pro- 
>5%  of  its  operating  cash  flow  from 
lg,  face  little  competition  in  their 
its  and  had  a  strong  1997.  But  can 

1  continue  to  raise  room  rates  by 
s  it  did  last  year?  "I  can  see  them 

it  for  five  years,  maybe,"  says 


THE  HONEYMOON  IS  OVER 
IN  VEGAS  AND  ATLANTIC  CITY 


After  a  decade  of  relentless  build- 
ing, Las  Vegas  is  increasingly  a 
place  where  tourists  flock  to 
casinos  shaped  like  pyramids  and 
stroll  past  volcanoes  and  pirate 
ships  to  lose  their  money.  But  now, 
it  is  the  casinos  themselves  that  are 
facing  tougher  odds. 

In  Vegas  and  Atlantic  City,  growth 
has  slowed  just  as  the  stakes  have 


The  Mirage  and 
other  top  casinos 
have  disappointed 
Wall  Street  lately 


risen.  Companies  are 
spending  millions  to  put 
up  bigger  and  flashier 
casinos.  For  some  of  the 
biggest  names — Hilton, 
Mirage,  Circus  Circus, 
and  Harrah's  among 
them — the  squeeze  is  al- 
ready on.  Each  has  recently  reported 
disappointing  earnings.  Perhaps  the 
most  telling  sign:  Donald  Trump 
wants  out.  He  is  hoping  that  in  spite 
of  Atlantic  City's  4.2%  growth  over 
the  past  two  years  combined,  someone 
will  buy  Trump  Hotels  &  Casino  Re- 
sorts Inc.  for  more  than  $1  billion — 
twice  its  stock  market  valuation. 

The  casino  business  has  become  a 
zero-sum  game.  For  every  new  opera- 
tion that  springs  up,  another  is  hurt. 
In  Atlantic  City,  revenue  at  Sally's 
Park  Place  jumped  15.6%  in  1997  with 
the  addition  of  a  Wild,  Wild  West  casi- 


no. But  that  sent  revenues  tumbling 
at  Caesars,  Resorts,  and  the  Sands, 
according  to  the  New  Jersey  Casino 
Commission.  In  Vegas,  cash  flow  was 
crimped  at  Treasure  Island,  Excalibur, 
and  the  mgm  Grand  after  New  York, 
New  York  opened.  "This  city  has  just 
become  too  competitive,  and  it's  not 
much  fun,"  says  Glenn  Schaeffer,  pres- 
ident of  Circus  Circus  Enterprises. 

Still,  many  Vegas  opera- 
tors appear  to  believe  that 
if  you  gild  it,  they  will 
come.  Altogether,  19,000 
new  rooms  are  expected  to 
go  up  in  the  next  two 
years,  raising  capacity  by 
18%.  Hilton,  Circus  Circus, 
and  Mirage  all  plan  new 
casinos,  including  Mirage's 
highly  anticipated  $1.6  bil- 
lion Bellagio. 

But  the  flood  of  new 
rooms  probably  will  cut  oc- 
cupancy, which  was  off  by 
four  percentage  points 
through  November,  to 
87.4%.  Room  rates,  which 
have  risen  to  offset  sluggish 
gambling  growth,  are  likely 
to  fall,  too.  Previously,  ex- 
citement over  flashy  new 
casinos  lured  enough  busi- 
ness to  cover  huge  expens- 
es. But  Salomon  Smith  Bar- 
ney analyst  W.  Bruce 
Turner  says  the  rush  of  new  capacity 
could  cut  operating  cash  flow  by  5% 
to  10%  a  year  through  2000.  Harrah's 
blamed  a  35%  drop  in  its  Vegas  earn- 
ings, mostly  from  construction  delays, 
for  lower  fourth-quarter  earnings  per 
share.  Analysts  also  expect  increased 
competition  to  result  in  flat  earnings 
at  Mirage  and  Circus  Circus. 

Such  dire  forecasts  have  companies 
looking  for  ways  to  share  the  load 
with  other  investors.  But  for  now,  it 
looks  like  the  biggest  gamblers  in  Ve- 
gas may  be  the  casinos  themselves. 
By  Ronald  Grover  in  Los  Angeles 


Charles  Skelton,  president  of  Hospitali- 
ty Advisers  Inc.,  an  industry  consultant 
in  Ann  Arbor,  Mich.  "But  you  can't  keep 
raising  like  that  forever." 

That's  why  Bollenbach  must  find  a 
way  to  keep  adding  to  his  asset  lineup. 
Hilton  is  looking  at  $500  million  of  deals, 
including  $400  million  to  buy  from  Pru- 
dential Insurance  Co.  the  half  of  the 


Hilton  Hawaiian  Village  in  Honolulu 
that  it  doesn't  already  own.  "There'll 
be  deals  in  the  next  six  months  or  so," 
Bollenbach  says.  Only  this  time,  he'll 
have  to  fight  it  out  asset  by  asset.  Cer- 
tainly not  as  dramatic — or  as  much 
much  fun — as  itt  would  have  been. 

By  Ronald  Grover  and  Kathleen 
Morris  in  Los  Angeles 
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People 


CANDIDATES 


CALIFORNIA, 
HERE  HE  COMES 

Suddenly,  Al  Checchi  is  looking  like  a  serious  contender  for  governor 


Alfred  A.  Checchi  is  not  yet  a  pro- 
fessional politician,  and  it  shows. 
True,  the  former  Northwest  Air- 
lines Corp.  co-chairman  who  wants 
to  be  California's  next  governor  spoke 
with  ease  at  a  recent  rally  at  Pasadena 
City  College,  hitting  all  the  points  in 
his  burgeoning  campaign — from  beefing 
up  police  departments  to  spending  more 
on  education.  But  when  his  prepared 
speech  was  over,  Checchi  found  himself 
stumped  by  the  very  first  question. 
Staring  blankly  at  the  crowd  of  200, 
Checchi  looked  perplexed,  then  finally 
shot  back:  "No,  I  don't  yet  have  a  posi- 
tion on  Indian  gaming  in  California." 

Checchi  will  have  to  do  far  better 
than  that  in  the  months  leading  up  to 
California's  June  2  primary  if  he  is  to 
become  the  first  Democratic  governor 
of  the  state  since  Jerry  Brown  hit 
Sacramento  in  the  1970s.  But  the  49- 
year-old  Checchi  got  a  huge  boost  in 
late  January  when  political  heavy- 
weights Senator  Dianne  Feinstein  (D- 
Calif.)  and  former  White  House  Chief  of 
Staff  Leon  E.  Panetta  decided  against 
running.  And  Checchi's  willingness  to 
spend  a  chunk  of  his  $650  million  for- 
tune to  beat  out  a  now  less-than-stellar 
field  of  candidates  means  he's  the 
hottest  new  candidate  around. 
MEDIA  BLITZ.  That's  a  far  cry  from  just 
a  few  months  ago,  when  the  onetime 
Marriott  Corp.  executive  and  Bass 
Brothers  lieutenant  was  a  total  un- 
known on  the  California  political  land- 
scape. Now,  Checchi's  approval  ratings 
rival  the  two  presumed  favorites — 
Democratic  Lieutenai  f  Governor  Gray 
Davis  and  Daniel  E.  Lungren,  the  Re- 
publican Attorney  General.  "He  has  a 
50-50  chance  of  winning'  the  primaiy, 
says  GOP  operative  Ken  Khachigian,  a 
former  aide  to  Ronald  Reagan  and  Cal- 
ifornia Governor  Pete  Wilson. 

Of  course,  it's  early  going  in  what 
promises  to  be  a  drawn-out  campaign. 
Checchi's  lavish  spending  is  sure  to 
bring  charges  that  he  is  simply  trying  to 
buy  the  election,  and  his  mixed  record 
at  Northwest  could  easily  become  a  lia- 


bility. Union  leaders  are  likely  to  op- 
pose him,  while  experienced  pols  such  as 
Davis  and  Lungren  won't  give  him  a 
free  ride  for  long.  "He  talks  a  good 
talk,"  says  Judith  Barrish,  a  spokesper- 
son for  the  California  Labor  Federa- 
tion. "But  he  has  no  political  record." 

Still,  Checchi's  five-month-old  campaign 
has  rivals  worried.  His  profile  has  been 
on  the  rise,  thanks  to  a  staggering  $7 
million  media  blitz  that  has  crammed  the 
airwaves  since  November.  In  all,  Checchi 
is  expected  to  spend  more  than  $30  mil- 
lion before  the  primary  alone.  That  could 
put  the  total  tab  at  $50  million,  by  far 
the  most  ever  spent  in  a  statewide  race 
and  nearly  twice  what  Governor  Pete 
Wilson  spent  in  1994. 

Such  big  bucks  are  necessary,  insists 
Checchi,  to  get  his  ideas  across  to  voters. 
Having  tired  of  business,  Checchi  fig- 
ures he  can  use  all  that  cash  to  broaden 
his  power  base  while  indulging  what  he 
claims  is  a  newfound  fervor  to  do  good. 
"I'll  spend  whatever 
it  takes  to  get  my 
position  known,"  he 
vows.  The  cash  also 
buys  some  of  the 
best  political  minds 
in  the  business,  in- 
cluding Clinton  poll- 
ster Mark  Perm  and 
longtime  California 
Democratic  opera- 
tive Dairy  Sragow. 

The  strategists 
are  already  working 
overtime  to  pull  a  coherent  theme  out  of 
Checchi's  sometimes  conflicting  political 
views.  A  social  liberal,  he  favors  gun 
control,  abortion  rights,  and  increased 
school  funding.  But  he  is  also  a  law- 
and-order  fiscal  conservative  who  wants 
to  slash  government  by  10%,  and  he 
supports  the  death  penalty.  So  far,  his 
ads  appear  to  be  working.  In  a  Feb.  6 
statewide  poll  by  Field  Research  Corp., 
Checchi  barely  trailed  both  Lungren 
and  Davis,  a  20-year  political  veteran. 

Checchi's  push  into  big-time  politick- 
ing marks  an  about-face  for  a  man  who 


until  now  has  been 
driven  by  financial 
dealmaking.  Armed 
with  a  Harvard  mba, 
he  went  to  work  for 
Marriott  at  age  24. 
Eventually,  he  toiled 
his  way  up  to  trea- 
surer, and  with  then 
Marriott  cfo  Gary 
L.  Wilson,  he  helped 
transform  Marriott 
into  a  hotel  power- 
house by  selling 
properties  to  investor 
groups  and  leasing 
them  back  at  favor- 
able terms. 

After  Marriott, 
Checchi  moved  to 
California  in  1984  to 
look  out  for  the  Bass 
brothers'  25%  stake 
in  Walt  Disney  Co. 


MONEY  IS  NO  OBJECT 


The  dealmaker-turned-candidate 
may  end  up  pouring  more  than  $3( 
million  into  his  primary  effort.  "Fl 
spend  whatever  it  takes  to  get  my 
position  known,"  he  vows 


and  to  advise  new  Chairman  Mich; 
D.  Eisner.  Checchi,  along  with  his  wi 
Kathy,  and  their  three  kids,  settled  h 
the  former  Beverly  Hills  home  of  S 
ney  Poitier.  Soon,  he  and  Kathy  wt 
socializing  with  the  likes  of  superag( 
Michael  Ovitz. 

Poor  timing  and  a  bad  case  of  ov 
reaching  ambition,  however,  follow 
Checchi's  move  to  California.  In  1989, 
and  Wilson  acquired  Northwest  Airlii 
in  a  $3.65  billion  leveraged  buyout  just 
the  airline  industry  entered  a  protraci 
slump.  The  massive  debt  enfeebled  1 


ALFRED  A.  CHECCHI 


volvement  in  politics  consist- 
ed mostly  of  opening  his 
checkbook.  So,  back  in  the 


\     AGE  49 

j   States,  he  began  crisscross 


HANY?  Checchi  began  his 
rnatorial  campaign  after  a  night 
ul-searching  in  a  Swiss  hotel 

ie,  which  lost  $1.8  billion  in  the  ear- 
90s.  By  1993,  it  was  on  the  brink  of 
ruptcy.  Checchi  and  Wilson  pulled 
he  stops,  using  the  hardball  negoti- 
I  tactics  they'd  honed  in  the  world  of 
ce  to  pressure  unions  and  state  offi- 
.  Only  when  workers  coughed  up 
\  $800  million  in  wage  concessions 
Northwest  won  $837  million  in  state 
idies,  was  survival  assured. 
iING  POINT.  In  return,  Wilson  and 
:chi  agreed  to  lock  up  their  23% 
|  in  the  airline  for  five  years.  But  as 
company's  losses  mounted,  the  co- 
man  continued  to  pull  in  large  con- 
ng  fees.  Although  the  airline  even- 
y  recovered  under  the  leadership  of 
John  H.  Dasburg,  many  workers 
*ged  bitter  from  the  ordeal,  and  re- 
is  between  Northwest  and  its  unions 
3d.  "Wilson  and  Checchi  crippled  the 


EDUCATION  BA,  Amherst 
MBA,  Harvard 

CAREER 

■  Marriott  Corp., 
1975-82 

■  Dealmaker  with  Bass 
Brothers,  1982-87 

■  Co-chairman,  Northwest 
Airlines,  1989-97.  Helped 
finance  $3.65  billion  North- 
west LBO  in  '89. 

POLITICAL  PHILOSOPHY 

Socially  liberal,  fiscally 
conservative.  Advocates 
higher  spending  for  educa- 
tion, police.  Favors  death 
penalty  and  abortion  rights. 
Wants  smaller,  more  effec- 
tive government. 

PERSONAL 

Married,  three  children. 
Lives  in  Beverly  Hills. 

ESTIMATED  WEALTH 

$650  million 


airline,"  asserts  one 
union  staffer.  "It  was 
clear  they  were  in  it 
to  help  themselves." 
Checchi's  stake  in  the 
airline  is  now  worth 
$638  million. 
Had  it  not  been  for  the  events  of  one 
gloomy  April  night  in  1996,  Checchi  may 
have  gone  right  on  cutting  deals,  he  says. 
Instead,  a  coveted  invitation  to  visit  Sara- 
jevo on  a  trade  mission  with  Commerce 
Secretary  Ronald  H.  Brown  changed  his 
life.  Unable  to  take  the  government  plane 
with  Brown,  Checchi  arranged  for  a  flight 
a  few  hours  later.  But  on  the  landing  ap- 
proach, his  plane  was  waved  off  and 
rerouted  to  Switzerland.  Brown's  plane 
had  already  crashed,  killing  all  aboard, 
and  the  airport  in  Sarajevo  was  closed. 

Alone  in  his  hotel  room,  Checchi 
couldn't  sleep.  "I  spent  a  strange  night 
by  myself  thinking  about  my  life,  and 
what  I  wanted  to  do  with  it,"  he  re- 
calls. He  remembered  how  he  had  been 
passionate  about  politics  as  a  boy,  when 
John  F.  Kennedy  was  President  and 
Checchi  trekked  to  the  Lincoln  Memor- 
ial from  his  suburban  Maryland  home  to 
hear  Martin  Luther  King  Jr.'s  "I  Have  a 
Dream"  speech. 

As  an  adult,  though,  Checchi's  in- 


ing  the  state  in  one  of  the 
more  unusual  campaign 
swings  in  recent  memory.  In- 
stead of  trying  to  raise  mon- 
ey on  the  trail,  Checchi  dis- 
pensed it  liberally.  In  one 
poor  neighborhood,  for  in- 
stance, Checchi  gave  away 
$35,000  in  airline  tickets  to 
fly  teenage  mothers  to  a  con- 
ference in  Washington,  D.  C. 
"CALL  ME  AL."  But  in  Cali- 
fornia, it's  TV,  not  traveling 
the  state,  that  wins  elections. 
So  Checchi  has  been  bom- 
barding the  airwaves.  One 
spot  shows  a  group  of  kids 
struggling  to  pronounce  his 
name  before  Checchi  tells 
them  to  "call  me  Al."  In  an- 
other, Checchi's  wife  woos 
the  state's  Hispanic  voters 
in  fluent  Spanish. 

In  the  end,  Checchi  is  like- 
ly to  hark  back  to  his  busi- 
ness dealings.  He  claims  cred- 
it for  Northwest's  revival, 
offering  it  up  as  proof  that 
he  has  a  "huge  amount  of  en- 
ergy and  iron  will  to  never 
take  no  for  an  answer" — just  the  skills  he 
says  are  needed  in  government.  But  the 
strong-arm  tactics  he  used  against  North- 
west's unions  could  come  back  to  haunt 
him.  And  opponents  are  already  begin- 
ning to  pick  apart  Checchi's  resume.  "The 
fact  that  he  says  he  saved  the  airline 
from  bankruptcy  is  just  a  lie,"  says  Davis 
campaign  manager  Garry  South.  "The 
debt  he  piled  on  it  nearly  put  it  there." 

Checchi  will  no  doubt  hear  much  more 
talk  like  that.  And  money  is  no  guaran- 
tee of  success.  Former  Representative 
Michael  Huffington,  who  spent  $30  mil- 
lion and  nearly  pulled  off  an  upset  of 
Feinstein  in  the  '94  Senate  race,  crum- 
bled after  reports  that  he  had  hired  an  il- 
legal nanny.  Checchi,  too,  is  preparing 
to  withstand  the  inevitable  backlash  and 
says  he  will  meet  any  negative  cam- 
paigning barb  for  barb.  "I  know  how 
scummy  this  business  can  be,"  he  says. 

Can  money,  good  looks,  and  unflapp- 
able confidence  propel  a  neophyte  to  the 
top  of  the  pack  in  California?  Maybe. 
But  things  are  likely  to  get  a  lot  tougher 
from  here  on  out.  Al  Checchi  might  want 
to  learn  a  thing  or  two  about  Indian 
gaming — and  a  host  of  other  hot-button 
issues — before  he  next  jumps  in  front  of 
a  crowd  of  would-be  supporters. 

By  Ronald  Graver  in  Pasadena,  Calif. 
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Finance 


CORPORATE  FINANCE 


SHARE  BUYBACKS 

THAT  PAY  BACK  IN  SPADES 

Hedging  techniques  are  earning  millions  in  tax-free  income  for  savvy  companies 


Thousands  of  companies  have  gone 
into  the  stock  market  in  recent 
years  to  buy  back  billions  of  their 
own  shares.  But  perhaps  only  100 
or  so  have  turned  to  savvy  hedging 
techniques  that  help  execute  those  buy- 
backs — and  earn  tax-free  millions  to 
boot.  Dell  Computer  Corp.  has  saved 
itself  about  $1.6  billion  in  the  last  two 
years.  Microsoft  Corp.  reaped  8600  mil- 
lion in  the  past  three-and-a-half  years. 
Smaller  fry  are  playing  too:  Appliance- 
maker  Maytag  Corp.  netted  $10  million 
over  the  past  year. 

Just  how  often  these  techniques  are 
used  is  hard  to  say.  Most  companies 
don't  trumpet  the  deals.  In  some  cases, 
evidence  of  the  transaction  shows  up  as 
an  entry  on  the  balance  sheet  and  in 
the  company's  financial  statements. 
Among  the  companies  that  have  used 
these  techniques  are  Boeing.  IBM.  Intel, 
and  McDonald's. 

PRIVATE  CONTRACTS.  But  perhaps  even 
more  often,  these  buyback-related  trans- 
actions never  see  daylight:  They  are 
private  contracts  between  companies 
and  their  investment  bankers,  and  the 
rules  require  that  companies  disclose 
them  only  if  they  are  "material" — and 
that's  a  judgment  call  the  company 
makes  itself. 

By  all  accounts,  this  sort  of  deal- 
making  will  be  on  the  increase  as  com- 
panies continue  to  repurchase 
shares  even  at  today's  high 
prices.  Under  new  accounting 
rules,  companies  must  also  re- 
port their  income  as  though 
the  stock  options  they  have 
granted  over  the  years  had 
been  exercised.  That  means 
diluting  today's  income  over 
more  and  more  shares.  The 
only  way  to  offset  that  is  to 
reduce  the  number  of  shares 
outstanding.  Companies  can 
reduce  their  shares  just  by 
buying  in  the  market. 

But  there  is  often  a  better 
way.  Microsoft's  millions  come 
from  selling  "put  warrants"  in 


conjunction  with  its  share  repurchase 
program.  In  such  a  transaction,  the  seller 
gives  the  buyer,  usually  an  investment 
bank,  the  right  to  sell  shares  of  the  com- 
pany stock  to  the  company  at  a  prede- 
termined price,  called  the  strike  price. 
This  right  lias  a  finite  life,  say.  12  months. 

For  this  right,  the  buyer  pays  the 
seller  a  fee  or  premium.  For  instance, 
for  a  stock  selling  at  40,  a  one-year 
put  warrant  with  a  strike  price  of  40 
might  sell  for  about  $3  per  ^ 
share  for  1  million  shares 
(table).  That  S3  million  is  free 
and  clear  to  the  issuer  since  the 
tax  code  allows  corporations  to 
sell  options  on  their  stock  tax- 
free.  "It's  one  of  the  few  sources 
of  cash  that  isn't  ultimately  tax- 
able." says  Robert  Willens,  tax 
and  accounting  analyst  for 
Lehman  Brothers  Inc.  "That's 
what  makes  put  warrants  so 
attractive." 

If  the  stock  takes  off  and  the 
price  at  expiration  is  above  the 


strike,  the  put  will  expire  worthlc 
and  the  premium  is  pure  profit.  True 
will  cost  the  company  more  to  buy 
stock  in  a  rising  market,  but  the  co 
pany  can  use  that  premium  to  off 
the  somewhat  higher  cost.  "This  is 
a  substitute  for  a  share  buyback  p 
gram,"  says  Christopher  Innes,  a  m 
aging  director  at  NationsBanc  Mo 
gomery  Securities  Inc.  "But  if 
company  has  already  decided  to  t 


A  PRIMA 


Company  X's  board  authorizes  t 
repurchase  of  up  to  2  million  sr 
of  stock,  selling  at  $40  per  shai 
over  the  next  year.  The  companj 
sells  puts  on,  say,  1  million  shaj 
with  a  strike  price  of  40  to  an  I : 
investment  bank.  The  company1- 


it  mrritt  n 


t 


back  its  stock,  why  not  get  paid 
that  decision?' 

Indeed,  Microsoft  has  been  paic 
spades.  The  company  has  sold  30  mil1) 


As  long  as  the 
stock  remains 
above  40,  the 

puts  will  expire 
worthless,  and  the 
company  will  keep 
the  premium,  tax- 
free.  The  company 
can  use  that  money 
to  offset  the  higher 
cost  of  buying 
shares. 


i 


If  the  stock  is 
below  40  at 

expiration,  the 
put  will  be  exercised 
and  the  company 
will  have  to  buy  the 
shares  at  40.  But 
some  of  that  higher 
cost  is  offset  by  the 
income  from  selling 
the  puts.  If  the 
stock  is  below  37  at 
expiration,  the  com- 
pany loses  money. 


to  40  million  puts  a  year,  .-jj 
not  one  share  has  been  ' 
back  to  the  company, 
crosoft  sells  puts  on  a  conl 
uous  basis,  timing  the  salea 
each  year's  buyback  plan  4 
staggering  the  expirations,  f 
together.  Microsoft  now 
about  23  million  put  warra  I 
outstanding.  "This  strato 
makes  all  the  sense  in  1 
world  for  successful  technol 
companies."  says  Oregon': 
Maffei.  Microsoft's  chief  firt 
cial  officer.  "They're  cash  i! 
land  face  tons  of  emplo;  U 
stock  options." 

What  if  the  company 


I  about  its  stock's 
;cts,  and  the  shares 
south?  Should 
i  trade  below  40  at 
ition,  the  warrant 

the  money,"  and 
nvestment  house 
put  the  warrant 
to  the  company — 
s,  force  it  to  buy 
5  at  40.  So  if  the 
3  are  at  38,  the 
ny  pays  $2  a  share 
he  market  price,  a 
ffset  by  the  $3  a 

it  earned  on  the 
um.  Of  course,  if 
ice  is  below  37,  the  company's  po- 
is  a  net  loss. 

OPPORTUNITY.  "You  win  if  the 
goes  up,  and  you  win  if  the  stock 
iown  a  little,"  says  Eric  B.  Lin- 
rg,  a  managing  director  at  Sa- 

Smith  Barney.  "But  if  the  stock 
Iown  a  lot,  you  forgo  the  opportu- 


II  This  . . .  makes 
all  the  sense  in  the 
world  for  [tech] 
companies.  They're 
cash  rich  and  face 
tons  of  employee 
stock  options  J  J 

—GREGORY  MAFFEI,  Microsoft 


!K  PUTS 


a  premium  of  $3  per  share, 
illion  in  all.  The  investment 
ints  to  hedge  its  put  posi- 
it  buys  stock  in  the  open 
Using  a  sophisticated  mod- 
>ank  determines  it  needs  to 
),000  shares. 


bank  make  money?  If  the  stock  goes  up, 
the  warrants  look  more  and  more  like 
losers.  But  as  the  stock  rises,  the  put 
owner  needs  fewer  shares  to  hedge  the 
position.  So  the  investment  firm  sells 
some  stock  into  the  open  market  and  re- 
alizes some  profits.  If  the  stock  winds 
up  below  the  strike,  the  investment  bank 
collects  $40  per  share  no  matter 
how  far  the  price  falls. 

Some  companies  take  the  put- 
buyback  technique  a  step  fur- 
ther. Dell  Computer  considered 
selling  puts  when  it  launched  a 
buyback  program  two  years  ago. 
But  Dell  executives  wanted  to 
lock  in  a  price  for  the  shares 
they  needed  to  buy  rather  than 
relying  just  on  put  premiums  to 
offset  some  of  the  cost. 

So  Dell  set  up  a  "collar."  It 
sold  puts,  then  took  the  premi- 
um and  bought  calls.  The  calls 


0  buy  at  a  much  lower  price."  In 

1  puts,  the  company  is  committing 
to  buy  the  stock  at  the  strike 
when  the  put  expires. 

he  deal  is  so  sweet  for 
impany,  what's  in  it  for 
tes  of  Salomon  and  Na- 
lanc?  In  buying  the  war- 

the  bankers  have  to  lay 
sh  for  the  premium.  The 
ment  house  doesn't  want 
caught  with  a  worthless 
nt  either,  so  they  hedge 
warrant  by  buying  the 
iny's  shares  in  the  open 
:t.  But  they  don't  have 
y  one  for  each  warrant. 

a  sophisticated  hedging 
I,  they  figure  they  can 
,  say,  1  million  warrants 
100,000  shares, 
how  does  the  investment 


As  the  stock 
rises,  the  bank 
sells  some 
sTiares  to  offset  the 
likely  losses  on  the 
puts.  If  the  stock  is 
at  50  when  the  put 
expires,  the  puts 
are  worthless  but 
the  bank  has  been 
making  money 
selling  the  stock  at 
higher  and  higher 
prices. 


1 


If  the  stock 
declines,  the 

bank  buys 
more  stock  to  hedge 
the  position.  But  if 
the  put  is  below  40 
when  the  put 
expires,  the  invest- 
ment bank  will 
"put"  the  stock 
back  to  the  compa- 
ny at  40. 

DATA:  NATI0NSBANC  MONTGOMERY 
SECURITIES  INC.,  BUSINESS  WEEK 


gave  Dell  the  right  to 
purchase  a  set  amount  of 
shares  at  a  fixed  price. 
So,  as  Dell's  stock  soared 
past  the  calls'  strike 
prices — it's  up  more  than 
101  KM  since  the  buyback 
program  began  in  Febru- 
ary, 1996 — the  company 
locked  in  shares  on  the 
cheap.  What's  more,  the 
calls  allowed  it  to  buy 
shares  it  might  not  oth- 
erwise have  been  able  to 
afford.  Though  the  com- 
pany is  flush  with  cash 
now,  it  wasn't  when  the 
buyback  began,  says  Dell  Treasurer  Alex 
C.  Smith. 

In  all,  Smith  says  the  company  re- 
purchased 68  million  shares  at  a  split-ad- 
justed price  of  20.  The  average  price 
of  the  stock  during  that  time  was  43,  ac- 
cording to  Bloomberg  Financial  Mar- 
kets, business  week  estimates  Dell's 
savings  at  about  $1.6  billion. 
STAR  PERFORMERS.  Of  course,  the  reason 
the  buyback  programs  at  Microsoft  and 
Dell  fared  so  well  was  that  the  stocks 
were  star  performers.  That's  not  always 
the  case.  A  few  years  ago,  biotech  giant 
Amgen  Corp.  tried  the  collar  approach  as 
well — but  its  stock  went  nowhere,  and 
both  the  puts  and  calls  expired  worthless. 
Then,  with  the  stock  around  50,  Amgen 
Treasurer  Larry  May  says  the  company 
sold  puts  at  strike  prices  in  the  high  40s. 
"We  believe  our  stock  is  cheap  and  would 
not  mind  buying  it  at  those  levels."  Am- 
gen is  now  at  54. 

Until  now,  the  big  investment  banks 
have  dominated  the  put  end  of  the 
business,  customizing  options  to  each 
client's  needs.  Now,  the  Chicago  Board 
Options  Exchange,  the  largest  options 
exchange,  is  making  a  push  for  the 
business  as  well.  William  Barclay,  cboe 
vice-president,  says  the  exchange  will 
soon  get  the  regulatory  clear- 
ance to  offer  more  competi- 
tive options  with  more  flexible 
terms.  Until  then,  it's  the  big 
boys'  game. 

There's  no  question  the  put- 
buyback  technique  and  its  vari- 
ations work  best  when  a  com- 
pany's stock  is  on  the  rise.  With 
the  bull  kicking  up  the  dust 
again,  more  and  more  compa- 
nies will  be  looking  for  ways 
to  save  money  on  their  buy- 
back  plans.  And  the  list  of 
savvy  companies  is  sure  to  get 
longer. 

By  Jeffrey  M.  Laderman  in 
New  York 
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BANKING 


JUST  OVER  THE  HORIZON: 
NORTH  AMERICAN  BANKS 


A  few  rule  changes  could  bring 
a  wave  of  cross-border  mergers 

The  Americans  are  coming!  That 
specter  is  being  invoked  by  the 
chiefs  of  two  of  Canada's  largest 
banks — Royal  Bank  of  Canada  and  Bank 
of  Montreal — to  drum  up  support  for 
their  plan  to  form  the  second-biggest 
bank  in  North  America. 

Expansion-happy  Yanks  are  raiding 
lucrative  niches  in  Canada  such  as  cor- 
porate finance  and  credit  cards,  they 
say.  And  a  full-scale  invasion  by  bankers 
from  the  south — with  U.  S.-dominated 
continentwide  banking  hard  on  its 
heels — may  be  just  a  few  government 
rule  changes  away.  Canada  is  beset  by 
"a  swelling  tide  of  new  entrants,"  warns 
Matthew  W.  Barrett,  Bank  of  Montreal's 
chief  executive. 


UP  FOR  GRABS? 

Quebec's  Banque 
La  urentien  ne 
might  be  bait  for 
U.S.  shoppers 


But  the  trend  is 
going  both  ways: 
Canadian  bankers 
are  looking  south 
for  growth.  Indeed, 
driven  partly  by 

liberalized  banking  laws  in  Canada  and 
the  North  American  Free  Trade  Agree- 
ment, bankers  from  both  countries  are 
moving  toward  full-scale,  continentwide 
banks.  At  least  in  some  areas  of  banking 
"integration  will  happen — and  happen 
quickly,"  says  Larry  Wynant,  a  finance 
professor  at  Richard  Ivey  School  of 
Business  at  the  University  of  Western 
Ontario.  The  big  question:  Will  nafta- 
wide  superbanks  bring  lower  costs, 
speedier  service,  and  simplified  trade? 
Or  will  they  be  lumbering  giants,  us- 
ing market  power  to  gouge  or  neglect? 
ON  THE  MARCH.  While  it's  unclear  who 
will  be  leading  the  superbanks,  for  now 
the  Canadians  are  doing  most  of  the 
pushing.  For  years,  Canadian  bankers 
have  built  extensive  operations  in  the 
U.  S.  and  Mexico.  With  their  proposed 
merger,  announced  on  Jan.  23,  Royal 
Bank  and  Bank  of  Montreal  would  form 
a  $312  billion  NAFTA-wide  superbank 
second  only  to  the  $366  billion  Chase 
Manhattan  Corp.  It  would  operate 
throughout  the  Midwest  and  Florida 
through  Chicago's  $22  billion  Harris 
Bankcorp  Inc.,  which  Bank  of  Montreal 


BANQUE  LAURENTIENNE 
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MATCHMAKER,  MATCHMAKER 


Some  possible  tie-ups  if  Canada  opens 
its  banks  to  mergers  with  U.S.  outfits: 

TARGET/ASSETS  IN  BILLIONS      POTENTIAL  BUYERS 


CANADIAN  IMPERIAL 

Chase  Manhattan,  Citicorp, 

BANK  OF  COMMERCE 

NationsBank,  BankAmerica, 

$166.3 

First  Union,  Mellon 

BANK  OF  NOVA  SCOTIA 

Chase  Manhattan,  Citicorp, 

$136.4 

NationsBank,  First  Union, 

Bank  One 

TORONTO-DOMINION 

NationsBank,  First  Union, 

$114.4 

Bank  One,  First  Chicago  NBD, 

Norwest,  U.S.  Bancorp 

BANQUE 

NationsBank,  First  Union 

LAURENTIENNE  $9.4 

CANADIAN  WESTERN 

BankAmerica,  Wells  Fargo, 

BANK  $1.4 

Norwest 

CT  FINANCIAL 

Citicorp,  NationsBank, 

(CANADA  TRUST, 

BankAmerica,  Wells  Fargo, 

A  TRUST  COMPANY) 

First  Union,  First  Chicago  NBD, 

$50 

Norwest,  U.S.  Bancorp 

DATA:  CANADIAN  BANKERS  ASSN.;  KEEFE.  BRUYETTE  &  WOODS  INC.:  BUSINESS  WEEK 


has  owned  since  1984.  And  the  n 
megabank  would  stretch  into  Mex 
through  Bank  of  Montreal's  20%  vot 
interest  in  the  $27.5  billion  Grupo 
nanciero  Bancomer,  the  biggest  re 
bank  in  Mexico. 

The  merged  bank  would  hardly 
alone  in  its  continental  reach.  Canadi. 
have  been  on  the  march  in  the  U. 
plucking  off  plums  in  corporate  final 
and  securities.  Last  Ji 
the  country's  No.  2  ba 
$166  billion  Canadian  ] 
perial  Bank  of  Comme 
(cibc),  acquired  Opp 
heimer  &  Co.,  the  $780  l 
lion-a-year  U.  S.  securil 
outfit,  for  $525  million. 
Wall  Street,  rumors  are 
ing  that  cibc  and  Mel 
Bank  Corp. — which  hi 
worked  together  in  a  jo: 
venture  back-office  ope 
tion — may  be  talking  ab 
a  full-scale  merger.  B| 
decline  comment. 

The  Canadian  interesi 
the  U.  S.  is  easy  to  unc 
stand.  With  _!»  million 
pie,  Canada  is  just  oi 
one-tenth  the  size  of 
U.  S.  market,  and  des 
recent  surges  in  gross 
mestic  product,  it  is  fa 
slow-growing.  Highly 
centrated,  Canac 
bankers  find  little  roor 
grow   at   home.  Wh| 
more,  behind  a  wall  of  ] 
tectionism,  Canada's  bal 
have  already  consolidai 
Six  nationwide  giants  dj 
inate  a  market  commc 
regarded  as  heavily  o\| 
banked.  So,  with  no  la 
bars  to  foreign  owners! 
the  U.  S.  has  becomt 


Canadians.  "The  Canac 
economy    is    not  la 
enough  to  generate 
kind  of  returns  for 
banking  industry  that 
major  shareholders  are 
ing  to  expect  over  tin 
says  Joel  P.  Friedmai 
managing  partner  at 
dersen  Consulting. 

U.  S.  bankers  look 
north  also  see  oppo 
ties.  The  cozy  Canac 
banking  oligopoly  has 
underserved  niches  ripe 
innovators.  In  Decern 
MBNA  Corp.,  the  Wilm 
ton  (Del.)  credit-card  gi 
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The  Bosporus  Bridge  connects 
people  on  two  continents. 


NEC  multimedia  links  the  world. 

These  days,  many  people  think  of  multimedia  as  simply  sound  and  video  on  a  computer.  But  at  NEC, 
we  believe  it  means  a  great  deal  more. 

It  means  international  satellite  systems  and  other  wireless  technologies  that  allow  children  in  a  remote 
village  in  China  to  study  geography  with  a  teacher  in  Los  Angeles.  It  also  means  imaging  products,  and 
powerful  memory  chips  that  allow  bio-researchers  in  the  Arctic  circle  to  share  data  with  colleagues  in  Helsinki. 

So  whether  you're  halfway  down  the  block  or  halfway  around  the  world,  NEC's  multimedia  tools  help 
you  communicate.  You  see,  NEC  has  a  simple  philosophy  about  the  power  of  multimedia.  We  believe  that 
by  connecting  different  technologies,  we  do  something  even  more  important. 

Connect  people.  j List  i magine 

For  more  information,  call  1-800-338-9549  or  visit  us  at  www.nec.com. 
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began  marketing  its  affinity-group 
cards — emblazoned  with  hockey-team 
logos  or  images  from  such  groups  as 
Ducks  Unlimited  Canada,  a  hunters'  or- 
ganization— through  a  bank  it  opened 
in  Ottawa.  And  in  late  September,  Wells 
Fargo  &  Co.,  the  expansion-minded  San 
Francisco  bank,  began  lending  to  Cana- 
dian small  businesses  through  its  highly 
automated  telemarketing  operations. 
"There  is  a  real  business  opportunity 
in  Canada,  or  we  wouldn't  be  doing  it," 
says  Michael  R.  James,  a  Wells  Fargo 
executive  vice-president.  Citicorp,  among 
other  big-name  banks,  has  offices  in 
Montreal,  Toronto,  Calgary,  and  Van- 
couver. "If  you're  building  an  interna- 
tional bank,  you  need  to  be  in  key  trad- 
ing markets.  Canada  is  one,"  says  Alfred 
P.  Buhler,  chief  of  Bank  of  America 
Canada  since  1991. 

OFFSHOOTS.  The  American  entrants, 
most  of  which  boast  just  a  few  billion 
dollars  apiece  in  Canadian  assets,  may 
be  in  for  major  growth  in  the  coming 
year.  The  government  of  Jean  Chretien 
is  expected  to  introduce  legislation  that 
will  permit  outsiders  to  operate  their 
Canadian  units  as  branches  of  the 
American  parent,  eliminating  the  need 
for  separately  capitalized  subsidiaries. 
Longer  range,  a  government  task  force 
on  banking  reform  is  to  report  this  Sep- 
tember on  such  proposed  changes  as 
dropping  a  rule  that  effectively  liars 
foreign  buyers. 

Meanwhile,  bank  experts,  the  World 
Trade  Organization,  and  several  big 
banks,  including  the  Bank  of  Montreal, 
now  urge  scrapping  the  rule  and  open- 
ing the  way  to  foreign  purchases.  Oth- 
erwise, warns  former  task  force  Chair- 
man James  C.  Baillie,  Canadian  banks 
may  be  denied  the  chance  "to  partici- 
pate fully  in  the  globalization  and  con- 
solidation" of  banking.  If  barriers  crum- 
ble, the  first  targets  could  be  Canadian 
banks,  whose  price-earnings  ratios  av- 
erage a  point  or  two  lower  than  U.  S. 
banks'. 

One  way  or  another,  continentwide 
banking  is  becoming  a  reality.  Yet  while 
Canadians  are  leading  the  way,  it's  far 
from  clear  that  they  will  continue  to  do 
so.  Bank  of  Montreal  chief  Barrett  has 
told  newspaper  editors  in  Toronto  that 
Royal  and  his  bank  together  will  "kick 
ass"  in  the  U.  S.  They  vow  that  their 
merger  will  help  Canada  bolster  its  po- 
sition in  world  finance,  which  has  been 
eroded  by  giant  mergers  in  other  coun- 
tries. But  if  American  bankers'  north- 
ward path  is  cleared,  they  may  respond 
to  the  challenges  by  taking  even  bigger 
steps  into  Canada. 

By  Joseph  Weber  in  Toronto 


MORTGAGES 

WHAT'S  ON 
GE'S  MIND? 

It  may  have  shrewd  reasons 
to  shed  mortgage  servicing 

Home  sales  are  soaring.  The  economy 
is  hot.  So  why  is  General  Electric 
Capital  Services  Inc.  rumored  to 
be  trying  to  get  rid  of  its  huge,  easy- 
money  mortgage-servicing  business? 
Does  GE  Capital  know  something  that 
no  one  else  does?  "If  there's  some  rea- 
son for  [ge  Chairman  John  F.  Welch] 
to  sell,  you've  got  to  ask  yourself  what's 
going  on  there,"  says  Citi- 
corp Chairman  John  S. 
Reed. 

What's  likely 
going  on  is  one  .|| 
of  those  fortu- 
itous situa- 
tions in  which 
both  the  sell- 
er  and   the  ^ 
buyer  could 
come  out  ahead 
comment. 

AWKWARD  POSITION.  From  GE 
Capital's  perspective,  the  mort- 
gage-servicing division  isn't 
large  enough.  Even  though  it 
has  a  $99  billion  portfolio,  GE 
ranks  only  No.  6.  Welch  usually 
wants  to  be  the  No.  1  or  No.  2 
player  in  an  industry.  To  get 
that  kind  of  clout,  GE  could  ac- 
quire. That,  however,  would  put 
it  in  an  awkward  position.  Most 
big  mortgage  servicers,  mainly 
banks  such  as  Citibank  and 
Chase  Manhattan  Corp.,  like  the 
synergy  of  both  servicing  and 
originating  loans.  But  GE  is  in- 
hibited from  expanding  its  origina- 
tion business  because  that  could  canni- 
balize its  highly  lucrative  business 
selling  mortgage  insurance,  mostly  to 
banks.  It  is  the  No.  2  player;  earnings 
rose  25%  in  1997,  according  to  Pruden- 
tial Securities  Inc.  analyst  Nicholas  P. 
Heymann. 

So  it  makes  sense  for  GE  to  sell.  GE  is 
said  to  want  $1.25  billion  to  $1.5  billion. 
But  will  it  find  a  buyer?  Over  the  years, 
margins  in  mortgage  servicing  have 
dropped  as  competition  increased  and 
interest  rates  declined.  "Everyone's  get- 
ting into  it,"  says  Kim  Betancourt,  di- 
rector of  structured  finance  ratings  at 


Standard  and  Poor's  Corp.  But  "it's 
very  competitive  market — spreads  £ 
tight." 

Another  negative  is  an  almost 
precedented  wave  of  mortgage  refina 
ings  as  a  result  of  low  interest  rates  tl 
make  30-year  mortgages  cheaper  th 
shorter  adjustable-rate  mortgages.  In 
average  year,  15%  to  20%  of  mortga 
applications  a  week  are  requests  for  : 
financing.  In  the  first  two  weeks  of  19 
by  contrast,  68%  were.  Levels  near  tl 
are  expected  to  continue  as  rates  i 
low,  according  to  the  Mortgage  Bank< 
Assn.,  a  Washington  trade  group.  Wh 
homeowners  refinance,  servicers  sudd 
ly  lose  a  lot  of  income  they  had  count 
on  for  years  to  come.  "This  is  not  a  gc 
time  to  be  selling,"  says  Richard  M. 
vacevich,  ceo  of  Norwest  Corp. 
But  for  servicers  that  originate  a 
of  mortgages,  adding  mc 
servicing  would  enhai 
economies  of  scale  aj 
raise  margins, 
while  ge  Capi 
has  reduced 
j  portfolio  by 
since  Mard 
1997,  Norwe 
Mortgage,  the  i 
tion's  top  mo 
gage  servicer  sii 
1995,  has  amass 
a  $205.8  billion  k 
portfolio,  12%  larjj 
than  in  March. 
Chase,  the  No.  2  plajj 
which  is  actively  turning  aroi 
its  mortgage  division,  saw 
portfolio  increase  5%,  to  $ 
billion.  And  midrange  play 
have  been  consolidating,  t| 
Buying  all  or  part  of  ge's  u 
would  give  any  of  them  inst; 
credibility. 

Still,  "valuations  have  hit 
moon,"  says  Andrew  D.  Sto 
managing  director  in  Crefl 
Suisse  First  Boston  Corp.'s  pri 
pie  transactions  group.  "If  you  d( 
have  a  strategic  reason  to  stay  in 
business,  [such  as]  taking  advantaged 
origination,  why  not  sell  to  someone  v  c 
would  love  to  pay  a  huge  premium?' 

ge  will  have  a  harder  sell  as  Ion: 
the  refinancing  boom  continues,  wi 
David  A.  Lereah,  chief  economist  of 
Mortgage  Bankers  Assn.,  estimates 
be  at  least  through  the  second  qua: 
of  this  year.  But  analysts  say  a  de; 
likely  to  come  sooner  than  later, 
that  could  turn  out  to  be  a  win 
proposition  for  both  sides. 

By  Susan  Jackson  in  New  Ha 
with  Debra  Sparks  in  New  York 
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Your  secret?  Having  the  essence  of  your  PC  at  your 
fingertips.  That's  the  promise  of  devices  powered  by  the 
Microsoft'  Windows"  CE  2.0  operating  system.  The  latest 
Handheld  PCs  are  available  now,  so  you  can  stay  in  touch 
with  clients  via  e-mail,  research  late  breaking  opportunities 
online,  and  calculate  margins  via  Pocket  Excel,  all  in  less 
time  than  it  takes  the  market  to  move  30  points. 

It's  just  like  having  the  best  of  your  PC  with  you  all 
the  time,  with  the  Windows  interface  you  know  and  pocket 
versions  of  the  Microsoft  Office  applications  you 
depend  on.  Hundreds  of  your  favorite  off-the-shelf 
programs,  such  as  Symantec  ACT!,  pcANYWHERE 
and  Microsoft  Expedia™  Streets  98  are  available 
to  choose  from.  Don't  worry  about  being  out  of 
date;  with  Windows  CE's  built-in  ActiveSync" 
technology,  you  get  effortless  synchronization 
with  your  desktop  and  server  information,  even  files, 
e-mail,  and  meeting  requests.  If  your  data  needs  to 
be  secure,  Windows  CE  includes  support  for  industry- 
standard  security  protocols. 

And  before  the  stock  ticker  turns?  Review  wireless 
updates,  check  your  puts,  review  your  calls,  or  send  an 
e-mail  to  your  broker.  And  see  how  much  Windows  CE  2.0 
turns  downtime  into  uptime,  anytime. 

To  find  out  more  about  Handheld  PCs  powered  by  Microsoft 
Windows  CE,  go  to  www.microsoft.com/windowsce/hpc/. 
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COMMENTARY 

By  Kerry  Capell 

INDONESIA:  A  CURRENCY  BOARD  IS  NO  MAGIC  BULLET 


■  s  the  answer  to  Indonesia's  eco- 
I  nomic  woes  a  currency  board? 
I  That's  what  embattled  President 
Suharto  suggests.  By  permanently 
linking  the  exchange  rate  of  the 
rupiah  to  the  U.  S.  dollar,  currency 
volatility  could  be  cut,  Indonesian 
corporations  could  begin  to  repay 
loans,  and  politics  would  be  removed 
from  monetary  policy — a  big  reason 
Indonesia  is  in  the  mess  it's  in. 

Since  Suharto  first  raised  the  pos- 
sibility on  Feb.  9  that  the  country 
might  adopt  an  indepen- 
dent currency  board,  the 
rupiah,  which  lost  two- 
thirds  of  its  value  in  the 
past  six  months,  rose  32% 
Boards  have  been  so  suc- 
cessful in  places  as  di- 
verse as  Argentina,  Hong 
Kong,  and  Bosnia,  that 
even  Thailand  is  consider- 
ing one.  Proponents  say  a 
currency  board  will  pro- 
vide the  stability  neces- 
sary for  Indonesia  to 
move  ahead  with  contro- 
versial reforms  such  as 
those  advocated  by  the 
International  Monetary 
Fund.  "Currency  boards 
are  ideally  suited  for  cri-     CANT  EAT 
sis  situations,  and  we 


giving  local  politicians  and  central 
bankers  no  say.  Linking  local  mone- 
tary policy  to  that  of  the  U.  S.,  as 
Argentina  has  done,  basically  means 
Federal  Reserve  Board  Chairman 
Alan  Greenspan  sets  interest  rates. 
All  of  a  country's  cash  is  convertible 
into  dollars  or  other  hard  currency  at 
a  fixed  exchange  rate.  The  board 
must  hold  reserves  equal  to  100%  of 
the  cash  in  circulation.  New  currency 
can  be  created  only  through  balance- 
of-payments  surpluses. 


IT:  Jakarta  protesters  want  a  stronger 


have  a  crisis,"  says  Johns  Hopkins 
University  professor  Steven  Hanke, 
who  has  met  with  Suharto  to  discuss 
foreign  exchange  strategy. 
A  DIVE?  But  the  long-term  success  of 
a  currency  board  in  Indonesia  is  du- 
bious. The  country  is  financially  ham- 
strung, and  its  political  leadership 
lacks  credibility  and  is  notoriously  in- 
terventionist. The  word  among  for- 
eign investors  is  that  Suharto's  real 
motive  is  to  protect  the  financial  in- 
terests of  his  family  and  friends.  If 
the  government  talks  up  the  rupiah, 
skeptics  say,  favored  businesses  and 
banks  will  be  able  to  buy  dollars  at 
better  than  market  rates.  The  fear  is 
that  once  these  companies  pay  off 
some  foreign  debts,  any  commitment 
to  a  currency  board  will  evaporate 
and  the  rupiah  will  plunge  anew. 

At  first  glance,  a  currency  board 
could  be  a  panacea.  It  puts  a  coun- 
try's monetary  policy  on  autopilot, 


But  the  cost  to  an  economy  can  be 
enormous.  Indonesia  already  faces 
severe  social  unrest,  with  12-month 
interest  rates  at  61%.  If  rates  went 
into  triple  digits,  as  some  economists 
expect,  unemployment  and  inflation 
would  rise,  asset  prices  would  col- 
lapse, and  locals  would  hoard  food.  A 
currency  board  is  an  "incredibly  aus- 
tere mechanism,"  says  Walter 
Molano,  director  for  economic  and  fi- 
nancial research  at  sbc  Warburg  Dil- 
lon Read.  "It's  akin  to  going  on  a 
diet  by  wiring  your  mouth  shut." 

Then  there's  the  exchange  rate 
dilemma:  No  one  has  the  faintest 


Pegging  the  rupiah 

to  the  dollar 
probably  won't  work 


idea  of  what  a  fair  rate  for  the 
rupiah  should  be.  If  the  currency 
board  sets  the  rupiah's  value  too 
high,  demand  for  dollars  would  grow 
astronomically,  and  local  interest 
rates  would  soar  as  everyone  cashed 
out.  Too  low  a  rate  would  fuel  infla- 
tion— already  estimated  at  50% — and 
make  it  even  more  unlikely  that  In- 
donesia would  be  able  to  repay  its 
$137  billion  foreign  debt. 

Market  rumors  now  suggest  that 
Suharto  is  considering  an  exchange 
rate  of  5,500  to  6,000  rupi- 
ah to  the  dollar — a  substan- 
tial strengthening  from  its 
current  value.  Yet  Paribas 
chief  currency  strategist 
Nick  Parsons  contends 
that's  unrealistic.  With  $19 
billion  in  currency  reserves 
left  in  Indonesia's  coffers, 
such  a  rate  would  only  be 
enough  to  cover  the  rupiah 
in  circulation.  A  remaining 
$55  billion  to  $60  billion 
would  be  exposed,  says 
Joyce  Chang,  managing  di- 
rector of  international 
emerging  markets  fixed  in- 
come at  Merrill  Lynch  & 
Co.  If  speculators  were  to 
rupiah     attack  the  rupiah  or  there 
was  a  massive  flight  of  cap- 
ital overseas,  Indonesia's  money 
supply  would  shrink. 
TOO  SMALL.  By  fixing  the  rupiah  to 
the  dollar,  Indonesia  risks  desyn- 
chronizing  its  monetary  policy  from 
those  of  its  local  trading  partners. 
Since  Indonesia's  economy  is  not  big 
enough  to  allow  it  to  operate  on  its 
own  as  a  global  player,  it  must  align 
itself  with  other  regional  economies. 

A  currency  board  alone  would  not 
buy  Indonesia  credibility — a  commod- 
ity in  short  supply  in  this  resource- 
rich  nation.  Suharto's  government 
needs  to  show  it  is  committed  to  eco- 
nomic and  political  reforms.  And  In- 
donesian consumers  have  to  be  will- 
ing to  undergo  the  pain  of  monetary 
shock  therapy.  But  these  are  big  ifs, 
and  at  least  a  currency  board  will 
buy  time.  These  days,  that's  about  all 
Indonesians  can  afford. 

Capell  covers  international  finance. 
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Inside  Wall  Street 


BY  GENE  G.  MARCIAL 


LAPPIN:  She's 
high  on  IXC 
and  down  on 
Qwest 


PICK  UP  THIS  CALL 
HANG  IIP  THAT  ONE 

Investment  manager  Joan  Lappin 
■  scouts  for  value  disparities  in  sectors 
that  are  heating  up.  She  buys  the  un- 
dervalued and  shorts  the  overvalued. 
With  that  strategy,  she  has  achieved 
compounded  yearly  returns  of  more 
than  20%  for  12  years.  Lappin  is  high 
on  ixc  Communications  (nxc),  a  whole- 
saler of  switched  long-distance  services 
for  voice,  video, 
and  data,  ixc, 
whose  customers 
include  AT&T,  mci, 
WorldCom,  and 
Sprint,  trades  at  40 
— or  a  market  val- 
ue of  $1.5  billion. 

That's  cheap, 
compared  with  ri- 
val Qwest  Commu- 
nications Interna- 
tional (qwst),  says 
Lappin,  president 
of  Gramercy  Capi- 
"  tal  Management, 
who  notes  that  Qwest  is  only  now  be- 
ginning to  provide  telecom  services. 
Qwest  trades  at  72  a  share,  with  a 
market  capitalization  of  $7.5  billion. 
She  estimates  it  will  post  1998  rev- 
enues of  $350  million  and  a  pretax  loss 
of  some  $88  million  in  its  telecom  op- 
erations. She  thinks  Qwest  is  a  terrific 
stock  to  sell  short.  In  1997,  Qwest  post- 
ed revenues  of  $696.7  million  and  earn- 
ings of  $14.5  million,  or  15(2  a  share,  vs. 
a  $7  million  loss  in  1996.  But  Lappin 
notes  that  only  16.5%  of  its  revenues 
come  from  the  telecom  business. 

"Qwest  has  made  the  year  look  ter- 
rific by  reporting  1997  earnings  that 
have  little  to  do  with  its  telecom  activi- 
ties— which  have  been  losing  money," 
says  Lappin.  She  notes  Qwest  is  a  con- 
struction-service company  building  a 
high-capacity  fiber-optic  network. 

ixc,  however,  should  post  $600  mil- 
lion in  1998  revenues  and  $100  million 
in  earnings  before  interest,  taxes,  de- 
preciation, and  amortization  (ebitda) 
from  telecom  operations,  says  Lappin. 
And  in  1999,  she  expects  ixc  operating 
earnings  of  more  than  $200  million 
from  telecoms.  She  thinks  Qwest  will 
continue  to  trail  ixc  in  1999,  with  earn- 
ings of  $100  million  from  telecoms. 
Lappin  says  the  valuation  disparity  is 


even  more  glaring  because  Qwest  has 
106  million  shares  outstanding,  vs.  ixc's 
33  million.  "Logic  suggests  that  the 
same  amount  of  ebitda  spread  over  33 
million  shares  is  a  whole  lot  better  than 
spread  over  106  million,"  she  argues. 

So  what's  the  bottom  line?  Lappin 
thinks  ixc  is  worth  twice  what  it  is 
currently  selling  for,  while  Qwest  is 
worth  only  half  its  present  price.  In 
mid-February,  she  says,  ixc  is  sched- 
uled to  report  "good  1997  results." 

MYERS:  STOLID 
MAYBE-BUT  SOLID 

Takeover  targets  aren't  what  Elliott 
Schlang  looks  for,  but  he  has 
watched  a  few  names  vanish  from  his 
portfolio.  Recent  buyouts:  Arbor  Drugs 
and  industrial-products  maker  Trimas. 
"Although  my  game  is  driven  by  fun- 
damentals, 25%  of  our  picks  eventually 
got  bought  out,"  says  the  managing 
director  of  ljr  Great  Lakes  Review, 
an  investment  advisory  in  Cleveland. 
"That's  because  strong  fundamentals 
attract,"  argues  Schlang. 

One  stock  he  thinks  may  be 
takeover  bait  despite  being  in  "boring 
businesses":  Myers  Industries  (mye),  a 
maker  of  reusable  plastic  and  metal 
shipping  containers  and  a  nationwide 
distributor  of  tire-repair  products. 

Why  should  anyone  care?  It's  over- 
looked, trades  at  a  depressed  price- 
earnings  ratio,  and  sports  a  superb  bal- 
ance sheet  with  little  debt,  says 
Schlang.  Myers'  earnings  have  in- 
creased in  23  of  the  past  25  years,  and 
this  will  be  the  22nd  consecutive  year 
that  it  has  raised 

its  cash  dividend.     SEVERAL  RIVALS 
Schlang  thinks     MAY  BE  LOOKING 

the  stock,  now  at 
18  a  share,  de- 
serves a  higher 
p-e — to  match  the 
14%  earnings 
growth  rate  pro- 
jected over  the 
next  three  to  five 
years.  At  a  p-e  of 
14  times  estimat- 
ed 1999  earnings 
of  $1.62,  say,  the 
stock  price  would 
get  up  to  23.  In  a 
buyout,  the  value 
would  be  higher.  Schlang  expects  the 
company  to  earn  $1.45  a  share  this 
year,  up  from  last  year's  record  $1.25. 
Who  would  be  interested  in  Myers? 
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Schlang  argues  that  several  majoj 
equipment  makers  and  industrial  cor 
panies  are  on  the  lookout  for  the  kind  o 
niche  businesses  that  Myers  is  domi 
nant  in.  Managers  own  25%  of  the  stock 

RENEX  WAS  BORN 
TO  BE  BOUGHT  OUT 

The  same  management  group  tha 
founded  Home  Intensive  Care, 
provider  of  home  health-care  and  dial 
ysis  services  that  W.  R.  Grace  bough 
for  $112  million  in  1993,  has  formei 
Renex  (renx).  And  when  it  tool 
Renex  public  on  Oct.  8,  1997,  manage| 
ment  already  planned  an  exit  strateg 
It  would  build  up  the  provider  of  kic 
ney-dialysis  services  and — come  th| 
right  price — sell  it. 

Analysts  say  senior  officials  of  Renej[ 
who  co-founded  Home  Intensive  Cara 
openly  talk  of  such  a  strategy.  With  tlw: 
stock  now  at  5 — down  from  its  initial 
public  offering  price  of  8 — management 
will  have  to  double  up  efforts  to  read! 
critical  mass,  lest  raiders  try  to  buj 
the  company  cheap.  "Management  is  foj 
cused  on  stepping 
up  expansion  ef-  A  BIG  DROP 
forts,"  says  one  SINCE  THE  IPO 
insider,  "mindful 
that  the  larger 
players  are  on 
the  prowl  for 
acquisitions." 

One  New  York 
investment  man- 
ager who  has  ac- 
quired a  big  stake 
in  Renex  figures 
the  stock  is  worth 
more  than  12  a 
share,  based  on  a 
per-patient  valua- 
tion of  $75,000  on 
its  900  patients.  He  notes  that  as  mor< 
patients  sign  up  and  more  clinics  an 
acquired,  the  valuation  will  increasi 
even  more. 

Renex'  peers  trade  at  values  of  be 
tween  $80,000  and  $95,000  per  patient 
Right  now,  Renex  is  trading  much  low 
er,  at  about  $31,000  per  patient,  ana 
lysts  say.  "Renex  is  one  of  the  fastest 
growing  companies  in  the  dialysi 
market,"  notes  Bernard  Lirola,  an  an 
alyst  at  Needham,  a  New  York  invest 
ment  firm.  He  expects  1998  revenue 
to  jump  to  $35  million  and  to  $47  mil 
lion  in  1999,  vs.  an  estimated  $25  mil 
Hon  in  1997.  The  analyst  sees  earning, 
of  100  a  share  this  year  and  26(2  next 
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There's  a 

different 

kind  of 

Internet 

network. 

Where 

compromise 

is  not  an  option. 


And 


innovation 

never  stops. 


When  you're  operating  a  network  built  exclusively  to  meet  the 
demands  of  business,  you  can't  be  anything  less  than  fanatical 
about  technology  and  service.  You  create  an  advanced 
architecture  for  unrivaled  performance,  and  room  for  growth. 
You  make  it  fully  redundant  for  maximum  reliability.  You  deliver 
unmatched  local  access  with  over  850  points-of-presence. 
Then  you  get  the  best  minds  in  the  business  to  monitor 
and  support  the  network  around-the-clock.  At  UUNET,® 
we're  continuously  redefining  what  business-class 
Internet  access  means.  Is  this  obsession?  Perhaps.  But  it's 
why  more  companies  choose 
us  than  any  other  Internet 
provider.  Call  1  800  265  0479 
www.uu.net/bw13 


206  5600  Web  Hosting:  1  800  258  4039  VARs/Resellers:  +1  703  208  5269 

IUNET  Technologies,  Inc.,  a  subsidiary  of  WorldCom,  Inc. 
:  reserved.  The  UUNET  logo  is  a  registered  trademark. 
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THREE  LIVES 

Tom  Clancy  may  be  about 
to  reinvent  himself  again 

There  are  no  nuclear-powered  subs 
patrolling  Lake  Minnetonka.  So 
maybe  this  isn't  your  classic  Tom 
Clancy  plotline.  Still,  in  Minnesota  these 
days,  you  could  say  life  is  imitating  a 
thriller.  Every  day  seems  to  bring  a 
new,  unforeseen  twist  in  the  best-selling 
author's  bid  to  buy  the  National  Foot- 
ball League's  Minnesota  Vikings. 

Clancy,  a  serious  sports  fan  and  mi- 
nority shareholder  in  the  Baltimore  Ori- 
oles, appears  likely  to  nab  the  Vikes  for 
a  reported  $205  million,  a  record  price 
for  an  nfl  franchise.  Nine  of  the  pres- 
ent Vikings  owners  have  signed  a  sale 
agreement  with  Clancy,  partner  Marc 
Ganis,  and  others  Clancy  has  yet  to 
identify.  The  tenth,  team  President 
Roger  Headrick,  wants  no  part  of  the 
author  turned  aspiring  sports  mogul. 

Headrick,  who  leads  a  competing 
group,  claims  he  has  right  of  first  refusal 
and  has  offered  to  match  Clancy's  price. 
The  final  arbiter  apparently  will  be  nfl 
Commissioner  Paul  Tagliabue,  who  is 
scheduled  to  hear  from  both  sides  at  a 
healing  on  Feb.  19  in  New  York.  Clancy 
appears  unfazed.  Despite  the  cloud  of 
doubt,  the  glib,  chain-smoking  author 
of  The  Hunt  for  Red  October  and  Pa- 
triot Games  showed  up  in 
Minneapolis  to  stake  his 
claim  to  the  Vikings  and 
do  so  with  a  prop:  Speak- 
ing to  reporters,  he  waved 
an  executed  copy  of  the 

sale  contract  in  the  air.  "Mr.   SDOrtS  [teaml  is  a 
Headrick  is  wasting  his 
time  and  using  up  whatev- 
er minuscule  good  press  he 
might  have  had,"  Clancy 
says.  "If  I  were  Darth  Va- 
der,  I'd  be  more  popular."  Maybe  so.  In 
an  Internet  poll,  Vikings  supporters  pre- 
ferred Clancy  to  Headrick  98%  to  2%. 
FED  UP.  For  one  thing,  Clancy  has  reas- 
sured Minnesota  fans  fed  up  with  the 
departure  of  the  pro  hockey  franchise 
and  possible  exit  of  the  Twins.  He 
pledges  that  the  Vikes  will  remain  in  the 
Twin  Cities.  "A  sports  franchise  is  a  pub- 
lic trust.  I'll  treat  it  that  way,"  he  says. 
With  an  estimated  annual  income  of  $50 
million,  Clancy  can  affon'  such  promises. 


INSURANCE  AGENT,  AUTHOR,  TEAM  OWNER? 


Clancy  pledges  to 
keep  the  Vikes  in 
Minnesota:  "A 


public  trust.  I'll 
treat  it  that  way" 


He  wasn't  always  so  flush.  In  his  first 
life,  Clancy  spent  about  15  years  selling 
insurance  in  Owings,  Md.  The  office  staff 
consisted  of  Clancy,  a  secretary,  and  a 
part-time  bookkeeper:  Clancy's  wife 
Wanda,  from  whom  he  is  separated.  "I 
don't  know  that  I  ever  enjoyed  it.  But  I 
made  a  decent  living  at  it,"  he  says. 

In  the  early  1980s,  agent  Clancy  be- 
gan telling  friends  about  a  novel  he  was 
working  on  in  his  off  hours.  "I  remem- 
ber thinking  at  the  time, 
'Great,  Tom,  you're  writing 
a  book.  Isn't  everybody?' 
Who  knew  he  was  writing 
one  of  the  great  American 
novels?"  recalls  longtime 
friend  Fred  Arscott.  The 
book  was  The.  Hunt  for 
Red  October.  Arscott  recalls 
that  Clancy  didn't  give  up 
his  insurance  license  until 
after  his  third  book  was 
published.  "He  wanted  to  make  sure  he 
wasn't  a  one-hit  wonder,"  says  Arscott. 

"Not  in  my  wildest  nightmares  did  I 
think  it  would  go  this  far,"  Clancy  says. 
"I  guess  I  got  lucky.  And  luck  counts." 

Fifteen  years  after  Hunt,  about  200 
million  of  Clancy's  books  are  in  print. 
His  next  novel,  due  in  August,  boasts  a 
hardcover  first  printing  of  2  million — 
equaled  only  by  John  Grisham.  Today, 
Clancy  is  a  multimedia  conglomerate. 
Last  September,  he  signed  a  five-year, 


$100  million  deal  to  produce  an  arraytre 
products,  including  two  new  novels,  m 
ROM  games,  and  numerous  paperback 
With  his  wealth,  Clancy,  50,  has  ft  t 
dulged  his  passion  for  sports.  Since  19|i 
he  has  owned  a  $20  million  chunk  pi 
the  Orioles,  a  substantial  investmep 
but  still  a  minority  stake.  Baltimc^ 
lawyer  Peter  Angelos  holds  a  controlli! 
share  and  runs  the  club.  Clancy  get™ 
largely  ceremonial  title  (vice-chairmL: 
for  community  projects),  plus  an  18-sAej 
skybox  behind  home  plate.  And,  acta 
the  author,  "there's  a  pretty  good  we-: 
break." 

His  true  passion,  though,  is  footbjp 
As  a  kid,  he  followed  the  Baltimc^ 
Colts  and  attended  the  same  church  fan 
Johnny  Unitas.  The  Colts  left  Baltimcfci 
in  1984,  and  in  the  1990s,  Clancy  % 
an  investor  group  that  tried  to  snag  En 
nfl  expansion  franchise  for  the  city.  M 
also  tried  to  buy  the  Patriots  and  llrlj 
Tampa  Bay  Buccaneers. 

Clancy's  current  bid  surpasses  lp 
$200  million  paid  for  the  Seattle  Sfr 
hawks  last  season  by  Paul  Allen.  Andp 
doing  so,  it  boosts  the  value  of  otlj 
franchises,  already  feeling  fat  from  $16 
billion  in  new  TV  contracts.  Chortpai 
Baltimore  Ravens  owner  Art  Modi 
"The  price  of  poker  keeps  going  ul 
Will  Tom  Clancy  get  a  seat  at  the  taty 
That  ending  hasn't  been  written  yet 
By  Mark  Hyman  in  Baltinbt 
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TIME    YOU  COMPLAIN 

the  heat,  keep  in  mind 
poor    Pompeii  hy- 
?rmal  vent  worm. 
Lists  report 
e  journal 
re  that 
four-inch- 
creature, 

lives  VA 

down  in 
ean  west  of 
Rica, 

res 
?r 

Ties 

at  and 
than  any 

creature.  Its  X-PHILE 
typically  sits  " 
ter  averaging  72F  while 
il  rests  in  a  worm  hole 
;  the  temperatures  soar 
;h  as  176F. 

3  Pompeii  worm  is  the 
extreme  example  yet 
of  an  "extremophile" — 
^anism  tough  enough  to 
i  in  hellishly  hot,  cold, 


or  high-pressure  environ- 
ments. Until  scientists 
learned  about  the  home  life 
of  the  worm,  the  most  heat- 
hardy  creature  was  thought 
to  be  the  Sahara  Desert  ant, 
which  can  survive  in  temper- 
atures as  high  as  131F. 
University  of  Delaware  bi- 
ologist Craig  S.  Cary, 
along  with  re- 
searchers from 
Rutgers  State 
University  in 
New  Jersey 
and  Diversa 
Corp.  in  San 
Diego,  con- 
tend that  en- 
zymes secreted  by 
bacteria  on  the  Pom- 
peii worm's  surface 
should  be  just  as  heat-re- 
sistant. These 
mpeii  worm  enzymes  could 
"  become  useful 
catalysts  for  a  wide  range  of 
industrial  processes,  includ- 
ing oil  recovery  and  drug  de- 
velopment. Diversa  has  al- 
ready found  that  one  of  the 
bacteria  on  the  worm  is 
closely  related  to  H.  pylori, 
which  is  known  to  cause  ul- 
cers in  humans.  □ 


UNTING  THE  TROOPS  IN  THE  HIV  FIGHT 

JNTISTS  KNOW  THAT  THE  AIDS  VIRUS  TOUCHES  OFF  AN 

ent  race  in  the  body,  destroying  vast  numbers  of  dis- 
3-fighting  cells  each  day  while  the  immune  system 
s  to  replace  them.  Researchers  have  been  able  to 
ce  only  rough  estimates  of  the  rate  of  casualties  and 
iforcements,  based  on  how  cell  counts  rise  when  drugs 
trol  the  virus.  That  leaves  a  crucial  question  over  how 
ents  best  fight  off  aids:  by  making  new  cells  faster  or 
mounting  a  more  effective  assault  on  the  virus? 
Enlightenment  may  be  near.  Dr.  Marc  K.  Hellerstein, 
3ciate  professor  at  the  University  of  California, 
keley,  has  a  method  for  precisely  measuring  cell  cre- 
in.  He  replaces  a  hydrogen  atom  on  glucose  mole- 
's with  the  heavier  isotope,  deuterium,  and  then 
3S  them  to  patients.  Since  glucose  is  a  dna  building 
:k,  new  immune  cells  will  contain  deuterium.  Re- 
rchers  can  take  cell  samples,  test  for  deuterium,  and 
:ulate  the  proportion  of  new  cells.  The  method,  which 
;ady  shows  that  making  more  cells  seems  to  be  the 
to  fighting  the  virus,  is  being  commercialized  by 
ictruMedix  Corp.  in  State  College,  Pa.      John  Carey 


THE  BREATH  OF  LIFE-THANKS  TO  A  CHIP 


THE  SEARCH  FOR  BETrER 

ways  to  deliver  drug 
treatments  is  a  critical  is- 
sue in  asthma,  a  chronic 
respiratory  ailment  that 
affects  15  million  people  in 
the  U.  S.  and  kills  5,000 
each  year.  Although  vastly 
improved  asthma  drugs 
have  been  introduced  in 
recent  years,  they  must 
still  be  breathed  in 
through  small  devices 
called  metered-dose 
inhalers  (mdis) 
that  are  notori 
ously  tricky  to 
use.  Patients 
must  carefully 
coordinate 
their  breath- 
ing with  the 
pumping  ac- 
tion to  ensure 
the  right 
dosage — a  tech- 
nique that  70%  of 
asthmatics  fail  to 
master. 

Aradigm  Corp.  of 
Hayward,  Calif., 


smart  alternative — an  mdi 
with  a  built-in  micro- 
processor. Its  SmartMist 
device  uses  red  and  green 
indicator  lights  to  guide 
patients'  breathing  and  to 
automatically  dispense  the 
drug  once  it  senses  the 
desired  flow  rate  is 
reached.  The  microchip 
also  stores  data  for  two 
to  three  months  on  the 
patient's  dosage  and  in- 
halation patterns,  which 
can  be  downloaded 

by  physicians 
„    to  monitor 
treatment. 
Aradigm  says 
that  clinical 
studies  show 
that  asthma 
patients 
using  the 
SmartMist 
device 
achieve 
correct 
dosing  90%  of  the 
time,  compared 
ACCURATE:      with  45%  with  con- 


has  just  launched  a    SmartMist     ventional  mdis.  □ 


CAN  A  LITTLE 
LICHEN  PREDICT 
THE  BIG  ONE? 

IF  YOU  LIVE  IN  EARTHQUAKE  - 
prone  California,  look  to  the 
lichen.  Two  geologists  report 
that  these  bits  of  algae  and 
fungus  can  help  predict  seis- 
mic activity,  including  the 
next  major  quake  along  the 
southern  San  Andreas  fault. 

Geologists  have  long  used 
radiocarbon  dating  of  sedi- 
ment along  fault  lines  to  de- 
termine its  age.  From  that, 
they  can  date  quakes  within 
a  margin  of  40  years.  But 
William  B.  Bull,  retired  from 
the  University  of  Arizona, 
noticed  that  rocks  dislodged 
by  quakes  in  New  Zealand 


were  covered  with  lichen. 
Since  lichen  grows  at  uniform 
rates  for  up  to  2,000  years, 
Bull  reasoned  that  their  age 
could  reveal  the  date  of 
quakes  more  accurately.  He 
and  Yale  University  geologist 
Mark  T.  Brandon  report  that 
lichenometry's  error  margin 
is  only  10  to  20  years. 

While  examining  lichen 
along  the  San  Andreas  fault, 
Brandon  found  evidence  of  a 
previously  unknown  1690 
quake,  indicating  that  the  fault 
may  be  more  active  than 
thought.  He  says  that  major 
quakes — measuring  7  or  above 
on  the  Richter  scale — instead 
of  coming  every  300  years  as 
was  previously  thought,  may 
instead  come  every  50  to  150 
years.  The  last  big  one  was 
in  1850.  Susan  Jackson 
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TALES  FROM 
SPIN-OFF  CITY 

SRI  and  Sarnoff  are  a  breeding  ground  for  blockbusters 


■  t's  10  p.m.,  you  know  where  your 
I  children  are,  and  you're  in  the  mood 

■  for  a  good  movie.  But  nothing  on 

■  the  usual  cable  channels  strikes  your 
fancy,  and  you're  too  tired  to  go  rent  a 
video.  No  problem — if  you  live  in  Dela- 
ware County,  near  Philadelphia.  That's 
where  Suburban  Cable  offers  special 
set-top  boxes,  called  OnSet,  that  pre- 
tend to  be  vcrs. 

Call  the  OnSet  menu  to  the  TV 
screen,  pick  the  movie  you  want  to 
rent — $3.95  for  new  releases,  less  for 
oldies — and  settle  back.  A  computer  at 
Suburban  Cable's  parent,  Lenfest  Com- 
munications Inc.  in  Oaks,  Pa.,  immedi- 
ately transmits  your  choice,  which  will 


remain  accessible  for  24  hours.  You  can 
watch  it  as  often  as  you  want,  using 
the  OnSet  remote  control  to  fast-for- 
ward past  the  boring  parts  or  freeze 
interesting  scenes. 

The  OnSet  service  was  launched  last 
Thanksgiving.  The  entire  package,  from 
the  computer  "server"  to  the  set-top 
boxes,  is  furnished  by  a  startup  called 
Diva  Systems  Corp.,  which  takes  50%  of 
OnSet's  profits.  Diva  has  signed  deals 
with  other  cable  operators  to  introduce 
OnSet  in  Monmouth  County,  N.  J.,  and 
certain  Atlanta  suburbs  by  spring. 

Diva  is  the  product  of  a  curious  his- 
tory that  brought  together  two  pre- 
miere research  labs:  SRI  International,  in 


COOK 

At  the  age  of  69 
the  chairman 
came  back  fro 
retirement  in 
1993  to  turn  SR 
around 

Menlo  Park,  Ca 
and  Sarnoff  Co 
formerly  the  Da 
Sarnoff  Resea 
Center,  in  Prince 
N.J. 

sri  is  Silicon  V 
ley's  soul.  It  va 
there  before  siliq 
chips,  and  its  m 
disciplinary  fo 
was,   and  is, 
foundation  for 
Valley's  seething 
mate  of  innovati 
Sarnoff  is  an  equ 
bright  beacon  on 
East  Coast — and 
been  around  e 
longer.  Best  kno 
for  its  seminal  w 
in  TV,  Sarnoff 
tinues  to  do  gro 
breaking  researc 
semiconductors,  electronics,  and  mate 
The  story  begins  in  1946.  That's  w 
Sarnoff  invented  the  color-TV  tube — f 
years  after  the  outfit  was  founded 
rca  Laboratories  by  rca  Corp.  to 
neer  what  was  then  a  revolutionary 
medium.  After  the  color  tube  cam 
long  string  of  innovations,  including 
liquid-crystal  display  (lcd)  and 
charge-coupled  device  (ccd),  a  key 
ment  of  video  cameras. 

The  same  year  that  Sarnoff  brou/ 
color  to  tv,  the  Stanford  Research  1 
stitute  was  established  at  Stanford  Lj 
versity.  Among  sri's  early  credits- 
fore  silicon  took  off — were  magnetic 
for  credit  cards  and  checks,  which  le 
the  first  round  of  banking  automatio 
the  1950s.  In  1957,  blazing  a  trail  m 
others  would  follow,  Paul  M.  Cook 
sri's  Radiation  Chemistry  Lab  to  fo 
his  own  company,  Raychem  Corp. 
MOUSE  WORK.  At  sri,  the  1960s  sa 
whirlwind  of  innovations,  including 
modem,  the  mouse,  onscreen  windo 
and  hypertext,  the  software  founda 
of  today's  point-and-click  surfing.  Mos 
those  came  from  one  prolific  researc] 
Douglas  C.  Engelbart  (page  116). 

The  next  year,  after  student  prot 
over  sri's  involvement  in  military  pi 
ects,  Stanford  spun  off  sri  as  a  not- 


See  Lee  Trevino,  Hale  Irwin, 
Chi  Chi  Rodriguez  and 
seventy-five  other  SENIOR 
PGA  TOUR  pros  battle  it 
out  for  a  share  of  the 
$1.2  million  Durse  at  the 
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FEBRUARY  22,  5:30  TO  7  P.M.  EST 


out  iur  a  Miare  ui  trie 
$1.2  million  purse  at  the 
American  Express 
Invitational. 
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Science  &  Technology 


profit  research  center.  The  military  work 
continued,  and  the  lab  grew  fat  during 
the  70s.  sri  also  developed  a  medicine 
for  malaria  and  a  blood-clot  inhibitor 
for  cardiovascular  diseases. 

Around  1980,  with  color-TV  sales  soar- 
ing, rca's  factory  asked  Sarnoff  for  a 
fast  way  to  test  color  tubes.  The  lab 
responded  in  1985  with  a  computer  that 
could  send  hundreds  of  simultaneous 
video  signals  to  TV  tubes  as  part  of 
their  final  quality  check.  But  this  tech- 
nology would  be  short-lived,  at  least  in 
its  original  incarnation. 
NEAR  DISASTER.  That's  because  General 
Electric  Co.— which  had  helped  create 
RCA  in  1919,  then  absorbed  it  1985 — 
decided  in  1986  it  wanted  no  part  of 
the  cutthroat  TV  business,  rca's  con- 
sumer-electronics operation  was  sold  to 
Thomson  of  France  in  1987.  At  the 
same  time,  ge  reaped  a  tax  credit  by 
donating  Sarnoff  to  SRI,  along  with  $65 
million  in  cash. 

So  the  two  r&d  heavyweights  became 
one.  It  was  a  welcome  windfall  for  sri, 


which  was  starting  to  feel  the  pinch  of 
the  major  defense  cutbacks  to  come. 
But  joining  the  two  powerhouses  didn't 
stave  off  a  near  disaster,  sri  failed  to  re- 
act promptly  to  shrinking  Pentagon  bud- 
gets. In  the  early  1990s,  sri  slipped  into 
the  red.  So  did  Sarnoff. 

After  three  years  of  operating  losses, 
Paul  Cook  decided  it  was  time  to  in- 
tervene. He  had  joined  sri's  board  in 
1988  and  retired  in  1990  from  his  start- 
up, by  then  a  billion-dollar  giant.  In 
1993,  at  the  tender  age  of  69,  he  was 
tapped  as  chairman.  "I  thought  I  could 
turn  sri  around  in  a  year  and  then  take 
it  easy,"  he  recalls.  He  succeeded  on 
the  first  count.  But  not  the  second. 

Cook  lost  no  time 
installing  a  new 
president,  William  P. 
Sommers,  a  former 
executive  with  man- 
agement consultant 
Booz,  Allen  &  Ham- 
ilton Inc.  Together, 
they  trimmed  staff 


Science  Stalks  Profits 

Two  leading  think  tanks,  borrowing  a  page  from  the  venture- 
capital  handbook,  have  founded  20  startup  ventures  to 
commercialize  their  research,  including  these: 


COMPANY/LOCATION  FOUNDED 

4C  TECHNOLOGIES  1996 
Menlo  Park,  Calif. 

BREATHTECH  1994 
Menlo  Park,  Calif. 

DENSENET  1996 
Menlo  Park,  Calif. 

DIVA  SYSTEMS  1997 
Menlo  Park,  Calif. 

GENETRACE  SYSTEMS  1994 
Menlo  Park,  Calif. 

INTUITIVE  SURGICAL  DEVICES  1995 
Menlo  Park,  Calif. 

PANGENE  1993 
Menlo  Park,  Calif. 

PYRAMID  VISION  TECHNOLOGIES  1997 
Princeton,  N.J. 

RIVIT  SYSTEMS  1997 
Princeton,  N.  J. 

SARIF  1994 
Vancouver,  Wash. 

SECURE  PRODUCTS  1994 
Summit,  N.J. 


PRODUCTS 

Technology  for  turning  plastics  into 
ceramics  and  composite  materials 

Instruments  that  detect  peptic 
ulcers  by  analyzing  a  person's  breath 

Components  that  increase  the 
capacity  of  fiber-optic  networks 

Video-on-demand  system  that  "rents" 
movies  when  requested  via  cable  TV 

Tools  for  biomedical  research, 
genetic  analysis,  and  diagnostics 

"Pantograph"  converts  hand  movements 
into  micromotions  inside  the  body 

Gene-therapy  methods  for  treating 
cancer  and  viral  infections 

Computer-vision  systems  that  detect 
and  track  intruders 

Radio-frequency  tags  for  reading  such 
data  as  fuel  level  in  rental  cars 

Liquid-crystal  light  valves  for  projection 
TV  and  head-worn  displays 

Anticounterfeiting  and  antitheft 
microtags  for  currency  and  tokens 


and  pushed  through  other  economies 
1994,  sri  earned  a  surplus  of  $6  mil 
on  revenues  of  $312  million,  even  tho 
Sarnoff  remained  $3.3  million  be 
breakeven.  Sarnoff,  which  operates 
for-profit  subsidiary,  posted  a  net  pro 
$2.9  million  in  1995. 

What  tripped  up  Cook's  scheme 
bowing  out  was  the  long-term  stra 
he  and  Sommers  devised.  Sitting  in 
middle  of  Silicon  Valley,  it  seemed 
fitting  that  sri  should  embrace  the 
rounding  culture.  Instead  of  just  d 
low-margin,  contract-research  jobs 
would  mine  its  ivory  tower  for  t 
nologies  it  could  spin  off,  acting 
sort  of  venture  capitalist. 

So  the  two 
gan  looking 
spin-off  candid 
When  Cook  c 
across  the  suj 
computer  that 
noff  had  created 
testing  tv  tubes 
bolted  to  attentl 
Here  was  a  dr< 
machine  for  vie 
on-demand  syst<| 
that  cable  con: 
nies  could  buy! 
retaliate  agaj 
their  direct-brcj 

SOMMERS  cast  satellite 

rpi    rt,n,  vals — and  mat 

lnec&unopes  even  somJ 
to  ensure  loyalty  the  $16  billion  1 
by  sharing         ness  in  videot! 

rvwalfiao  sales  and  rent 

royalties  Sarnoff  Real  T| 

as  well  as  Stock  Corp.  was  foun 
Options  in  1993  with  ! 

million  in  seed  c 
tal.  But  the  startup  couldn't  attract  j 
side  investment.  Nobody  wanted  to 
a  new  supercomputer,  says  Cook,  gi 
the  dreary  fate  of  most  supercompi 
suppliers. 

Undaunted,  Cook  decided  to  have 
other  go,  with  himself  at  the  helm, 
this  time  offer  cable  operators  a  i 
that  would  be  hard  to  refuse:  a  "tij 
key"  service  costing  practically  nothl 
He  formed  Diva  Systems  in  1995  I 
$4  million  from  sri — and  found  a  wl 
reception  for  this  strategy.  He  has  ra  i 
$98  million  in  venture  funding,  with 
latest  investors  pegging  Diva's  va 
tion  at  $250  million.  Since  SRI  still  h 
13%  stake  in  Diva,  that's  a  200%  p; 
return.  And  Cook  says  he's  "having 
time  of  my  life." 

Entrepreneurial  fervor  has  rap 
spread  throughout  sri  and  SarnofJ 
the  list  of  selected  spin-offs  (table)  cl 
ly  shows.  Some  of  the  new  venti 


WE    LEARNED    THE    VALUE    OF  COMPETITIVE 
PRICING    FROM    THE    REAL  WORLD. 


f  In  designing  the  new  IBM  I'd  300GL,  our  goal  was  simple:  make  our  new  prices  as  appealing 


as  the  new  technolog)  inside.  For  starters,  we  built  in  powerful  new  Intel  Pentium*  II  processors. 

P^^TS     (Waul  full  specs?  Give  n*  .1  ring.)  \\<-  also  gave  high  priority  to  the  value  of  your 

1  time.  1 1 > \  1  s  in'w  technolog)  i«  ts  you  remotely  access  am 

pentium  || 

configure  systems,  men  when  they're  turned  off,  allowing  unattended  system 


►  Intel  233  MHz1  Pentium  II  processor 

►  AGP  graphics 

►  2  5GB-  S-M.A  R  T  hard  drive 

►  Windows"  95  preinstalled 

WITH  INTEL 
it  M  il  \i  11  Pin  11  :i:ssi  in 


NOW  ONLY: 


$1,249' 

Other  models  using  Pentium  processors 
with  MMX'"  technology  start  at 

$889' 


configuration  and  management.  Factor  in  the  money  you 


IVI  i:o|il  (  I M .  I II I  M  w  ll:\l  I 'i .  3  .1 


■( >ii Id  save  on  our  new  IBM  P< !  31 K K II ,.  and  you  ma\  wanl  to  give  us  a  call  at 


I J 100  I l>\|-72Sr>. f'\t.  I().)7.  <>r  ilrop  l»\  www.ibm.com/pc/us/desktop/pc300gl.html. 


And  check  out  the  IBM  P(  !s  that  <£o  a  lon<*  wav  toward 


helping  you  manage  your  business  as  well  as  your  budget .    Solutions  for  a  small  planet" 


lulhonzed  reseller  price  Aclual  reseller  prices  may  vary  Monitor  nol  included  'Estimated  IBM  authorized  reseller  price  Actual  reseller  prices  may  vary  $889  model  includes  166  MHz  Pentium  processor  with  MMX  technology.  2  5GB  HDD  16MB  SDBAM  memory  Mumtoi  nol 
measures  only  microprocessor  internal  clock  speed,  nol  application  performance  Many  (actors  altect  application  perlormance  GB  ■  1  billion  byles  when  referring  to  hard  drive  capacity,  accessible  capacity  may  be  less  All  PCs  relerenced  m  this  ad  ship  with  an  operating  system 
I  Solutions  tor  a  small  planel  are  trademarks  ol  International  Business  Machines  Coiporalion  in  Ihe  United  Slates  and/or  other  countries  The  Intel  Inside  logo.  Pentium  and  MMX  are  trademarks  or  registered  trademarks  ol  Intel  Corporation  Moosoll  and  Window.,  are  tegisMnl  trademarks  nl 
alion  ©1998  IBM  Corporation  All  rights  reserved 


Science  &  Technology 


promise  blockbuster  paybacks.  Take  Del- 
sys  Pharmaceutical  Corp.,  spun  out  by 
Sarnoff  in  1995  and  headed  by  Martyn 
Greenacre,  foiTner  head  of  European  op- 
erations for  SmithKline  Beecham  PLC. 
Delsys  has  a  prototype  system  that  uses 
xerographic  principles  to  print  flat  "pills" 
with  electrostatically  charged,  powdered- 
drug  "toners."  Greenacre  predicts  the 
system  will  slash  drug  manufacturing 
costs  by  more  than  50%.  "This  is  going 
to  make  a  major  impact  across  the  whole 
phannaceutical  industiy,"  he  asserts. 
COMFY  CUSHION?  Sarnoff  President 
James  E.  Carnes  hopes  Greenacre  is 
right.  Games  is  also  weary  of  relying  on 
contract  research.  He's  counting  on  spin- 
offs to  provide  that  cushion.  With  1997 
revenues  tentatively  pegged  at  $130  mil- 
lion, up  from  $109.7  million,  plus  stakes 
in  11  ventures  with  a  paper  worth  of 
$64  million,  "we're  well  on  our  way," 
Cames  says. 

Similarly,  sri's  Sommers  takes  heart 
from  the  fast  start  by  Nuance  Commu- 
nications, formed  in  1994  to  exploit 
speech-recognition  technology  developed 
for  the  Pentagon.  SRI  spent  $1  million  to 
tailor  it  for  automatic  speech  trans- 
actions via  the  telephone.  Nuance  has 
sold  systems  to  Charles  Schwab  &  Co., 
United  Parcel  Service  Inc.,  and  others, 
and  Nuance  President  Ronald  A.  Croen 
expects  to  climb  into  the  black  this  year. 
sri's  portfolio  in  Nuance,  Intuitive  Sur- 
gical, and  GeneTrace  Systems — three 
spin-offs  that  have  raised  $50  million  in 
outside  capital — now  tops  $16  million. 

Both  labs  still  have  troves  of  technol- 
ogy itching  to  be  free.  In  fact,  for  every 
venture  given  the  green  light  so  far,  20 
others  have  been  put  on  hold.  Carnes 
and  Sommers  are  bending  over  back- 
ward to  ensure  their  initial  hatchlings 
are  successful  to  smooth  the  job  of  rais- 
ing outside  capital  for  future  spin-offs. 

They're  also  being  careful  not  to  whip 
up  an  entrepreneurial  frenzy  that  would 
cause  droves  of  researchers  to  jump 
ship.  Good  people  are  too  hard  to  find, 
explains  Cames.  sri  has  long  had  a  rev- 
enue-sharing scheme  to  help  keep  its 
top  people.  Sommers  estimates  that  one 
Menlo  Park  scientist  has  pocketed  $3 
million  or  more  from  this  policy. 

Under  the  spin-off  strategy,  sri  and 
Sarnoff  are  doing  the  same  with  stock 
options.  "Both  royalty  and  equity  shar- 
ing is  the  waj  to  attract  good  people," 
says  Sommers,  .  ince  it  means  a  talented 
scientist  can  create  his  own  "mutual 
fund"  of  stock  opt  ons  without  the  risks 
of  joining  a  startu  >.  At  10  p.m.,  Som- 
mers feels  pretty  ionfident  he  knows 
where  his  researchei  ?  are. 

By  Otis  Port  in  Menlo  Park,  Calif. 


THE  LEGACY 
OF  AN  ETERNAL  OPTIMIST 


Looking  back  on  his  50-year  ca- 
reer, Douglas  C.  Engelbart,  73,  is 
a  little  sad  that  so  much  atten- 
tion is  given  to  what  his  inventions 
were — and  so  little  to  their  purpose. 
The  mouse,  onscreen  windows, 
groupware,  videoconferencing,  and 
the  hypertext  software  that  enables 
surfers  to  jump  from  link  to  link  on 
the  Web — all  were  conceived  by 
Engelbart  in  the  1960s  while  he  was 
with  sri  International. 

Engelbart  envisioned  these  inven- 
tions not  as  ends  but  as  means  to  an 
end.  They  were  supposed  to  be  the 
tools  that  would  help  ordinary  people 
harness  digital  technology 
and  lift  humanity  to  a 
new  pinnacle  of  intelli- 
gence. He  calls  it  aug- 
mented intelligence.  "The 
actual  inventions  were 
just  sort  of  steps  along 
the  way,"  he  says. 

For  example,  the 
hypertext  links  we  see  on 
the  Web  barely  scratch 
the  surface  of  what 
Engelbart  foresaw 
decades  ago.  He  wants  to 
create  links  between  vast 
libraries  of  thoughts  and 
experiences.  Today,  only 
snippets  of  any  one  per- 
son's insights  and  intel- 
lect are  preserved,  and 
apart  from  the  rich  and 
famous,  few  people  leave 
any  lasting  trace  of  the 
wisdom  they  attained. 
GLOBAL  WISDOM?  Digital 
technology  can  change  that.  For  the 
first  time,  Engelbart  argues,  we  have 
the  means  to  extract,  preserve,  and 
organize  the  collective  intelligence  of 
entire  populations — and  make  it 
available  to  anyone,  now  and  in  the 
future.  Hypermedia,  or  multimedia 
systems  with  links  joining  images 
and  sounds  as  well  as  text,  and  per- 
haps someday  even  mental  states, 
would  help  people  break  out  of  their 
island  prisons  and  evolve  new  forms 
of  social  organisms.  "This  would  be  a 
tremendous  breakthrough,"  Engel- 
bart says,  "and  profoundly  change 
the  way  humans  interact." 

This  isn't  just  idealistic  prattle. 


Engelbart  fervently  believes  humani- 
ty is  rapidly  painting  itself  into  a 
corner,  with  potentially  dire  conse- 
quences. "Mankind  is  facing  more 
and  more  complex  challenges  and 
problems,"  he  explains,  "that  entail 
more  and  more  urgency."  But  we're 
still  trying  to  cope  using  the  same 
shopworn  techniques,  trusting  a 
handful  of  leaders  instead  of  mar- 
shaling the  collective  mental  power 
of  a  community  or  continent. 

"The  market  is  really  good  at 
making  products  better  and  cheaper. 
But  when  it  comes  to  bigger  issues, 
like  the  environment,  the  market  is 


ENGELBART 

"The  market 
isn't  the  best, 
or  even  a  good, 
guide"  to  learn- 
ing what's  best 
for  mankind 


not  the  machinery  that's  go- 
ing to  discover  the  combina- 
tion of  technology  and  organi| 
zational  changes  that  will 
produce  effective  solutions. 
You  can't  blame  the  market- 
place," Engelbart  says.  "It 
wasn't  chartered  to  figure  ou] 
what's  best  for  mankind.  But| 
it's  important  that  society  re 
alize  the  market  isn't  always  the 
best,  or  even  a  good,  guide." 

Almost  a  decade  ago,  this  eternal 
optimist  and  his  daughter,  Christina, 
founded  the  Bootstrap  Institute  in 
Fremont,  Calif.,  to  help  companies 
better  leam  how  to  learn  and  thus 
augment  their  corporate  intelligence^- 
Last  year,  this  spawned  the  Boot- 
strap Alliance — a  program  that 
archives  knowledge  as  managers  col 
laborate  on  trying  to  resolve  commo 
issues,  such  as  the  impediments  thai 
thwart  total  quality  and  human  re- 
source development.  Alliance  mem- 
bers include  Sun  Microsystems,  ntt, 
and  Netscape  Communications. 


COMMITMENT 


is  being  steadfast  in  one's  beliefs  in  a  sea  of  doubt  and  hesitation. 


1MITMENT  is  the  inevitable  consequence  of  an  unerring  belief  in  discipline. 


COMMITMENT  is  the  attitude  that  just  getting  your  feet  wet  just  isn't  good  enough. 


THE  COMPANY  YOU  KEEP5 

LIFE  INSURANCE     ANNUITIES     NYLCARE  HEALTH  PLANS*     MUTUAL  FUNDS**     401(K)  PLANS 
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ilies,  market  leadership  in  the  stable  value  investment  area,  over  $35  billion  in 


gement,  and  relation- 


ith  over  half  the  Fortune  1 00  companies,  it's  easy  to  see  just  how  committed  we  are. 

COMMITMENT  is  what  built  this  company. 


COMMITMENT  is  what  makes  us  THE  COMPANY  YOU  KEEP. 


www.newyorklite.com 


i  York  Life  Insi/raixe  Comporty,  51  Madison  Avenue,  New  Yorfs,  NY  1 00 1 0:  All  rights  reserved.  Indemnity  coverage  under  NYLtare  health  pkms  is  provided  by  New  York  Life  Insurance  tornpimy  or  one  of  Bs  affiliated  insurance  companies.  Coverage  under 
1  ptons  is  provided  by  subsidiaries  of  NYLCare  Health  Plonsj  Inc.  '"Securities  offered  through  NYLIFE  Securities  Inc.,  Member  NASD. 
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THE 

Ron  Brown 
Award 

FOR 

Corporate 
Leadership 


The  Board  of  Directors  and  Panel  of  Judges 
are  pleased  to  salute  the  1997  winners  of 

The  Ron  Brown  Award 
for  Corporate  Leadership 

The  first  presidential  award  to  honor  companies  for 
outstanding  achievements  in  employee  and  community  relations 


BOARD  OF  DIRECTORS 

Chairman 
Edgar  S.  Woolard,  JR. 

Retired  Chairman 
E.I.  du  Pont  de  Nemours 
&  Company 

Norman  R.  Augustine 
Chairman 
Lockheed  Martin 
Corporation 

Curtis  H.  Barnette 
Chairman  and  CEO 
Bethlehem  Steel 
Corporation 

Susan  V.  Berresford 

President 
The  Ford  Foundation 

Lawrence  A.  Bossidy 
Chairman  and  CEO 
AlliedSignal  Inc. 

Alma  Arrington  Brown 
(Ex  Officio) 
Senior  Vice  President 
Chevy  Chase  Bank  Corp. 

John  H.  Bryan 
Chairman  and  CEO 
Sara  Lee  Corporation 

Kenneth  I.  Chenault 
President  and  Chief 
Operating  Officer 
American  Express 
Company 

The  Honorable 
William  M.  Daley 
(Ex  Officio) 
Secretary 
U.S.  Department  of 
Commerce 

George  M.C  Fisher 
Chairman  and  CEO 
Eastman  Kodak  Company 

S.  Diane  Graham 
CEO 
Stratco  Inc. 

Rajar  Kumar  Gupta 

Managing  Director 
Mckinsey  &.  Company 

The  Honorable 
Alexis  M.  Herman 
(Ex  Officio) 
Secretary 
U.S.  Department  of  Labor 

Dana  G.  Mead 
Chairman  and  CEO 
Tenneco  Inc. 


International  Business  Machines 
Corporation 

for  its  diversity  programs 


Levi  Strauss  &  Co. 

for  its  anti-racism  initiative,  "Project  Change" 


Special  mentions  to  the  following  organizations: 

Bright  Horizons  Children's  Centers,  Inc. 

for  The  Horizons  Initiative,  a  homeless  shelter 

Public  Service  Electric  and  Gas  Company 
for  "Making  Neighborhoods  Work," 
a  community  development  initiative  in  Newark,  NJ 

Lancaster  Laboratories 

for  their  Family  Center, 
an  intergenerational  dependent  care  program 


Award  Sponsors: 


0 


The  Conference  Board,  Inc 

Serving  Business  and  Society  Since  1916 


BOARD  OF  DIRECTORS 
Continued 

Lewis  E.  Platt 
Chairman,  President 
and  CEO 
Hewlett-Packard  Company 

A.  Barry  Rand 
Executive  Vice  President 
Xerox  Corporation 

John  W.  Snow 
Chairman,  President 
and  CEO 
CSX  Corporation 


PANEL  OF  JUDGES 

Norman  R.  Augustine 
Chairman 
Lockheed  Martin 
Corporation 

Alma  Arrington  Brown 

Senior  Vice  President 
Chevy  Chase  Bank  Corp. 

James  R.  Houghton 
Retired  Chairman 
of  the  Board 
Corning  Incorporated 

Rosabeth  Moss  Kanter 
Professor  of  Business 

Administration 
Harvard  University 
School  of  Business 

Patrick  F.  Noonan 
Chairman 
The  Conservation  Fund 

Franklin  A.  Thomas 

Retired  President 
The  Ford  Foundation 

Dennis  Weatherstone 

Retired  Chairman 
J.R  Morgan  &  Co.  Inc. 

John  A.  Young 
Retired  President 

and  CEO 
Hewlett-Packard 

FROM 
THE  CONFERENCE 
BOARD,  AWARD 
SPONSORS 

Richard  E.  Cavanagh 
President  and  CEO 

Melissa  A.  Berman 
Senior  Vice  President 
Research  and  Program 
Development 


www.sprynet.com 


J  MAN  IS: 

ENDING  HIS  "CENTER." 
»TU DYING  HIS  EYELIDS. 
3ETTING  HIS  OFFICE  ON  THE  INTERNET. 


a  single  phone  call,  you'll  get  e-mail  that's  backed  by  an  award-winning  network,  web  hosting,  and  Internet 
;s  with  24-hour  support.  You'll  also  get  one  monthly  bill  to  keep  track  of  it  all.  Doing  little  to  accomplish 
-  some  would  say  it's  the  secret  to  success.  Call  1  -800-447-2956  to  get  your  office  on  the  Internet. 


1  -  8  0  0  -  4  4  7  -  2  9  5  6 

SPRYNET  INTERNET  OFFICE 


What  an 
energy  company 

looks  like  when 
it  doubles 
in  size. 

FE 

(NYSE  Symbol) 


Presenting  the  new  stock  market 
trading  symbol  for  FirstEnergy  Corp. 

Formed  by  the  merger  of  Ohio  Edison 
Company  and  Centerior  Energy 
Corporation,  we've  doubled  our  size, 
making  our  new  holding  company  the 
nation's  12th  largest  investor-owned  electric 
system. 

With  greater  financial  resources  -  nearly 
twice  the  revenues  and  cash  flow  -  reliable 
power  supplies  and  a  stronger  transmission 
network,  we  have  more  opportunities  for 


off-system  electric  sales,  including  growing 
markets  in  Canada  and  the  eastern  U.S. 

Headquartered  in  Akron,  Ohio, 
FirstEnergy  is  a  larger,  stronger  company  - 
better  positioned  to  enhance  the  value  of 
our  shareholders'  investment  and  offer  our 
customers  better  service  at  lower  prices  and 
a  wider  range  of  energy-related  products 
and  services. 

For  more  information  about  our  new 
company,  please  contact  us  at 
1 -800-736-3401 . 


FirstEnergy 


You  can  also  contact  us  at  www.FirstEnergycorp.com 
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\\l omen  of  childbearing  years  need  folic  acid  every 
day.  because  you  never  know  who'll  be  stopping  by.  s 


ome 


pregnancies  are  planned.  Some  come  as  a  surprise.  That's  why  all  women  need  folic 


acid  in  their  diets  before 
they  become  pregnant,  to 
help  reduce  the  risk  of 
certain  birth  defects.  The 
March  of  Dimes  recom- 
mends getting  .4  milligrams 
of  folic  acid  every  day 
before  and  during  the 
early  weeks  of  pregnancy. 
Folic  acid  can  be  found  in 
some  foods  such  as  cere- 
als, leafy  vegetables,  beans 
and  citrus  fruits.  A  daily 
multivitamin  is  always  a 
very  reliable  source. 


March  of  Dimes 


Think  ahead  for  a  healthy  bahy. 
For  more  information  contact  your  health  care  provider  or  call  the  March  of  Dimes. 


118-CA1 


U  illiam  Miksicek  has 
been  <m  (■/<■(  ironies 
technician  fur  I  ~  years 


* '" 


Hiring  a  person  who  is  deaf-blind  can  be  so  rewarding . 
some  might  call  it  a  golden  opportunity 

How  would  you  like  to  find  employees  who  can  take  on  challenges  that  would  overwhelm  the  avera 
person?  Employees  who  will  be  loyal  to  your  company,  dedicated  to  their  jobs,  and  rarely  miss  a  day 
atwork?  If  so,  call  us  at  the  Helen  Keller  National  Center  at  1-800-255-0411,  ext.  270.  We'll 
be  happy  to  tell  you  about  the  impressive  achievements  of  competent,  qualified  employees  who 
just  happen  to  be  deaf-blind. 

Helen  Keller  National  Center  for  Deal-Blind  Youths  and  Adults 
1 1 1  Middle  Neck  Road,  Sands  Point,  NY  11050 
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■Operated  by  Helen  Keller  Sendees  for  Ihe  Blind 
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:Y,  I  OWE  99  YEARS 
I  BACK  TAXES! 

RS  is  in  a  desperate  race  to  fix  the  Year  2000  glitch 

hard  to  imagine 
■  things  could  get 
:h  worse  for  the 
It  is  taking  a 
;  on  Capitol  Hill, 
iggling  to  keep  up 


i  ever  more  com- 
l  tax  code,  its  ag- 
iputers  are  falling 
and  it  will  soon 

a  top-to-bottom 
jment  overhaul, 
he  Internal  Rev- 
ervice  faces  a  po- 
calamity:  a  melt- 
triggered  by  the 
100  computer  glitch 
:he  guy  in  charge 
)ing  the  data  sys- 
snning  just  quit, 
prospect  that  irs 
ers  will  read  "00" 

instead  of  2000  in-  - 
lightmares  at  an  agency  where 
svery  document  has  a  date  on  it. 
3  would  go  unprocessed.  Refunds 
lie  unsent.  Taxpayers  would  be 
sy  owed  99  years'  interest  on  a 
d  deduction.  Says  one  former  top 
official:  "It  would  shut  down  the 
system — everything  from  collec- 
i  compliance  would  just  stop." 
igency  plan.  To  avoid  such  a 
ophe,  irs  techies  are  poring 
i  88,000  programs  containing 
ion  lines  of  computer  code — 
f  it  three  decades  old.  They 
atch  up  80  mainframes,  1,000 
:  computers,  and  130,000  PCs. 
st:  $1  billion. 

the  fix  be  ready  in  time? 


M/im 

BUG  HUNT:  The  IRS's  mainframe  computer  center  in  West  Virginia 


cede  that  at  least  some  of  its  computers 
won't  be  updated  on  time. 

The  best-case  scenario:  Most  taxpay- 
ers will  still  be  able  to  file  their  re- 
turns, especially  if  they  do  so  electroni- 
cally. The  latest  tax  software  has 
addressed  the  problem  and  may  be  able 
to  bypass  the  worst  of  the  irs  trouble- 
spots.  But  there  could  be  hitches,  de- 
pending on  the  complexity  of  the  re- 
turn. The  rule  of  thumb  for  2000  is  that 

NOW  THAT'S  WHAT 
YOU  CALL  A  BIG  JOB 

To  prepare  for  the  Year  2000,  the  IRS 
must  clean  up: 


our  goal,"  says  John  Yost,  di-    60  MILLION JLn_e_s_ of  comP^ter_code 


of  the  Year  2000  project. 
I'm  not  making  any  promises 
;."  In  fact,  business  week  has 
I  that  the  General  Accounting 
is  urging  the  irs  to  set  up  a 
;ency  plan  to  prevent  a 
iwide  failure"  in  2000.  In  the 
:ase,  that  could  mean  shifting 
trocessing  to  computers  out- 
i  agency.  And  irs  officials  con- 


88,000  separate  applications  programs 

80  mainframes 

1,000  midsize  computers 

130,000  PCs 

60,000  pieces  of  telecom  equipment 
TOTAL  COST:  $1  BILLION 


the  more  paper  you  file,  the  more  trou- 
ble you  may  run  into.  Small  business- 
es— which  generate  huge  amounts  of 
paperwork  for  their  size — could  face  the 
worst  woes. 

Other  functions — from  investigations 
to  customer  service — may  be  hampered, 
too.  Already,  efforts  to  ensure  taxpayer 
compliance  through  audit  letters  are  a 
mess.  Come  2000,  the  trouble  will  mul- 
tiply. Says  Robert  J.  Carver,  a  former 
top  irs  official  who  consults  for  soft- 
ware companies:  "It  will  look  like  it's 
fixed  to  the  outside  world.  But  it  will  af- 
fect compliance,  criminal, 
and  audit  potential." 

The  White  House  is 
clearly  concerned.  At  a 
January  Cabinet  meeting, 
both  President  Clinton 
and  Vice-President  Gore 
demanded  that  agencies 
get  cracking  on  the  prob- 
lem. And  Budget  Direc- 
tor Franklin  D.  Raines, 
who  oversees  the  Admin- 
istration's Year  2000  pro- 
gram, says  the  irs  and 
the  Federal  Aviation  Ad- 
ministration "are  getting 
the  most  attention." 

It's  not  that  the  irs 
hasn't  been  taking  the 
problem  seriously.  It  put 
together  a  good  team  of 
top  managers  and  has 
"  made  Year  2000  readiness 
its  top  priority.  Yost  is  a  highly  regard- 
ed 25-year  veteran  of  the  agency.  And 
Commissioner  Charles  0.  Rossotti,  the 
former  ceo  of  American  Management 
Systems  Inc.,  a  computer  systems  outfit 
in  Fairfax,  Va.,  is  focusing  much  of  his 
attention  on  the  problem. 

But  the  effort  is  likely  to  be  slowed 
by  the  unexpected  departure  of  Arthur 
A.  Gross,  the  agency's  chief  information 
officer  and  the  architect  of  its  Year  2000 
strategy.  Gross  announced  his  resig- 
nation in  early  February,  following  a 
dispute  with  Rossotti  over  computer 
modernization  plans.  Insiders  say  that 
if  Gross  isn't  replaced  soon,  the  Year 
2000  project  could  suffer  badly. 

In  practical  terms,  Jan.  1,  2000, 
will  arrive  sooner  than  the  calendar 
date.  Computer  specialists  say  the 
irs  really  has  less  than  a  year  to  get 
its  fixes  in  place.  That's  because  it 
will  take  at  least  one  full  filing  season 
to  test  the  repairs  and  work  out  the 
inevitable  bugs.  "It's  a  Year  1999 
problem  for  them,"  says  Jeffrey  S. 
Trinca,  former  chief  of  staff  at  the 
Commission  to  Restructure  the  irs,  a 
bipartisan  congressional  panel  whose 
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1997  recommendations  led  to  an  irs  re- 
form bill  about  to  pass  Congress. 

But  it  may  be  too  late  for  the  irs  to 
make  the  1999  deadline.  Like  many 
businesses  and  government  agencies,  it 
got  a  late  start.  As  of  mid-November, 
just  10%  of  the  needed  repairs  had  been 
done.  Yost  says  serious  work  began  only 
14  months  ago.  "We  would  have  been 
better  off  if  we  had  started  two  years 
before  that  and  had  everything  in  place 
by  January,  1998,"  he  concedes. 
"Spaghetti  bowl."  The  good  news  is 
that  the  huge  mainframes  that  are  the 
backbone  of  the  agency's  data  system 
should  be  ready  a  year  from  now.  Lo- 
cated mostly  in  Martinsburg,  W.  Va., 
they  hold  the  master  files  of  every  tax 
return.  Those  computers  are  among  the 
agency's  oldest,  but  the  software  that 
runs  them  was  written  by  in-house  pro- 
grammers. So  the  bugs  have  been  easy 
to  find.  Midsize  computers  and  PCs  are  a 
different  matter.  They  are  scattered  in 
offices  throughout  the  nation  and  run 
by  a  mind-numbing  jumble  of  commer- 
cial software  and  in-house  code.  "It's  a 
spaghetti  bowl  of  systems,"  says  one 
congressional  aide.  "The  thing  doesn't 
make  any  sense." 

The  irs  has  decided  simply  to  jettison 
as  many  as  13,000  programs.  It's  easier 
to  pitch  them  than  to  patch  them,  Yost 
says.  But  the  rest  must  be  painstaking- 
ly repaired,  line  by  line.  Commercial 
fixes  can  handle  some  of  the  work.  For 
the  others,  the  IRS  must  rely  on  in- 
house  programmers  and  compete  for 
the  services  of  outside  consultants.  In 
the  face  of  enormous  demand  for 
techies,  the  irs  is  having  trouble  find- 
ing— and  keeping — knowledgeable  pro- 
grammers. Says  a  government  comput- 
er specialist:  "You're  getting  low  pay, 
working  long  hours,  and  dealing  with 
junk  people  wrote  30  years  ago — and 
you  say:  'What  am  I  doing  here?' " 

Efforts  to  solve  the  Year  2000  co- 
nundrum are  complicated  by  other 
agency  problems.  The  irs  has  had  to 
reassign  staff  who  had  been  working 
on  replacing  its  aging  computer  sys- 
tems. At  the  same  time,  programmers 
have  had  to  split  time  between  the  Year 
2000  mess  and  updating  computers  to 
handle  massive  changes  in  the  1997  tax 
law.  A  probable  1998  bill  will  bring  an- 
other unwanted  diversion. 

Despite  all  these  headaches,  the  irs 
gamely  predicts  that,  while  there  will 
surely  be  glitches  come  2000,  there 
won't  be  chaos.  But  outside  experts  are 
hedging  their  hets.  Trinca,  for  instance, 
jokes  that  even  getting  a  refund  could 
be  a  challenge.  "I'm  adjusting  my  with- 
holding so  the  irs  doesn't  owe  me,"  he 
says.  After  all,  there's  no  telling  what 
date  will  be  on  the  check. 

By  Howard  Gleckman  in  Washington 


THE  INTERNET 


WOULD  YOU 
PAY  TO  READ  SLAW 


The  Webzine  will  face  its 
toughest  challenge  as  it 
asks  readers  to  pony  up  for 
what  it  now  offers  free 

■  t  took  a  sex  scandal  at  the  White 
I  House  for  media  star  Michael  Kins- 

■  ley  to  rue  the  day  he  abandoned 
M  Washington,  D.  C,  for  the  other 
Washington.  "Until  yesterday  I  never 
had  a  moment  of  regret  or  nostalgia," 
swears  Kinsley,  editor  of  Microsoft 
Corp.'s  Slate,  a  Webzine  of  politics  and 
culture.  The  day  after  the  news  broke, 
he  longed  for  the  days  when  he  could 
have  held  forth  from  his  former  perch 
on  cnn's  Crossfire,  or  deployed  The  Neiv 
Republic,  which  he  once  edited,  to  fillet 
the  affair  for  the  chattering  classes. 

As  it  was,  Slate  jumped  into  the  fray. 


with  new  postings  KINSLEY  REPOIf 

on    the    Clinton  "The  day  we  sh 

scandal  going  up  the  gate,  the  trc 

every  few  hours,  will  plummet" 
including  a  dishy 


take  on  the  economics  of  tabloid  j  -I 
nalism  and  a  coy  dissection  of  /\$ 
Commander-in-Chief  s  rather  strict- 
structionist  definition  of  sex.  Amid 
bubbling  scandal,  Slate's  viewer 
jumped  by  one-third.  "Because  we 
move  faster,  we  will,"  says  Kinsley 
That's  the  way  he  envisioned  life 
pioneering  Web  journalist  wher 
launched  Slate  in  June,  1996,  amid  aft 1 
zard  of  attention.  Initial  reviews 
cized  Slate  for  long  articles  ill  suitdr 
an  interactive  medium.  But  it  has| 
proved,  now  offering  some  of  the 
intelligent  and  lively  commentary  oi 
Web  and  using  multimedia  to  gooc 
vantage — for  instance,  audio  of  fai 
poets  reading  their  work.  And  it  has 


m 

hi 
in 


xODUCING  THE  NEW  JEER  GRAND 
lROKEE  5.9  LIMITED,  THE  WORLD  S 
iSTEST  SPORT  UTILITY  VEHICLE." 

Vhen  you  think  about  four-wheel  drive 
ility  speed  isn't  the  first  thing  that  usually  comes 
id.  Unless,  of  course,  you're  being  chased  across 
;rengeti  by  a  herd  of  hostile  wildebeest.  Then 
want  the  exceptional  speed  and  capability  of 
ew  1998  Jeep  Grand  Cherokee  5.9  Limited, 
vlever  before  has  a  Jeep  vehicle  offered  so  much 
r  in  such  an  attractive  package.  Its  massive 
tre  245  horsepower  V8  engine  takes  you 

0  to  60  mph  in  just  7.0  seconds.  Couple  that 
5.9  Limited's  exclusive  Quadra-Trac  four- 

1  drive  system,  and  you'll  have  the  confidence 


and  ability  to  outrun  the  fastest  beasts,  not  to 
mention  every  other  SUV  in  the  world. 

Perhaps  that's  why  5.9  Limited  was  named 
4x4  of  the  Year  by  Petersen's  4 -Wheel  &■•  Off -Road 
magazine — an  honor  Jeep  vehicles  have  earned 
more  times  than  any  other  4x4  vehicle  on  earth. 

For  more  information  about  our  newest  and 
most  powerful  Jeep  vehicle,  call  1-800-925 -JEEP  or 
make  a  quick  visit  to  our  Web  site  at  www.jeep.com 
The  new  Jeep  Grand  Cherokee  5.9  Limited.  It  not 
only  has  the  power  to  get  you  into  extraordinary 
situations,  it  also  has  the  speed  to  get  you  out. 

Jeep 

There's  Only  One 


>n  0  to  60  acceleration.  Always  use  seat  belts  Remember,  a  backseat  is  the  safest  place  for  children  Jeep  is  a  registered  trademark  of  Chrysler  Corporation. 


To  a  six-year-old 
having  an 

asthma  attack, 
this  is  like 

blowing  out  a 
forest  fire. 
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Any  six-year-old  can  blow  out 
birthday  candles...  unless  that 
six-year-old  is  having  an  asthma 
attack. 

Asthma  is  a  cruel  disease  that 
obstructs  a  child's  ability  to 
breathe.  It  can  attack  a  child 
any  time,  anywhere... even  in 
the  middle  of  a  birthday  party. 

Right  now  there  is  no  cure 
for  the  nearly  5  million  children 
who  live  with  the  horrors  of 
asthma. 

And  with  asthma  on  the 
rise... your  child  could  be  next. 

That's  why  as  adults  we  must 
do  something  now... 

Call  the  American  Lung 
Association  and  learn  how  you 
can  help. 

l-800-LUNG-USA 

Because..! When  you  can't 
breathe,  nothing  else  matters.® 


MONTHLY  READERS* 


f 


AMERICAN 
LUNG 

ASSOCIATION 

www.lungusa.org 


too.  Slate  has  been  averaging  more  than 
150,000  readers  a  month — only  slightly 
less  than  mainstream  National  Geo- 
graphies Web  site,  according  to  Media 
Metrix,  a  Web  audience-measuring  outfit. 

Soon,  Slate's  appeal  will  face  its 
toughest  test,  as  it  asks  readers  to  pay 
for  what  it  now  offers  free.  By  late  Feb- 
ruary, it  will  become  one  of  the  first 
news  Webzines  to  charge  a  subscription 
fee — probably  $19.95  a  year  to  start, 
according  to  analysts.  Slate  flirted  with 
the  idea  a  year  ago,  only  to  chicken  out 
because  it  feared  that  an  embarrassing- 
ly small  number  of  people  would  sub- 
scribe to  the  then 
poorly  reviewed  site. 
Now  it's  going  ahead; 
the  site  has  grown  in 
popularity,  and  Mi- 
crosoft sees  this  as  a 
chance  to  test  the 
subscription  model 
on  the  Web.  Slate, 
after  all,  is  one  of  the 
software  giant's  many 
laboratories  for  vari- 
ous Internet  busi- 
nesses. For  now,  prof- 
its aren't  required, 
says  Kinsley. 

Even  w  i  t  h  a 
healthy  readership, 
the  move  to  sub- 
scriptions is  risky.  On  the  Net,  infor- 
mation is  expected  to  be  free.  Only  a 
handful  of  Web  sites,  including  the  Wall 
Street  Journal,  The  Economist,  and  the 
San  Jose  Mercury  News,  charge  for  ac- 
cess, with  varying  degrees  of  success 
(business  week  will  soon  join  their 
ranks).  That's  why  observers  are  watch- 
ing Slate's  gamble  closely.  "I  give  them 
credit  for  taking  a  risk  and  trying  to  get 
Net  consumers  used  to  paying  for  con- 
tent," says  Peter  Storck,  an  analyst  at 
Jupiter  Communications  in  New  York. 

But  for  Slate,  this  deal  is  do  or  die. 
"There's  no  doubt  that  the  day  we  slam 
the  gate,  the  traffic  will  plummet,"  says 
Kinsley.  He  figures  readership  will  pick 
up  again  as  Slate's  reputation  and  influ- 
ence continues  to  grow.  But  experts  say 
it  will  be  tough  to  win  those  readers 
back.  "I  call  it  the  Slatanic,"  says 
William  Bass,  an  analyst  at  Forrester 
Research  Inc.  Slate  is  "heading  for  the 
subscription  iceberg,"  in  his  view,  as 
readers  will  simply  browse  elsewhere 
for  free  political  commentary. 

Indeed,  for  all  its  fanfare,  the  80-em- 
ployee  publication  generated  only  about 
$1  million  in  advertising  last  year,  ac- 
cording to  Jupiter.  "We're  not  close  to 
covering  our  costs,"  admits  Slate  Pub- 
lisher Rogers  Weed.  The  annual  bill  for 


ANNUAL  ADVERTISING  REVENUES 

$1  million 

ANNUAL  COST  TO  PUBLISH  $5  million** 

BUZZ  FACTOR  Major  newspapers 
took  note  of  Slate  stories  190  times 
over  the  past  six  months,  vs.  590  for 
The  New  Republic 

*For  free  subscriptions;  expected  to  plummet  when  Slate 
moves  to  paid  subscriptions  this  month  "Estimate 

DATA:  COMPANY  REPORTS,  MEDIA  METRIX,  BUSINESS  WEEK 


Slate  tops  $5  million,  estimates  Da  | : 
Card,  analyst  with  mc/Link  Resea  u 
in  New  York.  The  Web  alters  the  i 
nomics  of  publishing  by  cutting  out 
per  and  mailing  costs,  "but  you  still  h  iE 
to  pay  good  writers,"  says  Weed.  K ' 
ley's  rationale  for  moving  to  subsc:., 
tions  is  just  a  tad  loftier.  "If  we  u 
prove  that  a  Web  publication  like  t1 
can  be  self-supporting — and  this  sou  j; 
pompous,"  says  the  46-year-old  Kins  „ 
"then  it's  a  service  to  democracy."  jar 
"NO  chatter."  Slate's  challenge  now  i  j* 
create  enough  buzz  to  become  a  mi 
read  in  Kinsley's  old  haunts.  So  ' 

.  ica 

though,  Slate  is  n  m 
ginal.  A  Lexis/N(  n 
database  search 
leading  daily  ne^ 
papers  found 
mentions  of  S<  m 
over  the  past 
months,  comply 
with  590  for  { 
New  Republic.  '  « 
kind  of  a  suppled 
tal,  rather  thai 
mandatory  thing  M 
me,   says  Washv 
ton  Post  columnar. 
David    S.    Bra ; 
"There's  no  chs1' 
about  it,"  adds  a  a 
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150,000 


Senate  press  aid 
Slate's  appeal  to  advertisers  hasn't 
en  hold,  either.  It  boasts  an  attrac 
user  profile:  Viev/ers  earn  a  medial0' 
$75,000  and  spend  a  healthy  average. 
22  minutes  each  time  they  visit  Slk 
To  draw  more  interest,  Weed  lowe 
rates  last  year  from  a  pricey  $65 
1,000  impressions  to  $50.  He  has  t: '.' 
to  attract  corporate-image  ads,  too., 
far:  nada.  Advertisers  find  it  tougl 
squeeze  general,  corporate-image  ads 
the  tiny  slots  that  run  with  gene: 
terest  sites  like  Slate.  "It's  hard  en 
to  biing  teal's  to  people's  eyes  about 
brand  in  TV  ads,  but  nearly  impossibl 
the  Web,"  says  Steven  Klein,  medi 
rector  for  Kirshenbaum,  Bond  & 
ners,  a  New  York  advertising  ageni 
Despite  all  the  hurdles,  Microsoft 
Kinsley  seem  to  be  in  it  for  the 
haul.  There's  no  deadline  for  Sla. 
turn  a  profit.  And  Kinsley  is  so 
fortable  in  the  Northwest  that  he 
taken  up  snowshoeing.  "It  requires 
coordination,"  he  quips.  (It  was  nunc 
last  year  that  Kinsley,  perhaps  ho  ^ 
sick,  had  taken  an  apartment  in  E 
False,  he  says.)  Besides,  if  Clinton 
tinues  to  deliver  a  steady  strean 
scandal  fodder,  Slate  might  not  haw 
fret  much  longer  about  circulation  los 
By  Steve  Hamm  in  San  Mi 
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PSINet 

www.psi.net/ 

QUALCOMM 

www.qualcomm.com/cdma 

Raytheon 

www.raytheon.com 

Republic  National  Bank 

www.rnb.com 

Ricoh  Corporation 

www.rieoh.com 

Roberts  Express,  Inc. 

www.roberts.com 

Royal  Insurance 

www.royal-usa.com 

RPS,  Inc. 

www.shiprps.com 

SAP 

www.sap.com 


SAS  Institute 

www.sas.com/ 
Savin 

www.sales@savin.com- 
Charles  Schwab 
www.schwab.com 
Sharp 

www.sharp-ttsa.com/ 
Siemens  Microelectronics 
www.siemens.com 
Southern  Company 
www.southernco.com 
Sprint 

www.sprint.com 

Sun  Microsystems 

www.sun.com 

Symbios  Logic 

www.symbios.com/bw.htm 

Texas  Instruments 

www.ti.com 

Tivoli 

www.tivoli.com 
Toshiba  America 
Information  Systems 

computers.toshiba.com 
Toyota  in  America 
www.toyota.com/usa 
Toyota  Motors 
www.toyota.com 
T.  Rowe  Price 
www.troweprice.com 
United  Airlines 
www.ual.com 
United  Technologies 
www.utc.com 
UPS 

www.ups.com 

US  Airways 

www.usairways.com 

UUNET  Technologies 

www.uu.net 

Visio 

www.visio.comp 
Visioneer 
www.visioneer.com 
Vizio 

www.vizio.com 
Walker 

www.walker.com 
Xerox 

www.xerox.com 
Zurich-American 

www.zurichamerican.com 


BusinessWeek 


businessweek.com 


Legal  Affairs 


ANTITRUST 


ARE  CORPORATE  PREDATORS 
ON  THE  LOOSE? 

Small  businesses  argue  that  the  Microsoft  case  is  symptomatic  of  a  broader  problem 


One  spring  day  in  1979,  Garith 
Helm  was  poking  around  a 
garage  sale  in  Modesto,  Calif., 
when  he  happened  upon  a  used 
book  titled  Brew  It  Yourself.  A  profes- 
sor of  physics  at  Turlock  State  Univer- 
sity, Helm  bought  the  battered  how-to 
guide  for  a  dime  and  learned  how  to 
make  traditional  German  Alt  ale.  Helm 
thought  it  was  so  superior  to  most 
mass-marketed  beers  that  he  began  sell- 
ing his  St.  Stan's  brown  and  amber  ales 
to  local  bars  and  pizza  parlors. 

When  the  boutique-beer  craze  arrived 
in  the  early  1990s,  Helm  was  perfectly 
positioned  to  cash  in.  By  early  1996,  he 
had  quit  his  job  and  was  selling  $300,000 
worth  of  St.  Stan's  per  month  through- 
out California.  But  the  same  micro- 
brewery  revolution  that  was  making 
Helm  rich  had  prompted  a  counterat- 
tack by  industry  giant  Anheuser-Busch 
Cos.,  which  commands  44%  of  the  do- 
mestic beer  market.  In  March  of  1996, 


Anheuser  launched  a  campaign 
to  discourage  distributors  from 
carrying  the  microbrews.  Helm 
claims.  Among  other  things,  he 
says,  Anheuser-Busch  offered 
discounts  and  subsidized  adver- 
tising and  limited  distributors' 
ability  to  bring  rival  brews  to 
bars  and  retailers. 

Within  months,  five  of  St. 
Stan's  key  distributors  aban- 
doned the  company — costing  it 
45%  in  overall  sales.  "Ulti- 
mately, this  could  drive  us  out 
of  business,"  says  the  55-year- 
old  Helm,  who  has  been  able 
to  recover  less  than  half  of 
the  lost  distribution.  Royce 
J.  Estes,  Anheuser-Busch's 
vice-president  for  corpo 
rate  law,  says  the  com- 
pany's actions  "are  legiti- 
mate and  legal." 

Along  with  three  other 


hdweise 

KTNa  OF  BEEBSt 
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DOWN  WITH  THE  KING? 


Microbreweries  have  banded 
together  to  file  charges  against  Anheuser-Busch 


California  microbreweries,  H 
has  filed  an  antitrust  suit  aga 
Anheuser.  The  case,  which 
triggered  a  Justice  Dept.  inv< 
gation,  charges  Anheuser  \ 
illegally  using  its  market  po 
to  keep  the  micros  away  ft 
consumers.  From  a  legal  sts 
point,  this  is  essentially 
same  accusation  being  lobbe< 
Microsoft  Corp.  and  Intel  C<- 
But  while  the  Wintel  antitn, 
wars  are  receiving  virtu; 
gavel-to-gavel  coverage,  far 
attention  has  been  devotec|v, 
Anheuser-Busch  and  the  m 
other  large  companies  accu 
of  similar  predatory  pi 
tices.  To  people  like  H( 
though,  the  allegati 
,  against  Microsoft  and  j 
tel  are  symptomatic 
broader  problem:  M 
and  more,  large  con: 
nies  are  unfairly  level  j 
ing  their  dominance  ir 
attempt  to  win  1009! 
their  customers'  busin 
LAX  TOO  LONG.  The 
leged  victims  argue 
the  people  in  charge 
policing  anticompetii  j 
conduct — namely,  Jusl  i, 
the  Federal  Trade  C 
mission,  state  attorn 
general,  and  the  judi, 
ry — have  underestiira 
the  danger  of  "exclui 
dealing"  arrangemt 
for  at  least  two  decaj 
Well  before  Ronald  I 
gan  eviscerated  antiti 
enforcement  in  the  19 
the  conventional  wis< 
among  attorneys,  ecc 
mists,  and  law  enforcers 
that  corporations  should 
free  to  strike  any  kind  of 
tical"  bargain  with  custon 
and  distributors  they  wis! 
In  fact,  this  orthodoxy  is 
of  the  main  reasons  that  \ 


rt  F 
iii 

".; 

tak( 
area. 


j  # 
owi 
lie 
H 
tden 
Dion 

Dll 

6  th 


fe- 
ist 
tii 

■ 

ici 


124  BUSINESS  WEEK  /  FEBRUARY  23.  1998 


CKY 


A  recent  suit  charges  that  3M  is  pushing 
ers  of  Post-its  to  drop  a  small  tape  supplier 


iGE'S  DEAN 


v  and  Justice  were  slow  to  take 
erosoft  in  the  early  1990s,  many 
;s  believe. 

ause  of  this  long-standing  per- 
eness  toward  exclusive-dealing 
cements,  a  growing  number  of 
list  thinkers  believes  there  has 
an  increase  in  the  use  of  exclu- 

payments,  tying  arrangements, 
ther  potentially  predatory  tools 

at  driving  competitors  out  of 
;ss.  "During  the  entire  Reagan 
I  don't  know  if  the  fed- 
iforcement  people  wrote 
f}e  vertical  nonmerger 


says  ftc  Chairman 
t  Pitofsky.  "So  I  think 
isiness  community  came 
d  to  the  view  that  it 
:ake  more  of  a  chance  in 
rea." 

under  the  leadership  of 
cy  and  Justice's  antitrust 


cently.  Pittsburgh-based  LePage  Inc., 
for  example,  is  suing  3M  for  attempting 
to  take  over  the  private-label  adhesive- 
tape  market — a  charge  3M  denies  (table, 
page  126). 

But,  as  in  the  Microsoft  case,  there's 
a  raging  debate  about  whether  exclu- 
sive-dealing arrangements  really  hurt 
consumers.  The  accused  companies  insist 
that  the  complaints  are  being  brought 
by  rivals  who  can't  cut  it  in  the  mar- 
ketplace. Many  of  the  challenged  prac- 

Aggressive  to  a  Fault? 


Small  companies  argue  that  larger  rivals  are 
increasingly  using  aggressive  strategies  to  kill 
competition.  A  glossary  of  terms: 

TYING  When  a  manufacturer  makes  the  sale  of  a 
product  in  high  demand  conditional  to  the  purchase  of 
a  second  product.  Microsoft,  for  example,  is  accused 


Joel  I.  Klein,  the  feds    °[^n3. L^.operat i _n_g_ system  to _its_  I nternet  browser.   flation(  *obust '  growth, 


tices,  they  add,  actually  benefit  con- 
sumers. The  rebate  program  at  the  cen- 
ter of  the  LePage-3M  dispute,  for  ex- 
ample, helped  lower  the  price  that 
office-supply  stores  pay  for  adhesive 
tape,  says  3M  outside  attorney  Dan  Sul- 
livan. The  price  declined  by  14%  from 
1993  to  1997— and  much  of  that  cost 
savings  was  passed  on  to  consumers. 
"The  reality  is  that  when  we  give  price 
concessions  to  our  customers — whether 
it's  a  direct  price  reduction  or  a  rebate 
or  a  discount — we  are  lower- 
ing prices,"  Sullivan  says. 
GLOBAL  CHECK?  What's  more, 
big  companies  argue  that 
global  trade  is  making  it  hard- 
er than  ever  to  accumulate 
monopoly  power — which  is 
the  only  circumstance  in 
which  such  exclusive-dealing 
schemes  are  generally  consid- 
ered dangerous.  With  low  in- 
and 


lowing  more  interest  in 
me  of  exclusive  dealing, 
ling  to  Pitofsky,  both  of 
deral  antitrust  agencies 


MARKET-SHARE  DISCOUNTS  A  discount  that  increas- 
es when  the  purchaser  gives  the  manufacturer  a  greater 
share  of  its  business.  Critics  say  the  only  purpose  of  the 
deals  is  to  drive  competitors  out  of  the  market. 


seemingly  widespread  innova- 
tion, it's  hard  to  argue  that 
widespread  predatory  acts  are 
hurting  the  economy,  many 


nore  vertical  cases  now   economists  say. 


in  the  past  15  years. 

the  ftc  and  Justice 
specify  which  companies 
are  investigating,  they 
ilieved  to  be  looking  at 
VlasterCard,  United  Air- 
Brunswick,  and  spice 


SLOTTING  FEES  Widespread  in  the  food-and-beverage 
industry,  these  fees  are  sometimes  used  to  purchase 
exclusive  shelf  space  at  supermarkets. 

BUNDLED  REBATES  A  rebate  that  comes  into  effect 
when  a  buyer  purchases  more  than  one  product.  If  one  of 
the  goods  in  the  rebate  "bundle"  is  in  exceptionally  high 


Even  so,  a  growing  num- 
ber of  antitrust  scholars  be- 
lieves that  in  discrete  parts 
of  the  economy,  significant  mo- 
nopoly power  still  exists.  This 
concern  has  heightened  be- 
cause "more   mergers  are 


McCormick,  in  addition    dem_andJ_this^ractice.can  ^l^e.?a.^_effect  _as_tying._    reaching  toward  monopoly 


erosoft,  Intel,  and  An- 
r-Busch.  Several  private 
ust  suits  alleging  vari- 
>rms  of  exclusive  deal- 
jve  also  been  filed  re- 


EXCLUSIVITY  INCENTIVES  Any  form  of  payment— say, 
an  advertising  subsidy — in  exchange  for  a  promise  not  to 
deal  in  the  goods  of  a  competitor. 


DATA:  BUSINESS  WEEK 


power"  and  "conventional  wis- 
dom has  developed  that  if  you 
can't  be  first  or  second  in  a 
market,  then  it's  not  worth 
being  in  the  market  at  all," 
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EDITED  BY  AMY  DUNKIN 


BEWARE, 
THESE  BONDS 
CAN  FAIL  YOl 


When  buying  bonds, 
Arnold  and  Esther 
Knssot'f  play  it  safe. 
"We  take  our  risks  in  stocks," 
says  Arnold  Kossoff,  a  70- 
year-old  retired  Boca  Raton 
(Fla.)  real  estate  broker  who 
invests  mainly  in  munis  and 
Treasuries.  But  many  in- 
vestors have  shown  less  re- 
straint. With  long-term  rates 
at  historic  lows,  they've  gone 
out  on  limbs  in  search  of  high 
returns.  "When  yield  is  the 
sole  focus,  investors  often 
end  up  taking  on  more  risk 
than  they  intended,"  says 
Mark  Wright, 
Morningstar's 
fixed-income 
analyst. 

Those  risks  can  come  from 
a  host  of  different  directions. 
For  example,  you  need  to 
pay  attention  to  the  time  it 
takes  your  bonds  to  mature. 
Two-year  Treasuries  are 
yielding  5.37%.  That's  close 
to  the  10-year  rate  of  5.63%. 
But  the  shorter-term  bonds 
are  less  risky  because  longer- 
term  debt  is  more  susceptible 
to  swings  in  the  economy  and 
interest  rates.  What's  more, 
while  junk  and  other  lower- 
quality  bonds  are  yielding 
more  over  Treasuries  than 
they  were  last  year,  many 
pros  don't  think  the  extra 
percentage  points  are  worth 
the  risk.  That's  all  the  more 
reason  you  might  want  to 
think  twice  before  plunging 
into  fixed-income  investments 
that  look  too  appealing. 

Some  bonds  have  complex 
structures  that  make  it  hard 
to  see  where  you  could  be 
tripped  up.  Take  collateralized 
mortgage  obligations  (cmos). 
These  are  derivatives  backed 


INVESTING 


by  pools  of  AAA- 
rated,  government- 
insured  mortgages. 
That  means  your 
principal  is  guaran- 
teed by  the  gov- 
ernment. But  in 
1994,  cmos  severely 
burned  many  small 
investors  as  inter- 
est rates  unexpect- 
edly rose.  Since 
then,  they've  come 
roaring  back.  Some 
$150  billion  worth  were  sold 
in  1997,  up  from  $66  billion 
the  previous  year.  That's  in 

  part  because 

some  instru- 
ments  are 
yielding  as  much  as  7.5%, 
nearly  two  percentage  points 
over  comparable  Treasuries. 
SURPRISE.  Chastened  by  the 
1994  debacle,  brokers  aren't 
selling  cmos  as  aggressively 
as  they  once  did.  But  not 
everyone  appreciates  cmos' 
potential  downside.  A  quar- 
ter-point rate  swing  in  either 
direction  can  deliver  an  un- 
pleasant surprise,  says  Daniel 
Dektar,  portfolio  manager  at 
Smith  Breeden  Associates. 

If  rates  rise,  the  price  of  a 
cmo  will  fall,  leaving  a  long- 
term,  lower-yielding  invest- 
ment. If  rates  plunge,  home 
refinancings  and  prepayments 
of  mortgages  underlying  a 
cmo  will  speed  up.  You'll  get 
some  of  your  principal  back 
sooner  than  expected  and  will 
have  to  find  new  ways  to  in- 
vest the  cash  at  lower  rates. 
In  an  added  twist,  many 
recent  issues  are  doubly 
callable.  This  means  that  be- 
sides the  prepayment  risk, 
there's  a  chance  that  institu- 
tional investors  with  options 


on  the  underlying  mortgages 
will  call  your  entire  issue. 
With  these  technicalities  sure 
to  bedevil  individuals,  "cmos 
are  not  for  the  retail  in- 
vestor," warns  Marilyn  Co- 
hen, president  of  Envision 
Capital  Management,  a  Los 
Angeles-based  fixed-income 
money  manager.  "They  are 
for  institutions  that  have  the 


staff  and  the  compute) 
understand  the  models. 

Junk  bonds  are  easi< 
comprehend  and  shine 
mainstream  acceptance 
they've  become  much  ch 
er.  "Bondholders  have 
lulled  to  sleep  with  8 
10%  yields  vs.  5%  to  6C, 
Treasuries,"  says  Wi 
Gross,  managing  direct 


SMART  MONEY 


MERGERS 
MAY  JUICE 
UP  ENERGY 

Crude  oil  and  natural 
gas  prices  are  tum- 
bling, drilling  costs 
are  on  the  rise,  and 

the  energy  sector  seems  head- 
ed for  a  profit  squeeze.  Not  a 
pretty  picture  for  investors.  Or 
is  it?  A  wave  of  mergers  is  hit- 
ting the  oil  patch,  promising 
tidy  payoffs  if  you  play  the 
game  right.  "The  pain  of  lower 
prices,  even  if  it's  temporary, 


will  accelerate  the  pa 
solidation,"  predicts  o 
Phillip  Pace  of  Morga 
Dean  Witter  Discovei 

The  value  of  oil  ant 
mergers  has  risen  621 
past  two  years,  with 
in  deals  announced  in 
lots  of  action  in  '98 
Union  Pacific  Resour^ 
fered  $13.65  a  share  f 
da's  Norcen  Energy  I 
a  23%  premium  over 
stock  price.  That  sam 
explorer  Rutherford-1 
itself  on  the  block. 

Who's  next?  One  p 
target  is  Oryx  Energ 
shares  closely  track  e 
prices  and  are  off  179 
their  '97  highs.  That  i 
"a  good  consolidation 
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Investment  Manage- 
So.  High-yield  bond 
etumed  14.1%  in  1996 
2%  last  year,  vs.  8.3% 
oond  funds, 
is,  like  many  bond 
ecommends  shunning 
ic  high-yield  debt  now. 
rates  will  aid  issuers, 
it  will  be  of  little  help 
conomy  slows  sharply 


Bond  Traps 

Tlie  following  fixed-income 
investments  look  enticing  at  a 
time  when  the  30-year  Treasury 
bond  is  below  6%.  But  their  two-to 
four-point  yield  advantage  could 
lead  you  to  trouble. 

COLLATERALIZED  MORTGAGE  OBLIGATIONS 

These  derivatives  backed  by  pools  of 
AAA-rated,  government-insured 
mortgages  stick  you  if  interest  rates 
go  either  way. 

JUNK  BONDS 

You  may  forfeit  those  high  yields 
they're  paying  now  if  the  economy 
slows  considerably  and  default  rates 
for  the  corporate  issuers  rise. 

EMERGING  MARKET  DEBT 

Your  seemingly  safe  bond  funds  may  be 
taking  a  big  hit  if  they  invested  heavily 
in  Asian  economies  to  pump  up  returns. 


and  defaults  rise.  He  also 
worries  that  the  fallout  from 
Asia  could  jeopardize  compa- 
nies' earnings  and  ability  to 
pay  down  debt.  And  if  you 
want  junk  to  provide  a  hedge 
against  a  stock  market  de- 
cline, think  again.  Junk  prices 
tend  to  move  in  the  same  di- 
rection as  stocks,  so  an  equi- 
ties bear  market  would  also 


be  a  bear  market  in 
junk.  "The  yield 
spreads  over  Trea- 
suries aren't  high 
enough  to  compen- 
sate an  investor," 
says  Daniel  Fuss, 
managing  partner 
for  fixed  income  at 
Loomis  Sayles. 

If  you  still  want 
junk  market  expo- 
sure, you're  safer  in- 
vesting in  a  mutual 
fund.  Because  funds 
own  bonds  of  many 
issuers,  your  returns 
shouldn't  be  greatly 
affected  if  one 
defaults,  business 
week's  top  picks 
(Feb.  9)  include  Fi- 
delity Spartan  High- 
Income,  which  deliv- 
ered an  average 
annual  total  return 
of  14.7%  for  the  five 
years  ended  Dec.  31, 
and  Mainstay  Hi- 
Yield  Corporate  and  North- 
east Investors,  which  returned 
13.8%  and  15.2%,  respectively. 

Emerging  market  debt  is 
another  risky  investment  that 
has  made  its  way  into  small 
portfolios,  albeit  indirectly. 
"Lots  of  emerging  market 
bonds  have  gotten  into  fund 
portfolios  in  the  last  two 
years"  to  pump  up  yields  and 


returns,  says  Morningstar's 
Wright.  That  worked  well 
when  such  debt  was  soaring 
in  '96  and  part  of  '97.  Now, 
faltering  Asian*  economies  are 
hurting  the  performance  of 
funds  with  issues  from 
around  the  world.  For  exam- 
ple, prices  of  emerging  mar- 
ket Brady  bonds  have  slid 
since  the  Asian  crisis  as  then- 
yields  rose  from  342  basis 
points  over  Treasuries  to  a 
recent  503.  That  socked  the 
Legg  Mason  Global  Govern- 
ment fund.  It  has  about  26% 
of  its  portfolio  in  emerging 
market  debt,  mostly  Latin 
American  but  some  Korean 
and  Indonesian  issues.  For 
the  year  ended  Jan.  30,  the 
fund  returned  0.06%,  vs. 
4.89%  for  its  peers.  Even  if 
you  think  the  Asian  countries 
will  rebound,  you  may  want 
to  avoid  much  exposure  to 
their  debt  since  recovery  may 
take  longer  than  many  ex- 
pect, says  pimco's  Gross. 

If  you're  supposed  to  avoid 
sexy,  high-yield  stuff,  what's 
left  for  a  good  return?  Many 
bond  mavens  follow  Arnold 
Kossoff's  strategy:  investing 
in  old-fashioned  Treasuries. 
That  may  sound  boring.  But 
if  you're  going  to  lose  sleep, 
reserve  your  angst  for  the 
stock  portion  of  your  portfo- 
lio, not  bonds.  Toddi  Gutner 
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Oil  Explorers'  Prey 


since  Nov.  6.  But  Canadian 
and  U.  S.  heavy-oil  producers 
have  been  buying  one  another 
like  crazy.  Last  year,  Texaco 
picked  up  Monterey  Re- 
sources, and  PanCanadian  Pe- 
troleum bought  CS  Resources. 
Either  Nuevo  or  Ranger 


$150  million  in  debt, 
operating  losses,  and 
lacks  the  cash  to  pur- 
sue its  drilling  pro- 
gram. Another  deal 
with  questions  is 
United  Meridian's  $2 
billion  stock  swap 
with  Ocean  Energy  in 
December.  United's 
shares  are  17%  below 
the  price  they  traded 
just  prior  to  the 
merger  agreement, 

would  be  a  nice  match  for  Gulf  and  investor  Michael  Price, 


COMPANY 

STOCK 
PRICE* 

52-WEEK 
HIGH 

P.E. 

RATIO** 

NUEVO  ENERGY  (NEV) 

38% 

52% 

21.6 

ORYX  ENERGY  (0RX) 

25% 

30%; 

16.5 

RANGER  OIL  (RGO) 

WA 

NA 

RUTHERFORD-MORAN  (RMOC) 

1%% 

30K 

;  NA 

SEAGULL  ENERGY  (SGO) 

17K« 

;  27% 

25.1 

*Feb.  9, 1998        **Based  on  estimated  1998  earnings 

NA=Not  Applicable 
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Canada  Resources,  which  lost 
its  bid  for  cs  Resources. 

The  takeover  game  is  not 
for  the  fainthearted.  Some  an- 
alysts, for  example,  doubt 
whether  Rutherford-Moran  is 
really  set  for  marriage.  It  has 


whose  Franklin  Mutual  Advis- 
ers funds  own  8.6%,  thinks 
United  should  put  itself  up  for 
sale.  In  the  current  merger 
frenzy,  yesterday's  predator 
can  quickly  become  today's 
prey.  Gary  McWilliams 
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BEWARE, 
THESE  BONDS 
CAN  FAIL  YOU 


When  buying  bonds, 
Arnold  and  Esther 
Kossoff  play  it  safe. 
"We  take  our  risks  in  stocks," 
says  Arnold  Kossoff,  a  70- 
year-old  retired  Boca  Raton 
(Fla.)  real  estate  broker  who 
invests  mainly  in  munis  and 
Treasuries.  But  many  in- 
vestors have  shown  less  re- 
straint. With  long-term  rates 
at  historic  lows,  they've  gone 
out  on  limbs  in  search  of  high 
returns.  "When  yield  is  the 
sole  focus,  investors  often 
end  up  taking  on  more  risk 
than  they  intended,"  says 
Mark  Wright, 
Morningstar's 
fixed-income 
analyst. 

Those  risks  can  come  from 
a  host  of  different  directions. 
For  example,  you  need  to 
pay  attention  to  the  time  it 
takes  your  bonds  to  mature. 
Two-year  Treasuries  are 
yielding  5.37%.  That's  close 
to  the  10-year  rate  of  5.63%. 
But  the  shorter-term  bonds 
are  less  risky  because  longer- 
term  debt  is  more  susceptible 
to  swings  in  the  economy  and 
interest  rates.  What's  more, 
while  junk  and  other  lower- 
quality  bonds  are  yielding 
more  over  Treasuries  than 
they  were  last  year,  many 
pros  don't  think  the  extra 
percentage  points  are  worth 
the  risk.  That's  all  the  more 
reason  you  might  want  to 
think  twice  before  plunging 
into  fixed-income  investments 
that  look  too  appealing. 

Some  bonds  have  complex 
structures  that  make  it  hard 
to  see  where  you  could  be 
tripped  up.  Take  collateralized 
mortgage  obligations  (cmos). 
These  are  derivatives  backed 


INVESTING 


by  pools  of  AAA- 
rated,  government- 
insured  mortgages. 
That  means  your 
principal  is  guaran- 
teed by  the  gov- 
ernment. But  in 
1994,  cmos  severely 
burned  many  small 
investors  as  inter- 
est rates  unexpect- 
edly rose.  Since 
then,  they've  come 
roaring  back.  Some 
$150  billion  worth  were  sold 
in  1997,  up  from  $66  billion 
the  previous  year.  That's  in 
part  because 
some  instru- 
ments  are 
yielding  as  much  as  7.5%, 
nearly  two  percentage  points 
over  comparable  Treasuries. 
SURPRISE.  Chastened  by  the 
1994  debacle,  brokers  aren't 
selling  cmos  as  aggressively 
as  they  once  did.  But  not 
everyone  appreciates  cmos' 
potential  downside.  A  quar- 
ter-point rate  swing  in  either 
direction  can  deliver  an  un- 
pleasant surprise,  says  Daniel 
Dektar,  portfolio  manager  at 
Smith  Breeden  Associates. 

If  rates  rise,  the  price  of  a 
cmo  will  fall,  leaving  a  long- 
term,  lower-yielding  invest- 
ment. If  rates  plunge,  home 
refinancings  and  prepayments 
of  mortgages  underlying  a 
cmo  will  speed  up.  You'll  get 
some  of  your  principal  back 
sooner  than  expected  and  will 
have  to  find  new  ways  to  in- 
vest the  cash  at  lower  rates. 
In  an  added  twist,  many 
recent  issues  are  doubly 
callable.  This  means  that  be- 
sides the  prepayment  risk, 
there's  a  chance  that  institu- 
tional investors  with  options 


on  the  underlying  mortgages 
will  call  your  entire  issue. 
With  these  technicalities  sure 
to  bedevil  individuals,  "cmos 
are  not  for  the  retail  in- 
vestor," warns  Marilyn  Co- 
hen, president  of  Envision 
Capital  Management,  a  Los 
Angeles-based  fixed-income 
money  manager.  "They  are 
for  institutions  that  have  the 


staff  and  the  computers!: 
understand  the  models." 

Junk  bonds  are  easiei 
comprehend  and  shine 
mainstream  acceptance, 
they've  become  much  cha 
er.  "Bondholders  have 
lulled  to  sleep  with  t 
10%  yields  vs.  5%  to  6% 
Treasuries,"   says  Will 
Gross,  managing  directoi 
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SMART  MONEY 


MERGERS 
MAY  JUICE 
UP  ENERGY 

Crude  oil  and  natural 
gas  prices  are  tum- 
bling, drilling  costs 
are  on  the  rise,  and 

the  energy  sector  seems  head- 
ed for  a  profit  squeeze.  Not  a 
pretty  picture  for  investors.  Or 
is  it?  A  wave  of  mergers  is  hit- 
ting the  oil  patch,  promising 
tidy  payoffs  if  you  play  the 
game  right.  "The  pain  of  lower 
prices,  even  if  it's  temporary, 


will  accelerate  the  pace 
solidation,"  predicts  oil 
Phillip  Pace  of  Morgan 
Dean  Witter  Discover. 

The  value  of  oil  and 
mergers  has  risen  62% 
past  two  years,  with  $c 
in  deals  announced  in  1 
lots  of  action  in  '98.  On 
Union  Pacific  Resource 
fered  $13.65  a  share  foi 
da's  Norcen  Energy  Re 
a  23%  premium  over  Ji 
stock  price.  That  same 
explorer  Rutherford-M< 
itself  on  the  block. 

Who's  next?  One  pos 
target  is  Oryx  Energy, 
shares  closely  track  en< 
prices  and  are  off  17% 
their  '97  highs.  That  m 
"a  good  consolidation  ci 
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Investment  Manage- 
Co.  High-yield  bond 
eturned  14.1%  in  1996 
#.2%  last  year,  vs  8.3% 
Ml  bond  funds. 
Gjiss,  like  many  bond 
toi  recommends  shunning 
raitic  high-yield  debt  now. 
mtr  rates  will  aid  issuers, 
rtofat  will  be  of  little  help 
economy  slows  sharply 


a|lT  oil  com- 
ils  Aliza 
n^ialyst 
§|S.  Herold 
sird,  Conn, 
iff  of  Mexi- 
Alis  also 
•active 
ign  com- 
ing into 
hot  spot, 
ers  often 
prey  are 
?rgy  and 

1,  which  specialize  in 
|avy  crude.  Nuevo 
g  cash  flow  from  its 
wells  and  has  hot 
>ects  in  the  Congo 
i.  Ranger,  with  lots 
il  reserves  in  Cana- 
an shares  fall  31% 


Bond  Traps 

The  following  fixed-income 
investments  look  enticing  at  a 
time  when  the  30-year  Treasury 
bond  is  below  6%.  But  their  two-to 
four-point  yield  advantage  could 
lead  you  to  trouble. 

COLLATERALIZED  MORTGAGE  OBLIGATIONS 

These  derivatives  backed  by  pools  of 
AAA-rated,  government-insured 
mortgages  stick  you  if  interest  rates 
go  either  way. 

JUNK  BONDS 

You  may  forfeit  those  high  yields 
they're  paying  now  if  the  economy 
slows  considerably  and  default  rates 
for  the  corporate  issuers  rise. 

EMERGING  MARKET  DEBT 

Your  seemingly  safe  bond  funds  may  be 
taking  a  big  hit  if  they  invested  heavily 
in  Asian  economies  to  pump  up  returns. 


and  defaults  rise.  He  also 
worries  that  the  fallout  from 
Asia  could  jeopardize  compa- 
nies' earnings  and  ability  to 
pay  down  debt.  And  if  you 
want  junk  to  provide  a  hedge 
against  a  stock  market  de- 
cline, think  again.  Junk  prices 
tend  to  move  in  the  same  di- 
rection as  stocks,  so  an  equi- 
ties bear  market  would  also 


be  a  bear  market  in 
junk.  "The  yield 
spreads  over  Trea- 
suries aren't  high 
enough  to  compen- 
sate an  investor," 
says  Daniel  Fuss, 
managing  partner 
for  fixed  income  at 
Loomis  Sayles. 

If  you  still  want 
junk  market  expo- 
sure, you're  safer  in- 
vesting in  a  mutual 
fund.  Because  funds 
own  bonds  of  many 
issuers,  your  returns 
shouldn't  be  greatly 
affected  if  one 
defaults,  business 
week's  top  picks 
(Feb.  9)  include  Fi- 
delity Spartan  High- 
Income,  which  deliv- 
ered an  average 
annual  total  return 
of  14.7%  for  the  five 
years  ended  Dec.  31, 
and  Mainstay  Hi- 
Yield  Corporate  and  North- 
east Investors,  which  returned 
13.8%  and  15.2%,  respectively. 

Emerging  market  debt  is 
another  risky  investment  that 
has  made  its  way  into  small 
portfolios,  albeit  indirectly. 
"Lots  of  emerging  market 
bonds  have  gotten  into  fund 
portfolios  in  the  last  two 
years"  to  pump  up  yields  and 


returns,  says  Morningstar's 
Wright.  That  worked  well 
when  such  debt  was  soaring 
in  '96  and  part  of  '97.  Now, 
faltering  Asian'  economies  are 
hurting  the  performance  of 
funds  with  issues  from 
around  the  world.  For  exam- 
ple, prices  of  emerging  mar- 
ket Brady  bonds  have  slid 
since  the  Asian  crisis  as  their 
yields  rose  from  342  basis 
points  over  Treasuries  to  a 
recent  503.  That  socked  the 
Legg  Mason  Global  Govern- 
ment fund.  It  has  about  26% 
of  its  portfolio  in  emerging 
market  debt,  mostly  Latin 
American  but  some  Korean 
and  Indonesian  issues.  For 
the  year  ended  Jan.  30,  the 
fund  returned  0.06%,  vs. 
4.89%  for  its  peers.  Even  if 
you  think  the  Asian  countries 
will  rebound,  you  may  want 
to  avoid  much  exposure  to 
their  debt  since  recovery  may 
take  longer  than  many  ex- 
pect, says  pimco's  Gross. 

If  you're  supposed  to  avoid 
sexy,  high-yield  stuff,  what's 
left  for  a  good  return?  Many 
bond  mavens  follow  Arnold 
Kossoffs  strategy:  investing 
in  old-fashioned  Treasuries. 
That  may  sound  boring.  But 
if  you're  going  to  lose  sleep, 
reserve  your  angst  for  the 
stock  portion  of  your  portfo- 
lio, not  bonds.  Toddi  Gutner 


Oil  Explorers'  Prey 


COMPANY 

STOCK 
PRICE* 

52-WEEK 
HIGH 

P.E. 

RATIO** 

NUEVO  ENERGY (NEV) 

38% 

52% 

21.6 

ORYX  ENERGY (ORX) 

25% 

30% 

16.5 

RANGER  OIL  (RGO) 

m 

NA 

RUTHERFORD-MORAN  (RMOC) 

m 

30K 

;  NA 

SEAGULL  ENERGY (SGO) 

j  27% 

25.1 

•Feb.  9, 1998        **Based  on  estimated  1998  earnings 

NA=Not  Applicable 

since  Nov.  6.  But  Canadian 
and  U.  S.  heavy-oil  producers 
have  been  buying  one  another 
like  crazy.  Last  year,  Texaco 
picked  up  Monterey  Re- 
sources, and  PanCanadian  Pe- 
troleum bought  CS  Resources. 
Either  Nuevo  or  Ranger 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 

would  be  a  nice  match  for  Gulf 
Canada  Resources,  which  lost 
its  bid  for  cs  Resources. 

The  takeover  game  is  not 
for  the  fainthearted.  Some  an- 
alysts, for  example,  doubt 
whether  Rutherford-Moran  is 
really  set  for  marriage.  It  has 


$150  million  in  debt, 
operating  losses,  and 
lacks  the  cash  to  pur- 
sue its  drilhng  pro- 
gram. Another  deal 
with  questions  is 
United  Meridian's  $2 
billion  stock  swap 
with  Ocean  Energy  in 
December.  United's 
shares  are  17%  below 
the  price  they  traded 
just  prior  to  the 
merger  agreement, 
and  investor  Michael  Price, 
whose  Franklin  Mutual  Advis- 
ers funds  own  8.6%,  thinks 
United  should  put  itself  up  for 
sale.  In  the  current  merger 
frenzy,  yesterday's  predator 
can  quickly  become  today's 
prey.  Gary  McWilliams 
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A  NEW  GOLD  MEDALIST 
IN  FUND  SOFTWARE 

To  legions  of 
investors 
Morningstar 
and  mutual 

funds  go  together 
as  readily  as  Wall 
Street  and  Broad. 
The  firm's  printed 
reports,  fund-analy- 
sis software,  and 
www.Morningstar. 
Net  Web  site  have 
set  the  standard 
for  tracking  and  in- 
terpreting   the  ! 
ever-expanding  uni- 
verse of  funds. 

This  month, 
Morningstar  unveils 
the  latest  revision  of 
its  Principia  software  line 
version  3.0  for  Windows  95, 
with  changes  aimed  at  mak- 
ing it  speedier  and  easier  to 
use.  I  tried  a  beta  copy  and 
found  the  program  handled 
nicely.  But  is  Morningstar's 
software  the  best  choice  any 
longer  for  an  individual 
investor? 

The  answer,  it  turns  out, 
is  no.  The  first  reason  is  that 
Value  Line,  long  famous  for 
its  stock  reports,  has  devel- 
oped its  mutual-fund  software 
into  a  credible  alternative. 
The  second  is  that  Morn- 
ingstar is  phasing  out  Ascent, 
a  much  cheaper  version  of 
Principia  targeted 
at    amateur  in- 
vestors. With  As- 
cent no  longer  a 
practical  choice, 
it's  now  profes- 
sional-strength 
Principia  vs.  less 
costly  Value  Line 
(table). 

If  you're  at  all 
interested  in 
funds,  both  pro- 
grams will  wow 
you.  Each  displays 
dizzying  galaxies 
of    data  points 


spread  across  vast  spread- 
sheets. Principia  presents  130 
data  fields  on  some  8,600 
funds — from  last  month's  to- 
tal return  to  a  fund's  position 
in  energy  stocks.  That  doesn't 
count  the  records  of  nearly 
every  fund's  port- 
folio holdings, 
available  only  from  the  top- 
end  Principia  Plus. 

To  test  the  two  products,  I 
used  the  highest-end  versions 
over  several  weeks.  Happily, 
Morningstar  has  come  a  long 
way  in  fixing  the  most  an- 
noying aspect  of  Principia, 
the  cumbersome  switch  be- 
tween the  database,  where 


SOFTWARE 


you  might  research  funds,  to 
portfolios  you  assemble  to 
evaluate  and  monitor. 

Principia's  strength  re- 
mains the  depth  of  its  data- 
base and  its  accuracy.  Where 
it  remains  troublesome  is  in 
its  occasional  complexity.  For 
example,  entering 
commands  in  the 
«  proper  order  to  fil- 
1  ter  for  funds  by 
s?  specific  criteria  re- 
ft mains  tricky  and 
time-consuming. 
Also,  if  you  work  in 
Windows  3.1.  as 
30%  of  Principia 
users  do,  you'll  be 
out  of  luck  after 
July,  when  Morn- 
ingstar is  set  to  stop 
supporting  it. 

The  Value  Line 
Mutual  Fund  Sur- 
vey, which  came  out 
a  year  ago  in  its  cur- 
rent form,  faced  a 
daunting  task  in  taking 
on  Morningstar.  Its  database 
doesn't  inspire  the  same  con- 
fidence— I  came  across  some 
obvious  errors.  And  its  ab- 
breviated portfolio-holdings 
lists  were  often  older  than 
Morningstar's.  I  was  also 
troubled  by  a  calculator  set 
up  to  reckon  af- 
tertax fund  re- 
turns. Its  default  setting  for 
the  top  federal  tax  rate  is 
39.4%,  when  the  actual  rate 
is  39.6%. 

That  said,  the  Value  Line 
program  has  decided  advan- 
tages. Its  screening  function 
is  easier  to  understand.  It 
also  boasts  nifty  analytical 
tools.  One  function  shows 


how  much  any  one  fur 
haves  like  every  othl 
your  mix.  Another  off] 
"stress  test":  Imagine 
the  stock  market  pill 
25%,  bonds  sink  5%,  an| 
eign  stocks  rise  3%. 
might  your  portfolio  per 
This  software  will  givj 
a  clue. 
NEW  MATH.  Two  otheJ 
tures  really  set  Value | 
apart.  The  first  is  that 
lator.  Its  variety  of  settil 
including  dates  of  initial 
later  investments,  tax  it 
and  sales  charges — al 
to  see  in  percentage  an  e 
lar  terms  the  outcome  ] 
investment  and  the  taxa 
will  owe.  Value  Line  als| 
you  update  price  data 
week  through  its  Wei 
www.valueline.com,  somJ 
Morningstar  is  still  expl|j 

Morningstar  is  abancj 
Ascent  because  it  plal 
move  lower-end  custom| 
its  Web  site.  In  May,  | 
ingstar.Net  is  set  to  off 
expanded  service  for  $S 
month  in  competition! 
Microsoft  Investor,  Stag 
&  Poor's  Personal  Vm 
(like  BUSINESS  week,  al 
uct  of  The  McGraw-Hillj 
panies),  and  others.  Til 
ternet  sites  offer  1 
information,  but  they're! 
slower  and  less  compii 
sive  than  the  Prineipil 
Value  Line  software. 

Morningstar.  Net,  alr<| 
terrific  free  service,  I 
evolve  into  a  better  bl 
research-minded  arm! 
than  Value  Line's  cm 
Until  then,  Value  Line 
way  to  go.      Robert  I  * 


SOFTWARE 

Weighing  the  Fund  Analyzers 

ANNUAL                                TRIAL       FUNDS  COMMENTS 
PRICE                                  PRICE  COVERED 

MORNINGSTAR 
PRINCIPIA 

Quarterly  updates:  $195 
Monthly  updates:  $395 

$  95  ;  8,600    i  Latest  version  makes  it  easier  for  individu 
;  no  analyst  reviews  or  data  on  fund  holdinj 

MORNINGSTAR 
PRINCIPIA  PLUS 

Quarterly  updates:  $495 
Monthly  updates:  $795 

295      8,600      Full  portfolio  holdings  for  almost  every  fui 
:  strong  analysis;  expensive  way  to  follow  fu 

VALUE  LINE  NO-LOAD 
ANALYZER 

Quarterly  updates:  $95 
Monthly  updates:  $149 

29        3,700    j  Better  oriented  for  use  by  individual  invef 
i  smallest  universe  of  covered  mutual  fund* 

VALUE  LINE  MUTUAL 
FUND  SURVEY 

Monthly  updates  only: 
$395 

50     :  8,000    :  Price  data  updated  weekly  by  Internet  do- 
load;  small  inaccuracies  sometimes  crop  i 

DATA  BUSINESS  WEEK 

To  be  fair: 

One  does  IT  all. 
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Information  Technology     '  The  major  players  of  the  IT  world 

Network  Computing    /  wil1  uni,e  at  CeB,T' ,he  industrV's 

/  largest  and  most  influential  trade  event. 
CAD/CAM/CIM/ADC    /  7  000  exhibitors  from  60  coun|ries  wj|| 

Software,  Consulting  and  Services    .'  display  new  information  and  communica- 

_  .  .    .  •'  tions  advances  for  the  most  complete  show- 

Telecommunications  .  .  .  . 

,  case  tor  cutting-edge  technologies  -  anywhere. 

Office  Automation      •  A  potent  mix  of  business  opportunity  and  tech- 
Bank  Technology      /  no'°gy ,renas  wiH arm  y°u  with  the  facts  and 

»'  ideas  you  need  to  shape  your  company's  direction. 
Security  Equipment/Card  Technology  by  con|ac(s    M  m^ 

Research  and  Technology  Transfer      /  promising  solutions ...  all  at  CeBIT  98.  See  you  there. 


&BIT98 


Hannover 

19th  -25th  March  1998 

World  Business  Fair 
Office  Automation 
Information  Technology 
Telecommunications 


See  IT  first!  See  IT  all! 
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PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE 
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Business  Opportunities 


*>  <?  WHY  DIDN'T  I  0% 
•  *\  "THINK  OF  THAT  • 


Thul's  the  response  »e  hear  afttr  we 
explain  our  unique  and  exciting 
iippnrlunih.  II  wiu'rt  tonkin"  tor  a 
simple  business  »ith  UK. II  l\(  OMK 
POTENTIAL  and  absolutely  no 
d«*n\idi\  let's  talk.  Territories  won't 
last.  Small  investment  includes 
in\entor\  necessary  to  start. 


Call  1'800'257'6780 


Internet  Goldmine! 


♦  Make  over  HOOK  your  1st  year! 

♦  Guaranteed  Monthly  Payouts!! 

♦  No  Selling  ♦  Not  Multi-Level 

♦  Low  Start-up*  Proven  Results 


inet  (888) 

788-INET 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


...in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple  home-based  business' 
Now  I  want  to  teach  2  highly 
motivated  persons  in  your  area  my 
turn-key  system.  Call  my 


24  Hr.  Hotline  800-367-3881 


CONSULTANTS 


International  firm  expanding  in 
I  S  needs  independent  consultants 
to  represent  our  compan\.  We 
offer  some  of  the  finest  Training 
and  Development  processes 
available  todav.  Very  high  income 
potential.  Extensive  training  and 
support.  Management,  marketing, 
or  consulting  experience  helpful. 
Send  resume  or  brief  personal 
history  to: 

RESOURCE  ASSOCIATES 
CORPORATION 

D.I..  Englc.  VP  Development 
Department  WB802 

31  Hickory  Road 
Mohnton.  PA  19540 
(800(799-6227.  Ext.  12 
FAX:  (6101  775-9686 


r    $350K+  Potential  > 
Annually  from  your 
own  HOME-BASED 
BUSINESS  calling 
4  pre-qualified  leads 
per  day 

•  One-time  start-up  less  than  $10K 
•  Rapid  ROI-S75K  possible  first 

few  months  closing  five 
$7,500  sales  per  month 

•  Proven  lead  generation  program 

•  Work  from  phone,  fax 
•  Complete  training 
No  inventory,  no  meetings,  not  MLM 

1-8O0-432-0O18,  Ext.  5252 
v  FREEDOM  ASSOCIATES  j 


Arrange  Business  Loans  and 
Equipment  Leasesftom  Sl.OOOto 
S10  million.  No  co-brokenng.  Work 
directly  w  National  Lenders. 
Unlimited  earnings  potential  and 
residual  income.  Mj  Tf 

COLOR  brochure  and  FREE  BEj| 
computer  disk 

CALL  1-800-336-3933 

The  I  tun  (  onsultants,  Inc. 


Business  Services 


INCORPORATE 
BY  PHONE!  Tt 


For  as  little  as  $39  plus  state  fees 
we  will  form  your  Corporation  or  LLC 
in  any  state.  Last  year  our  compa- 
nies incorporated  over  100,000 
businesses.  We  specialize  in 
assisting  first-time  incorporators. 

In  as  little  as  5  minutes  over 
the  phone  we'll  take  your  order  and 
in  most  states  you  will  be  incorpo- 
rated in  just  24-48  hours.  No  forms 
to  fill  out,  we  do  all  the  work! 

Call  now  to  set  up  your  company 
or  get  our  free  guide  to  incorpo- 
rating today! 

800-877-4224 

302-998-0598  •  FAX  302-998-7078 
www.corporate.com  •  CompuServe:  GO  INC 
Email:  info@corporate.com 

CORPORATE  AGENTS,  INC 

Since  1899 


t  iiKorpora  te  everybody. 


Financial  Services 


BUSINESS  ACQUISITIONS 

Long  established  &  reputable  investment 
firm  interested  in  buying  manufacturing 
companies  with  sales  between  $10-100 
million  &  strong  earnings. 

•  long-term  investment  focus  for  both 
stand-alone  and  add-on  acquisitions 

•  private  and  confidential  negotiation 

•  management  incentives 

•  no  fees  or  intermediaries 

212-421-4748 


Business  Services 


SAVE  30%  to  50% 


3  TO-A-PAGE 

Hi  MNl  ss  (  hi  (  Ks 
& 

Laser/InkJet 

Compiter  Checks 

Call  for  a  FREE  brochure 

1-800-239-4087 

Designer  Checks 

www  designerchei  k>  com 


100%  SATISFACTION  GUARANTEED 


Business  Services 


Become  An 
OFFSHORE 
FINANCIAL 


Six-figure  potential 
C702)  883-1944 


INCORPORATE 


3  •  FREE  Information 
^«  All  U.S.  States  and  Offshore 
•  Attorney  owned  and  operated 

1-800-672-9110 

www.corpcreations.com 


TRADEMARK 


RESEARCH  REPORTS 


•  20.000  ACADEMIC  TOPICS  AVAILABLE! 

I  Send  S2  for  the  290  page  catalog 
|     Custom-mitten  leports  also  available 

RESEARCH  ASSISTANCE 
1  11322  loaho  Ave .  #206BF 

I  Los  Angeles.  CA  90025 

a    TOLL  FREE  HOTLINE:  800-351-0222 


http:  /  /  www.research-assistance.com 


Investment  Services 


KEEP  YOUR  EQUITIES  S{ 

Trust  Your  Broker?l 

Let  Infoscore  research  youl 
broker's  record.  We  provide  f 
with  the  information  you  nee\ 
invest  with  confidence. 

For  information  call: 

1-888-451-SCOR  (75 


Int'l  Marketing/Consultr 


WORLDWI 


13 

Count  on  us  for  youi 
international  growl ; 

•  Global  strategic  planning  advii 

•  Worldwide  business  deveiopn  E 

•  Joint  ventures  &  strategic  allia 
Marint  Co.  714-248-2 
E-mail:  sal@Marint.c 


Int'l  Marketing/Consult- 


Do  Business  in  Jap 

China.  Malaysia.  Hong  Kong.  Smgap , 
Staples  Technology  Resea 

John  Staples  Ph.D. 
713-266-8800  •  415-964-8 


Franchising 


Franchi: 

your  business' 

Call  for  information  on  franchising! 
Franchise  Your  Business  seminl 
scheduled  throughout  the  countii 

Fran  co  rp 

SptcltllM  In  Fr»nchl$*  Dtvlopmti 
1  -800-FRANCHISE  (1  ■800-372-6HI 


Financial  Services 


Private  Capita? 
•  Available 


Real  Estate  Dev.,  Busintj 
Funding,  Seed  Capita]!' 
Comml.'  Properties,  Cre 
Lines,  Equity  &  Debt  j 

InveCap  410-820-61; 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  II  6061  1 


Menswear/Apparel 


FREE  LOGO!  FREE  EMBROIDERY! 


Embroidered  Denim  Shirts  as  Low  As.. 

(Order  as  few  as  6  shirts  for  $174.00) 


$18-95 


FREE  Catalog  Features: 

|  Caps,  Jackets  Sport  Shirts  & 

'800-670-3050  Fax  (5ioi 


ASPEN  RIVER 


781-3 


alogs/Marketing 


r  Your  Products 

I  MILLIONS  OF  MAIL 
RDER  CATALOGS! 
>mmissioned  manufacturer's 
pecializing  in  selling  to  this 
ing  market.  Please  call: 
:ct  to  Catalog,  Inc. 
Doffman  Farms  Road 
dysville,  MD  21756 
301/432-4410 


ishing  Services 


blish  Your  Book 

adition  of  quality.  Subsidy 
blisher  offers  publishing 
or  books  of  all  types.  For 
>r's  Guide  write  Dorrance- 
Smithfield,  Pittsburgh,  PA 
:all  1-800-69.5-9599 


orporate  Gifts 


go  Tattoos! 


iorary  Tattoos  with  your  Logo, 
Just  $189.00!! 

)  S&H  (CA  add  7.25%  sales  tax) 
omized!  Full  Color!  2"x2". 

Calico 

Drive,  Ste  201  •  Vacaville,  CA  95687 
/448-7072  •  Fax:  707/446-8273 


Menswear/Fashion 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55B  Hingham,  MA  02043 
1-800-992-wide  www.wideshoes.com 


Computer  Software 


http://www. 

datamining.com 


Automatically  Find 
Unexpected  Patterns  in 
Large  Databases 


Education/Instruction 


MBA  by  Distance  Learning 

Major  British  university  offers  accredited  MBA;  no 
Bachelor's  or  GMAT  needed  Chosen  by  Economist 
Intelligence  Unit  as  one  of  world's  best  MBA  programs 

HERIOT-WATT  UNIVERSITY  I  (800)  MBA-0707 
North  American  Distributor  I  <•*  Ask  for  ext.  20 
6921  Stockton  St,  Suite  2,  El  Cerrito,  CA  94530 
For  immediate  FaxBack  literature:  from  your 
lax  machine's  phone,  call  (510)  486-8900. 


University  Degrees 


Approved  Self  Paced  Home  Study 
Associate  Bachelors  Masters  Doctors 

Emphasis  in:  Business  Admin  Public  Admin. 
Health  Care  Admin,  Human  Resources. 
Finance,  Int'l  Business,  Tech  Mgmt,  Law, 
Paralegal,  Psychology,  Computer  Science. 
http://www.scups.edu 
Email:  enroll@scups.edu 
1-800/477-2254  (24  hrs) 
Southern  California  University 
for  Professional  Studies 
1840  E.  17  St-BW,  Santa  Ana,  CA  92705 


Telecommunications  Services 


Cf__SYSTEI 


•  a     Before  you  lose  another 
IT n.  customer  or  sale....  Hold  It! 
systems       i  -800-236-4058 

16  years  of  providing  the  best  companies  with  the  best  message 
on  hold  service  in  the  world.  Hold  It  Systems. .  .It  may  be  the 
most  effective  marketing  tool  you'll  ever  have. 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft /Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales@dasher.com 


Computer  Equipment 


AS/400 
Buy  -  Sell  ■  Trade 
9402  Memory  Upgrades 

9406         Disks  Downgrades 
Servers       Tapes  Takeouts 
Only  IBM  Maintenance  Eligible 
Hardware  Worldwide 

us400inc-3650  Canton  Ad  -Marietta,  GA  30066 
Phone  (770I  928-3442  •  Fax  17701  592-6754 
e-mail  wholesale@us400  com  •  Web  www  us400  corn 


CD-Rom  Equipment 


www  pnncetondiskette.com 


Gaming  Equipment/Supplies 


GAMBLERS 

GENERAL  STORE 

UIIRI  0 A  LARGEST CAMBLIVC  SUPERSTORE 

♦  Personalized  Poker  Chips 

V  Slot  Machines 

♦  Playing  Cards 

V  Gambling  Books 

♦  Casino  Dice  ♦  Chip  Cases 

♦  1000's  of  Gambling  Items 

800  S.  MAIN  ST.,  LAS  VEGAS,  NV  89101 


QpgU        Catalog  Available 

7  Days  Call  800-322-2447 

A  Week  Fax  702-366-0329  •  In  Nevada  702-382-9903 


We  accept  all  Major  Credit  Cards  -  We  Ship  Worldwide 


Internet  Products 


...finally,  an  Internet  Solution 
that  works  for  your  business 

•  Use  our  Product  to  Connect  Your 
Entire  Business  w/  one  $19  95 
Internet  access  account  &  one  dial 
up  or  dedicated  line 

•  Increased  speed  of  Connections  for 
all  Can  work  w/  or  replace  a  Router 

•  Absolute  Secunty  with  our  built-in 
Firewall 

NetWolAAes 

WWW  NetWofves  Com 

call  for  Free  Brochure  888-NetWolves 


Boarding/Prep  Schools 


RIVERSIDE 

MILITARY  ACADEMY 

EXCELLENCE  IN  COLLEGE  PREP 
SINCE  1907 

-  Honor  JROTC  school  with  distinction 

-  Safe,  structured,  all  boys  boarding 

Environment 

-  Grades  7/12,  full  accredited,  small  classes, 

Weekly  report  cards. 

-  Promotes  leadership,  self-confidence,  and 

Manners 


-  Computer  in  every  dorm  room 

-  Full  athletic  program 

-  Band,  Fine  Arts,  and  Aviation 

-  Affordable  Tuition 

-  Located  on  Lake  Lanier  in  North  GA 

-  www  cadet.com 


FOR  MORE  INFORMATION  CALL  1-800-GO-CADET 


Television's  #1 

Daily  Business  News  Program 

Weeknights  on  your  public  television  station. 
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Visit  our  website  http://www.nightlybusiness.org 


Produced  by  WPBT2/Miami 
in  association  with 


'  (  .     '    Nationally  Underwrittei 

Digital  Equipment  Corpora 
A.G.  Edwards,  Inc.  and  The  Franklin  Templeton  Gr. 


isiness  Week  Index 


DUCTION  INDEX 


iange  from  last  week:  -0.2' 
lange  from  last  year:  6.7% 


Feb.  June  Oct.  Jan. 

1997  1997  1997  1998 

index  is  a  4-week  moving  average 

>ductiori  index  plunged  during  the  last  week  of  January.  Brutal  winter 
in  the  East  caused  coal  production  to  fall  17%  and  rail-freight  traffic 

5.8%.  The  unaveraged  index  also  fell,  to  133.1,  from  133.3  a  week 
eel,  auto,  and  oil  production  were  down  considerably,  while  electric 
and  lumber  production  posted  small  increases.  The  monthly  index  for 

was  133.1,  up  1.1%  from  December's  figure  of  131.6. 

:tion  index  copyright  1998  by  The  McGraw-Hill  Companies 


)ING  INDICATORS 


LATEST      WEEK  YEARLY 
WEEK        AGO      %  CHG 

PRICES  (2/6)  S&P  500  1012.46     980.28  28.2 


RATE  BOND  YIELD.  Aaa  (2/6) 

6.69% 

6  707c 

-8.9 

TRIAL  MATERIALS  PRICES  (2/6) 

96  0 

96.5 

-12.1 

SUPPLY,  M2  (1/26)  billions 

$4,070.4  $4,065. lr 

5.9 

L  CLAIMS.  UNEMPLOYMENT  (1/31)  thous 

303 

300 

-6.5 

■AGE  APPLICATIONS.  PURCHASE  (2/6) 

249.4 

253.8 

40.3 

AGE  APPLICATIONS.  REFINANCE  (2/6) 

2,028.7 

2,038.6 

435.0 

S:  Standard  &  Poor's,  Moody's,  Journal  of  Commerce  (Index:  1990=100), 
Reserve,  Labor  Dept.,  Mortgage  Bankers  Assn.  (Index:  March  16,  1990=100) 


IREST  RATE'S 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

AL  FUNDS  (2/10) 

5.44% 

5.47% 

5.07% 

ERCIAL  PAPER  (2/10)  3-month 

5  42 

5.44 

5.40 

FICATES  OF  DEPOSIT  (2/11)  3  month 

5.55 

5.54 

5.36 

MORTGAGE  (2/6)  30-year 

7.16 

7.25 

7.89 

TABLE  MORTGAGE  (2/6)  one  year 

5  70 

5.73 

5.74 

(2/6) 

8.50 

8.50 

8.25 

5:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (2/7)  thous.  of  net  tons 

2,167 

2.25  Iff 

6.7 

AUTOS  (2/7)  units 

119,546 

118,759r# 

-3.2 

TRUCKS  (2/7)  units 

140.452 

1  i7,657rtt 

7.2 

ELECTRIC  POWER  (2/7)  millions  of  kilowatt-hrs. 

64,943 

65,54  7  ft 

3.0 

CRUDE-OIL  REFINING  (2/7)  thous.  of  bbl./day 

14,154 

14,060ft 

6.9 

COAL  (1/31)  thous.  of  net  tons 

20,564# 

-2.4 

LUMBER  (1/31)  millions  of  ft. 

47  7  HH 

485  8 

-5.8 

RAIL  FREIGHT  (1/31)  billions  of  ton-miles 

26. 8# 

28  0 

2  7 

Sources:  American  Iron  &  Steel  Institute,   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept.,  WWPAl,  SFPA2.  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (2/11)  $/troy  oz. 

298  450 

298.150 

-11.6 

STEEL  SCRAP  (2/10)  #1  heavy,  $/ton 

140.50 

145.50 

-4.1 

COPPER  (2/6)  e/ib. 

80.2 

76.0 

-27.6 

ALUMINUM  (2/6)  2/lb. 

72.8 

73.5 

-6.1 

COTTON  (2/6)  strict  low  middling  1-1/16  in.,  e/lb. 

63.65 

62.30 

10  2 

OIL  (2/10)  $/bbl. 

16.18 

16  24 

27  8 

CRB  FOODSTUFFS  (2/10)  1967=100 

225.34 

227.20 

-4.2 

CRB  RAW  INDUSTRIALS  (2/10)  1967=100 

295.52 

296.79 

-14.0 

Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

JAPANESE  YEN  (2/11) 

LATEST 
WEEK 

123.67 

WEEK  YEAR 
AGO  AGO 

123.75  123.83 

GERMAN  MARK  (2/11) 

1.82 

1.80 

;  68 

BRITISH  POUND  (2/11) 

1.63 

1  66 

1.63 

FRENCH  FRANC  (2/11) 

6.10 

6.05 

5.68 

ITALIAN  LIRA  (2/11) 

1795.5 

1779.5  1649.0 

CANADIAN  DOLLAR  (2/11) 

1.44 

1  45 

1.36 

MEXICAN  PESO  (2/1 1)3 

8.435 

8.419 

7.790 

TRADE-WEIGHTED  DOLLAR  INDEX  (2/11) 

108.9 

18  f 

104  3 

Sources:  Major  New  York  banks,  Currencies  expressed  in  units  per  U.S.  dollar, 
except  for  British  pound  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
nt.  l=Western  Wood  Products  Assn,       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


HE  WEEK  AHEAD 


RIAL  PRODUCTION 

y,  Feb.  17,  9:15  a.m. est*  Output 
lation's  factories,  mines,  and  utili- 
ibabiy  rose  0.3%  in  January,  says 
dian  forecast  of  economists  surveyed 
International,  one  of  The  McGraw- 
mpanies.  That's  suggested  by  Janu- 
ihd  gain  in  factory  jobs  and  high  lev- 
'ertime.  The  average  operating  rate 
ndustry  likely  slipped  to  83.3%, 
scember's  83.4%.  Industrial  produc- 
iw  at  an  annual  rate  of  7.4%  in  the 
quarter,  the  largest  rise  in  VA  years. 

CER  PRICE  INDEX 

sday,  Feb.  18,  8:30  a.m. est  ►  Pro- 
>rices  for  finished  goods  likely  fell 


0.2%  in  January,  led  by  a  plunge  in  oil 
prices,  as  well  as  cheaper  imports.  Produc- 
er prices  dropped  by  0.2%  in  both  Novem- 
ber and  December,  in  large  part  because  of 
cheaper  energy  costs.  Excluding  food  and 
fuel,  core  producer  prices  were  likely 
unchanged  in  January  after  falling  0.1%  in 
December,  says  the  mms  median  forecast. 


Wednesday,  Feb.  18,  8:30  a.m. est*  Hous- 
ing starts  in  January  were  probably 
unchanged  from  December's  annual  rate  of 
1.52  million.  Temperate  weather  in  parts  of 
the  nation  enabled  builders  to  break  ground 
on  new  projects.  Housing  enjoyed  one  of  its 
best  years  in  1997,  and  the  current  low 


mortgage  rates  and  healthy  consumer  fun- 
damentals suggest  that  activity  will  not  fall 
by  much  in  1998. 

INTERNATIONAL  TRADE 

Thursday,  Feb.  19,  8:30  a.m. est*  The 
mms  survey  forecasts  that  the  foreign  trade 
deficit  for  goods  and  services  widened  to 
$9.5  billion  in  December,  from  $8  billion 
in  November.  Exports,  which  dropped  1.3% 
in  November,  probably  fell  again  in  Decem- 
ber. Imports,  which  declined  a  large  2.3%, 
likely  bounced  back  in  December.  A  narrow- 
ing in  the  trade  gap  added  significantly  to 
economic  growth  in  the  fourth  quarter,  but 
trade  is  likely  reversing  course  now,  putting 
a  drag  on  first-quarter  growth. 


HOUSING  STARTS 
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Get  Online 
and  get 

In  Touch! 

Business  Week  Online's 
Small  Business  Center 
on  America  Online  is  a 
place  where  small-business 
owners  and  entrepreneurs 
can  find  hard-to-get  news 
and  information  important 
to  their  needs.  There's  plenty 
to  explore-and  to  do: 


ATTEND 


specially  scheduled  online  conferences 
featuring  experienced  entrepreneurs  who 
can  answer  your  questions. 


COMMUNICATE 


on  the  message  boards.  Exchange  ideas 
with  colleagues  and  find  out  what  works. 


CONNECT 


easily  to  World  Wide  Web  sites  for  small 
business  flagged  by  BW  as  best  bets. 


DOWNLOAD 


transcripts  of  past  online  conferences 
about  small  business  and  other  subjects. 


INTERACT 


with  Business  Week  editors. 


BE  IMAGINATIVE 


Use  the  Small  Business  Center  in  the  way 
that  works  best  for  you  and  your  business. 


From  the  Business  Week  Online  main  screen,  click  the 
BW  Plus!  button,  then  select  BW  Online's  Small 
Business  Center  from  the  list  of  BW  Plus!  choices. 

/t  For  a  free  trial  diskette  including  50  free 
.  Jfy.  hours  on  AOL,  call  1-800-641-4848  and 
A*£Wr-  mention  Business  Week. 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABB  Asea  Brown  Boveri  20 
Alestra  56 
Al-Falak  Software  12 
American  Airlines  (AMR)  40 
American  Express  (AXP)  60 
American  Management  Systems 
(AMSY)  38,119 
America  Online  (AOL)  34 
Amgen  (AMGN)  98 
Andersen  Consulting  38, 100 
Anheuser-Busch  (BUD)  124 
Apple  Computer  (AAPL)  12 
Applied  Language  Technologies  60 
Aradigm  (ARDM)  111 
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U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

8314.6 

2.3 

19.4 

NASDAQ  Combined  Composite 

1708.6 

1.7 

25.7 

S&P  MidCap  400 

342.6 

1.6 

28.9 

S&P  SmallCap  600 

188.3 

2.7 

29.0 

S&P  SuperComposite  1500 

218.9 

1.4 

27.3 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

321.4 

0.4 

28.8 

S&P  Financials 

121.9 

2.3 

31.8 

S&P  Utilities 

229.2 

1.2 

14.6 

PSE  Technology 

325.7 

3.1 

24.0 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

5607.9 

0.2 

30.3 

Frankfurt  (DAX) 

4588.4 

2.3 

42.7 

Tokyo  (NIKKEI  225) 

17,205.1 

1.9 

-6.5 

Hong  Kong  (Hang  Seng) 

10,793.4 

4.8 

-19.8 

Toronto (TSE  300) 

6944.8 

2.7 

12.6 

Mexico  City  (IPC) 

4729.3 

-1.2 

24.4 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield              1 .49  % 
S&P  500  P/E  Ratio  (Last  1 2  mos.)  25.8 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*  20.0 

1.53% 

25.6 

19.7 

1.84% 

20.6 

16.7 

First  Call  Earnings  Revision* 


TECHNICAL  INDICATORS 


-9.21%  -9.35%  -0.41% 


Latest 


Week 
ago 


Reading 


S&P  500  200-day  average  925.0  919.0  Positive 

Stocks  above  200-day  average  67.0%    63.0%  Neutral 

Options:  Put/call  ratio  0.51       0.49  Negative 

Insiders:  Vickers  Sell/buy  ratio       1.59       1.55  Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 


BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Defense  Electronics 
Medical  Products 
Semiconductors 
Computer  Software 
Machine  Tools 


32.1  Airlines  78.2 

21.0  Specialty  Appar.  Retailers  77.4 

19.9  Manufactured  Housing  71.6 

19.4  Homebuilding  70.2 

19.0  Broadcasting  66.4 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Tobacco 

Pollution  Control 
Hospital  Management 
Electric  Companies 
Specialty  Printing 


-6.3 
-A.l 
-1.7 
-0.6 
1.2 


Shoes 

Engineering  &  Constr. 
Metals 
Gold  Mining 
Photography/Imaging 


-40.5 
-40.3 
-33.7 
-29.2 
-23.9 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

AT&T 

623/is 

-3/16 

Gillette 

100,3/ie 

-^16 

Dow  Chemical 

92 '/2 

-13/4 

Electronic  Data  Systems 

42^16 

-7/8 

Ciena 

54 '/4 

-37/l6 

UAL 

88n/i6 

-1  5/l6 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Microsoft 

15974 

293/4 

Intel 

86 '/4 

105/8 

Cisco  Systems 

643/4 

9Vl6 

Oracle 

27 '/4 

93/t6 

Applied  Materials 

36 

7^16 

WorldCom 

37 

71/2 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 


imberg  Financial  Markets 


MONEY  MARKET  FUNDS 

5.16 

5.18 

4.95 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

5.20 

5.11 

5.14 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

5.10 

5.10 

5.03 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

5.27 

5.24 

5.52 

GENERAL  OBLIGATIONS 

4.33% 

4.33% 

4.91% 

4.91% 

10-YEAR  TREASURY  NOTES 

5.56 

5.57 

6.43 

PERCENT  OF  TREASURIES 

77.75 

77.95 

84.01 

83.73 

30-YEAR  TREASURY  BONDS 

5.84 

5.87 

6.71 

TAXABLE  EQUIVALENT 

6.28 

6.28 

7.12 

7.12 

LONG-TERM  AA  INDUSTRIALS 

6.50 

6.51 

7.15 

INSURED  REVENUE  BONDS 

4.44 

4.46 

5.11 

5.13 

LONG-TERM  BBB  INDUSTRIALS  6.96 

6.97 

7.50 

PERCENT  OF  TREASURIES 

79.73 

80.29 

87.43 

87.48 

LONG-TERM  AA  TELEPHONES 

6.76 

6.89 

7.39 

TAXABLE  EQUIVALENT 

6.43 

6.46 

7.41 

7.43 

\L  FUNDS 


EQUITY  FUNDS 
Leaders 

Four-week  total  return  % 

DFA  Japanese  Small  Co.  50.7 

Matthews  Pacific  Tiger  36.5 

Colonial  Newport  Gr.  China  A  36.2 

DFA  Pacific  Rim  Small  Co.  35.4 

Montgomery  Emerg.  Asia  R  33.6 

Leaders 

52-week  total  return  % 

Munrter  Micro-Cap  Eq.  Y  63.5 

Delaware  Aggressive  Gr.  A  55.9 

Transamerica  Equity  Investor  53.8 

Fidelity  Sel.  Air  Trans.  53.3 

Brazos/JMIC  Small  Cap  Gr.  51.7 


Laggards 

Four-week  total  return  % 

Prudent  Bear  -13.5 

American  Heritage  -13.2 

Frontier  Equity  -10.4 

Comstock  Part.  Cap.  Val.  C  -8.2 

Lexington  Troika  Russia  -8.2 

Laggards 

52-week  total  return  % 


Midas 

U.S.  Global  Investors  Gold 
Bull  &  Bear  Gold  Investors 
Matthews  Korea 
Invesco  Strategic  Gold 


-54.6 
-54.5 
-54.0 
-51.1 
-50.8 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Pacific/Asia  ex-lapan 
Precious  Metals 
Diversified  Pacific/Asia 
Japan 
Technology 

Leaders 

52-week  total  return 


21.9  Real  Estate 

16.1  Utilities 

15.2  International  Hybrid 
13.7  Domestic  Hybrid 
11.6  Latin  America 


% 


Laggards 

52-week  total  return 


1.6 
2.1 
3.1 
4.0 
4.5 

% 


Financial  37.9  Pacific/Asia  ex-Japan  -35.7 

Communications  32.4  Precious  Metals  -35.6 

Unaligned  28.8  Diversified  Pacific/Asia  -23.4 

Small-cap  Value  28.2  Diversified  Emerging  Mkts.  -13.8 

Large-cap  Growth  28.1  Japan  -4.1 


as  of  market  close  Wednesday,  Feb.  11,  1998,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Feb.  10.  For  a  more  detailed  explanation,  write 
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Editorials 


MORE  EVIDENCE  OF  A  NEW  ECONOMY 


T71  vidence  is  mounting  that  productivity  growth  is  return- 
I  Jing  to  the  level  of  the  golden  1950s  and  1960s.  Recent 
government  data  show  productivity  growing  about  2%  for  the 
past  two  years,  twice  the  rate  of  the  past  two  decades.  If  sus- 
tained, the  long-term,  U.  S.  noninfiationary  growth  rate  would 
be  closer  to  ZWo  than  2'A%,  with  all  that  implies  for  wages, 
profits,  and  unemployment.  The  stock  market  is  already  re- 
joicing. On  the  same  day  the  Bureau  of  Labor  Statistics  re- 
leased its  numbers,  the  Standard  &  Poor's  500-stock  index  and 
Dow  Jones  industrial  average  hit  record  highs. 

The  2%  rise  in  productivity  in  the  fourth  quarter  of  1997 
was  a  stunning  suiprise.  Most  economists  expected  a  much 
lower  0.7%.  But  the  more  important  move  was  the  quiet  re- 
vision in  the  same  bls  report  of  the  1996  productivity  growth 
figure  to  1.9%,  from  1.3%.  Surges  in  productivity  have  occurred 
many  times  in  the  past  20  years,  but  they  were  always  asso- 
ciated with  bounce-backs  from  recessions.  This  is  the  first 
time  that  a  two-year,  back-to-back  productivity  boom  of  near- 
ly 2%  has  taken  place  well  into  an  extended  economic  expan- 
sion. Indeed,  manufacturing  productivity  is  actually  acceler- 
ating, from  3.2%  in  1995  and  3.7%  in  1996,  to  4%  last  year. 

This  is  good  news.  For  too  many  years,  economists  have 
said  their  models  mandated  a  modest  growth  rate  of  2%  to 
2.5%  and  a  jobless  rate  of  6%  if  inflation  was  to  be  con- 
tained. The  explanation  was  simple.  With  a  roughly  1%  annual 
increase  in  the  labor  force  and  an  anemic  1%  productivity  rise, 
the  economy  could  not  grow  much  faster  without  generating 
inflation.  This  iron  rule,  expressed  in  the  arcane  language  of 
the  Phillips  curve  and  nairu,  placed  a  dark  cloud  over  Amer- 
ica's future  and  the  opportunities  it  could  offer  its  people. 

business  week  has  argued  for  some  time  that  a  New 
Economy  was  taking  shape  that  could  deliver  higher  growth 
with  low  inflation.  Business  cycles  can't  be  repealed,  inflation 
can't  be  banned,  and  the  stock  market  isn't  destined  to  rise 
forever.  But  thanks  to  trade  and  technology  the  shape  of 


economic  expansion  can  change — for  the  better.  There  a 
more  jobs  for  people  moving  off  welfare,  the  young, 
parents,  the  elderly,  and  everybody  else.  There  can  be 
profits  for  investment  and  shareholders.  There  can  be 
revenues  to  balance  the  budget  (enough  to  even  cut  ti 
This  has,  in  fact,  been  the  reality  of  the  past  three  yea 

What  has  been  missing  from  the  New  Economy  argui 
until  now,  has  been  statistical  evidence.  If  globalizatioi 
technology  are  boosting  efficiency,  then  productivity  gi 
should  be  high  and  last  well  into  the  business  cycle.  Unt 
bls  revision,  official  data  offered  no  strong  evidence  of  th 
not  much,  ceos  insisted  productivity  was  rising.  Federa 
serve  Board  Chairman  Alan  Greenspan  believed  so  as 
But  the  stats  were  squishy.  Now,  they  are  more  robust 

What  changed  in  the  figures?  Based  on  fresh  data,  th 
has  concluded  that  its  original  numbers  overstated  the 
ber  of  hours  actually  worked  by  employees.  Since  prodi 
ity  is  all  about  delivering  more  output  per  unit  of  work 
fewer  hours  worked  means  higher  measured  product 
They  were  producing  more  in  less  time. 

It  is  still  possible  that  the  productivity  surge  is  cyclicj 
will  disappear.  Most  economists  concede  that  establ 
models  cannot  explain  the  events  of  the  past  three  years 
by  and  large,  they  believe  that  special  factors,  such  as 
ing  dollar,  declining  commodity  prices,  and  worker  anxiet 
responsible  for  the  above-trend  noninfiationary  grow 
the  U.  S.,  not  the  New  Economy  paradigm. 

Perhaps  they  will  turn  out  to  be  right.  But  for  nov 
onus  of  proof  is  shifting  onto  their  shoulders.  The  new  da 
productivity  strengthen  the  New  Economy  argumen 
keep  an  eye  on  the  productivity  numbers  in  the  m 
ahead,  especially  if  the  economy  slows.  If  productivity  gi 
continues  to  clock  in  at  around  2%,  then  business  v 
Greenspan,  and  many  top  ceos  are  right,  and  the  econon 
ter  a  25-year  hiatus,  is  back  in  the  fast  lane. 


STAMPING  OUT  SOFT  MONEY 


Warren  E.  Buffett's  recent  entry  into  the  campaign-re- 
form debate  can  only  be  a  healthy  sign.  The  legendary 
Omaha-based  investor  wants  to  end  the  huge  "soft-money"  do- 
nations that  increasingly  are  corrupting  American  politics. 
Buffett  notes  that  many  corporate  executives  ante  up  hun- 
dreds of  thousands  of  dollars  in  political  gifts  out  of  fear 
that  their  business  rivals  will  get  a  competitive  advantage  in 
Washington  if  they  "unilaterally  disarm."  The  result,  he 
laments,  is  "a  political  arms  race"  with  pols  demanding  larg- 
er contributions  to  fund  increasingly  expensive  campaigns. 

The  McCain-Feingold  bill  curbing  unlimited  "soft-money" 
gifts  is  coming  up  for  a  vote  in  the  Senate,  and  few  give  it 
much  hope  of  passage.  But  business  doesn't  have  to  wait 


for  Congress  to  act.  Corporate  contributors  could  just  ss 
That's  what  Buffett  has  done  in  the  face  of  frequent  so! 
tions  for  soft  money.  But,  as  he  points  out,  most  execi 
are  afraid  to  turn  down  powerful  pols  who  could  influenq 
lions  in  government  contracts  or  corporate  tax  breaks 
Indeed,  while  business  execs  say  they  want  reform,  tl 
rarely  willing  to  speak  up  like  Buffett.  Venture  capij 
Jerome  Kohlberg  Jr.  is  pushing  for  a  comprehensive 
paign-finance  overhaul  through  his  Campaign  Reform  Pi 
But  few  active  ceos  have  joined  Buffett  and  Sara  Lee 
Chief  John  H.  Biyan  on  the  crp's  Business  Advisory  Cc; 
If  the  system  is  to  change,  executives  are  going  to  h; 
speak  up — or  write  ever-larger  checks. 


In  June,  the  world's  mos 
atiorf  technology  CEOs  will 
TJ  the  birthplace  of  the 


nportdnt 
ike  a  ailgrimage. 
i  tern*. 


They're  coming-more  than  1,6(X)  strong-to  attend  the  1998  World  Congress  on  Information  Technology.  And  though 
they're  flying  in  from  all  over  the  world,  they'll  find  themselves  in  familiar  territory.  Fairfax  County  is  the  second  largest 
information  technology  center  in  the  world.  And  the  conduit  for  more  than  half  the  world's  Internet  traffic.  It's  the 
perfect  setting  for  an  event  as  significant  as  the  World  Congress.  And  for  a  business  as  significant  as  yours.  Call 
703-790-0600  or  visit  our  Web  site.  And  move  to  Fairfax  County.  The  choice  of  information  technologists  everywhere. 


AIR  FAX  COUNTY,  VIRGINIA.  HOME  OF  THE  1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.FairfaxCountyEDA.org 


While  your  CPA  wrestles  with  that  dilemma,  you  can  enjoy  the  new  Lincoln  Town  Car  for  what  it  really  is:  a  refined,  six-passer^ 
luxury  sedan  with  improved  steering,  a  responsive  overhead  cam  V-8  engine  and  the  kind  of  poised  handling  that  comes  frortf 
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